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CONSENT-DECREE PROGRAM OF THE DEPARTMENT 
OF JUSTICE 


WEDNESDAY, APRIL 30, 1958 


House oF REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
356, Old House Office Building, Hon. Emanuel Celler (chairman) 
presiding. 

Present: Representatives Celler (chairman), Rodino, Rogers, 
Holtzman, Miller, and Keating. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel, and Milton Eisenberg, associate counsel. 

The Cuamman. This meeting will come to order. 

Our first witness this morning is Mr. Bernard Strassburg, Chief of 
the Telephone Division of the Federal Communications Commission. 

Mr. Maletz, proceed. 


TESTIMONY OF BERNARD STRASSBURG, CHIEF OF THE TELEPHONE 
DIVISION, FEDERAL COMMUNICATIONS COMMISSION, WASHING- 
TON, D. C., ACCOMPANIED BY JOHN J. NORDBERG, H. L. BAKER, 
JOHN R. LAMBERT, SYDNEY L. 0’GUIN, AND CHARLES R. ESCOLA 


Mr. Maerz. Mr. Chairman. 

Mr. Strassburg, would you state your name and business affiliation 
for the record / 

Mr. SrrasspurG. My name is Bernard Strassburg; I am Chief of 
the Telephone Division of the Common Carrier Bureau of the Federal 
Communications Commission. 

Mr. Maerz. Who are these other gentlemen accompanying you / 

Mr. Srrasspurc. The gentleman on my right, here, is Mr. Sidney L. 
O’Guin, Chief of the Rates and Revenues Requirements Branch of my 
Division. 

This is Mr. John Nordberg, John J. Nordberg, who is the Chief of 
the Common Carrier Bureau. 

This is Mr. John Lambert, who is Chief of the Telegraph Division. 

Over there | indicating] is Mr. Roy Baker, who is in the Rates and 
Revenues Requirements Branch of the Telephone Division. 

And Mr. Charles Escola from our General Counsel's office. 

The CuarMmMan. We welcome all of you gentlemen. 

Mr. Maerz. Mr. Strassburg, are you a lawyer? 

Mr. SrrasspurG. [ama lawyer by training; yes, sir. 
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Mr. Maerz. How long have you been with the Federal Communi 
cations Commission. 

Mr. SrrasspurG. Since January +, 1945. 

Mr. Maerz. What positions have you occupied in the Commission / 

Mr. Srrasspurc. I have been Chief of the Tele ‘phone Division since 
March 14 of this year. 

Prior to that time, I was Chief of the Rates and Revenues Require 
ment Branch, which was responsible for the rates and revenue require- 
ments of the Bell System companies and other companies doing inter 
state business. 

That takes us back to approximately 1950. 

Prior to that time, I held various attorney positions in the Common 
Carrier Bureau. 

Mr. Marerz. Have you been with the Common Carrier Bureau of 
the Commission since 1943 ? 

Mr. Srrasssvurc. | io been in the Common Carrier work since 
1943, 

Mr. Maerz. In the general way, what are the responsibilities of 
the Telephone Division ? 

Mr. Srrasssurc. The Telephone Division is responsible for main 
taining rates for interstate and foreign communications services fur 
nished by the telephone companies, which are just and reasonable and 
nondiscriminatory. 

They are also responsible for seeing to it that an adequate standard 
of service is furnished by our carriers and other related and ancillary 
matters, 

Mr. Marerz. As Chief of the Tele ‘phone Division and prior to that 
as Chief of the Rates Branch of the Te ‘lephone Division, have ros 
had occasion to become familiar with the various phases of the Bell 
System’s interstate operations ? 

Mr. Srrasspurc. That's correct. 

Mr. Maerz. At this point, I should like to ask you some questions 
about an exchange of correspondence in November 1955, betwee 
Attorney General Brownell and Chairman MeConnaughey of the Fed 
eral Communications Commission respecting possible divorcement of 
Western Electric from the Bell System. 

[ believe, Mr. Chairman, that that correspondence has previously 
been accepted for the record. 

Do you recall, Mr. Strassbure, that the Federal Communications 
(‘ommission received a letter dated November 8, 1955, from Attorney 
General Brownell in respect to the antitrust suit against Western 
Electric and A. T. & T.? 

Mr. Srrasspura. I do. 

Mr. Maerz. Do you recall that in that letter the Attorney General 
requested an expression of the Commission's views conaneneae the 
effect which a complete divorcement of Western Electric by the Bell 
System would have upon the exercise of their function by the regu 
latory agenc ies. 

Mr. Srrasspurc. I recall that. 

Mr. Maerz. Mr. Strassburg, the Commission has been supplied 
with a transcript of testimony before the subcommittee in this matter: 
has it not ? 
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Mr. Srrasssurc. It has, at various times. I don’t know that it has 
been supplied on a regular basis, but we have taken the initiative to- 
ward obtaining copies. I obtained 2 copies last week—a copy of the 
transcript for 2 days of hearing last week, just last night. We tried 
to peruse them last night. 

Mr. Materz. Have you examined the volumes of the transcript relat- 
ing to the exchange of correspondence between Attorney General 
Brownell and Chairman McConnaughey ? 

Mr. Srrasssura. I read the testimony bearing on that; yes, sir. 

Mr. Maerz. You recall the testimony before this committee that 
Mr. Brownell’s letter was actually drafted by Mr. Edward A. Foote, 
who was then a member of the Antitrust Division ? 

Mr. Srrasspura. | recall that testimony. 

Mr. Materz. You also recall the testimony before this subcommittee 
that Mr. Foote discussed the draft of this letter with Mr. Moulton, 
vice president and general counsel of A. T. & T., in order to be clear 
as to what A. T. & T.’s position was with respect to the regulatory 
problem ¢ 

Mr. SrrasssurG. | recall having read such testimony ; yes, sir. 

Mr. Maerz. Do you recall Mr. Moulton’s testimony that the third 
and fourth paragr iphs of the Attorney's letter to the Federal Com- 
munications Commission were based on Mr. Moulton’s statements to 
Mr. Foote ? 

Mr. Srrasspurc. I recall testimony to that general effect; yes, sir. 

Mr. Maerz. To the best of your recollection, was the ‘Attorney 
General’s letter to Chairman Me¢ ‘onnaughey referred to Mr. Harold 
Cowgill, Chief of the Commission’s Common Carrier Bureau, for 
preparation of a reply, together with instructions to expedite the 
matter ? 

Mr. SrrasspurG. It is my recollection that the letter was referred to 
Mr. Harold Cowgill, who, at the time, was Chief of the Common Car- 
rier Bureau. 

I do not know precisely what instructions he had, Mr. Maletz, as far 
as expedition was concerned. 

Mr. Marerz. To the best of your recollection, did Mr. Cowgill and 
the staff of the Commission conclude initially that the Attorney Gen 
eral’s request involved a judgment in which the Federal Communica 
tions Commission had no particular competence to make a decision, 
and that the issue was one peculiarly in the province of the Antitrust 
Division ¢ 

Mr. SrrasspurG. I think that may be a fair statement, Mr. Maletz., 
looking : at the letter in its broadest aspects. 

We felt that the Attorney General was asking the questions or rais 
ing questions which were somewhat outside of our competence to 
comment on. 

Mr. Mintner. Are you testifving from your own knowledge at that 
point ¢ 

Mr. STRASSBURG. ongressmiah Miller, | am testifyin hart sense of 
some very gener: al discussions that took place at staff level at the time 
that the letter was delivered or handed to Mr. Cowgill. 

Mr. Mrizer. Were you in on those discussions ? 

Mr. Srrasspurc. I was in on some of them: so, al best. I admit I 
am merely giving you the flavor after 2,214 years, that is left with us 
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Mr. Mitirr. You are not presuming to tell what was in Mr. Cow- 
gill’s mind ? 

Mr. Srrasspure. Not at all, sir. 

Mr. Materz. Mr. Strassburg, do you recall staff discussions in which 
you participated, in which it was decided that the best way to handle 
the Attorney General’s letter was to take the easy way out and advise 
the Attorney General that the Federal Communications Commission 
had no views relative to the Attorney General’s request ? 

Mr. Srrasspura. In all honesty, Mr. Maletz, I cannot recall that 
a decision as such was made to advise the Attorney General that we 
had no views on the subject at all. I mean, there was general dis- 
cussion. I sort of bowed out at this point. 

Mr. Cowgill undertook to prepare a reply to the letter. 

Mr. Hourzman. Was it your personal impression that this was 
outside the scope of the Federal Communications Commission 

Mr. Srrasspura. I think it was sort of a collective impression, Con- 
gressman Holtzman. 

As I say, initially, a few of us sat around and just discussed it, and 
that seemed to be the collective reaction. 

Mr. Hourzman. Did it reflect your personal impression ¢ 

Mr. SrrasspurG. Based on my interpretation of the letter from the 
Attorney General, it did reflect my interpretation. 

Mr. Mitirr. At this point, as a result of the way in which counsel 
phrased his question—may I ask for the record: 

Was it your impression that you and the staff felt that this was, 
(a) a matter without your jurisdiction or (b) that it was within your 
jurisdiction and you were taking an easy way out by not taking a 
position ¢ 

[ just don’t get counsel’s inference in the question. 

Mr. SrrasspurGc. No, Congressman. I think in essence it was our 
reaction that the principal matter, namely, the effect of divestment 
on prices for telephone communications, equipment was just some- 
thing that we had no information on, not sufficient information on, to 
enable us to address ourselves to the question at all. That is the 
point. 
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Mr. Mituer. I think you were right. 

Mr. Materz. Was a letter drafted by Mr. Cowgill and presented 
to the Commission at its meeting on Novmeber 22, 1953 ? 

Mr. Srrasspurc. I believe the letter was drafted by Mr. Cowgill 
and presented to the Commission’s meeting on November 23. The 
memorandum covering or transmitting the letter is dated November 
99 

Mr. Materz. At the Commission’s meeting on November 23, was 
the Commission of the view that the Cowgill draft was too perfunctory 
and made too short shrift of the Attorney General’s inquiry. 

Mr. Srrasssurc. That is my recollection or impression of the sense 
of the Commission as best I can portray it. 

The CuairMan. Is that letter going to be presented ? 

Mr. Maerz. With your permission, Mr. Chairman, I would read 
the draft prepared by Mr. Cowgill at this point. 

The honorable the ATTORNEY GENERAL, 
Washington, D. C. 

My Dear Mr. ATTORNEY GENERAL: Further reference is made to your letter of 
November 8, 1955, requesting the Commission’s views as to whether the divesti- 
ture of Western Electric Co., Inc., from the Bell System would have a significant 
effect upon the exercise of their functions by the regulatory agencies, assuming 
the correctness of certain statements of the American Telephone & Telegraph 
Co. and Western Electric Co., Inc. Such statements include representations: 
(1) That the present arrangements for the provision of telephone equipment 
used by the Bell System are both efficient and economical and the costs of such 
equipment to the Bell System companies are low; and (2), that the divestiture 
of the manufacturing function would be less efficient and economical so that the 
cost of telephone equipment would increase, thereby tending to increase the cost 
of the telephone service to the public. 

If these statements are correct, the above-described divestiture would have 
significant effect upon the regulatory agencies in the exercise of their ratemaking 
functions. 

This Commission, under its statutory power to obtain information and require 
comprehensive reports, has been able to maintain a helpful degree of surveillance 
over the prices and profits of Western. On the basis of information thus ob- 
tained, this Commission, and it in cooperation with State Commissions, has been 
instrumental in bringing about substantial reductions in prices of equipment 
purchased by the Bell System Companies from Western. For example, such 
reductions amounted to $70 million in a year in 1948 and $110 million a year in 
1952. 

By direction of the Commission, George C. McConnaughey, Chairman. 

There is a mark across this letter, Mr. Chairman, which, I take it, 
indicates that the Commission rejected this draft of the letter. 

Is that correct, Mr. Strassburg ? 

Mr. Srrasssure. I don’t know if that is the significance of the mark, 
but the Commission did reject that draft; yes, sir. 

Mr. Matertz. I offer this letter and accompanying documents. 

The CuHatrman. Accepted. 

(The documents referred to are as follows :) 
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Weshincton 25, D. C. 25622 
Commission acti 
Kavonbor 22, 1955 on on 
November 23, 1955 + Raaedl 


IYTTROP“ICT PTD ORARDUK bnew (1k. oor Aneaed, 
ALG . 


TOR: Comron Carrier igende 7/-. 3 al ss » 
TO: Tho Cermission 
FROM: Chief, Common Crrrier Buren 


SUBJ“OT: Anti-trust suit agninst Western Dlectric Conprry, Ince» nnd 
anericrn Telephcne and Telegroph Ceospeny 


RECO!..GIDED ACTION: Approve rttached letter to attorney Gener: 1 


Y 


l. By letter deted Jovenber Y, 1955, copy ef whic: is rtteched, the 
sttorney Gcnerel requests rn expression of the Cerriesion's views concerning 
the effect which # complete civestiture of western by the sell Syste: would 
have upon th sercise of their functions by regulrtory sgenctes. 


2- Attrened is » dreft of # proposed reply fer consicerrtion by the 


Cennis» ior 


fe ; ) 

“Tt Ad) a +ak 7 Ca mY ASL 
Herold G. Cowgill / 
Chief, Common Crrricr Sureru 
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OFFICES OF THES ATTOREZY GOeERAL 
Washington, D. C. v 


Vovember BW 1955 


Eonoravle George C. MeConneughey 
Chairman, “ederal Communications Commission 
“ashington 25, D. C. 


My dear lir. Chairmen: 


In Jamuary 1°49 the Depertment of Justice filed an antitrust suit 


ngeinst Vestern Electric Comprny, Incorpornted end Americern Telep..one & 
-Zelegraph Comprny. 


As you are epwore, Vestern is a subdsidirry of 4. T.& 7. rnd is the 
menufocturing ond supply unit of the 3ell Systom as such it oranur-ctures 
most of the tolephone opp rstus end equipment used by tae overs ting sub- 
sidirries and the Long Lines Depertment of Ae 7. 2 2 to provide telephone 
service. The comlrint in this crse contcins + prry4r for relief which, 
if gerented, woula completely divorce ‘iostcrr from the Bcll System. hore 
specificnlly the complciut nsked thet the business of mrrufrcturizg telo- 
phone oguipmer.t ond epprretus be separeted from the businese of opornting 
telephoze sorvice in the 5ell System rnd thrt Yestorn be dissolved nnd 
its vrrious minafreturing plents divided so rs to comrise three sep rete 
comprnios, ench completely sepr-te -s to stock ownership, mon-gomont ud 
control. 


In discussions with representrtives of this Deprrtmert, the dofend- 
ents heve trken the position thet the present -rrengeme:.ts for the pro- 
vision of telephone equipment used by the 3cll System cre beth efficient 
rnd cconomicsl rnd the costs of such equipment te the 3ell Syetem eon 
penicos cre low. They further trke the prsition tart divestiture of the 
manufneturing functicn wenld be less officiont end cecnomicrl, and thot 
the enst ef telephrne equipment would increrse, thereby tenclig te 
incresse the erst -f telephone scrvice tr the pudlic. 


In this errnecticn, the defendrnte strte tht, by rersen ef tho 
inclusien of Yestern in the Bell Systom, the rensenedlerss -f its priccs 
rnd@d vprefite sre subject te exnmincticn by regulrtcry wedies in tre 
exerciso ef thelr rrte m king functions, th-t the birden ef prreving their 
renson blencss ie on the Bell System comprnies nnd thet the regulrtory 
ngencics herve pewer in firire retes te meke disrlicwrness tr the oxtcat 


tht such prices cr prefits ore found to be unrers*nndle. Tho defoudrats 
st-to thet, in eensequonee, Western's prices tnd prelits cre “mder con 
tinuing study by rogulrtry reonciose defondrr.ts rise state tha 


The .t the 
rogulatory ngoncics weuld be deprived cf this erntrel «i the priccs ond 
orefits ef the menufrcturers of teleph ne equipment used by the Soll 
Systom 1f Wostorn wore divostod or diwreed therofrren. 
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Mr. Maerz. Did the Commission, Mr. Strassburg, decide that 
there should be further amplification of the Commission’s views in 
replying to the Attorney General ? 

Mr. Srrasspurc. The Commission decided that, as best as I can 
recollect now, there should be a more complete report or more com- 
plete reply to the Attorney General. I don’t think—I don’t recall 
that the Commission specified the respects in which it thought the 
letter ought to be amplified. I am sure there must have been some 
general discussion. 

However, precisely what the Commission—what the views were ex- 
pressed by the Commission, I can’t state at this time. But the general 
sense was that the letter was perhaps giving too short shrift to the 
Attorney General’s request. 

Mr. Matetz. Were you, Mr. Strassburg, assigned the job of pre- 
paring a fuller response to the Attorney Generai in behalf of the 
(ommission ¢ 

Mr. Srrasspure. Yes, I was, Mr. Maletz. 

Mr. Maerz. Was this matter set down by the Commission for 
special handling ? 

Mr. Strrasssure. I don’t know if the Commission itself set it down 
for special handling, but I undertook to prepare a draft in sufficient 
time so we could have it before the Commission at its meeting the 
following week. 

Mr. CeLier. What is meant by “special handling” ? 

Mr. Srrasspurc. “Special handling,” sir, is when we depart from 
our customary procedures of processing matters for the Commission 
agenda. Ordinarily, we have to get matters in normal course to the 
Commission’s minute clerk by Wednesday of a given week in order 
that the matter will be taken up by the Commission on Wednesday 
of the following week. 

Now, those matters that reach the minute clerk, say by Wednesday, 
are put in mimeographed form and distributed to the Commissioners 
on Friday. Then they have the weekend and a few days to prepare 
for the Commission meeting the following week. 

Now, if certain urgent cases, or critical cases, or whatever the situa- 
tion may be, necessitate expedited handling, which means that we 
put it on, treat it as a supplemental item or item for supplemental 
agenda. It doesn’t go through this normal course but we might get it 
to the Commission even the same day of the Commission meeting. 

Mr. Miter. There is nothing too unusual about that? I presume 
that happens very frequently. 

Mr. Srrassspurc. Too frequently, sil 

Mr. Mitier. There wasn’t anything particularly unusual about the 
fact that the A. T. & T. case was set down for special handlin 
Isn't there something that is handled a little bit spec lally at saan 
every meeting / 

Mr. SrrasspurG. There are things that require special attention. 1 
don't know what may have occasioned the expedition in this case, 
sir. 

The CHatrman. Did this particular case require special attention ‘ 

Mr. Srrasspurc. We did endeavor to get it back to the Commission 
and we did olive it special attention to get it back to the Commiussio1 
the following week. 
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Mr. Maretz. Mr. Strassburg, you testified that you prepared a 
draft reply. Was your dr aft reply discussed extensively by the 
staff of the Common Carrier Bureau, including Mr. Nordberg and 
Mr. Cowgill? 

Mr. Srrasspurc. There were discussions. I don’t recall whether Mr. 
Nordberg participated in those discussions at all. Mr. Nordberg 
recently had come to the position of Chief of the Telephone Division. 
| don't recall. Mr. Nordberg’s recollection will have to be reported 
by Mr. Nordberg. 

Mr. Lambert participated in some of the discussions but I don’t know 
if anyone else did. 

The CuarrMan. Mr. Nordberg, I might ask you right now: Did you 
participate / 

Mr. NorpperG. In a general way. I knew about the memorandum 
going up but I had only been in the Bureau since a few weeks prior 
to that. 

Mr. Maerz. Mr. Strassburg, was your draft reply approved by 
Mr. Cowgill and Mr. Nordberg, to the best of your present recol- 
lection 7? 

Mr. Strasspurc. My draft reply was approved by Mr. Cowgill. 

Mr. Maerz. Whothen occupied what position / 

Mr. Strrasspure. Who then occup! ied the position of Chief of the 
Common Carrier Bureau / Ther re is no indication that Mr. Nordberg 
had initialed it or reviewed it before Mr. Cowgill did. 

Mr. M ALETZ. Mr. Nordbe rg, your immediate superior, had been W ith 
the Commission a few weeks ? 

Mr. Srrasspurc. Mr. Nordberg had been with the Commission a 
great number of years but he was in the Common Carrier Bureau only 
a few weeks. 

Mr. Marerz. Then Mr. Cowgill, Chief of the Common Carrier Bu- 
reau, W hich has yur isdiction over the » Telephone Division, had approved 
your draft reply; is that right ? 

Mr. Srrasssurc. That is correct. 

Mr. Mauerz. Was this draft reply to the Attorney General pre- 
sented to the Commission at its meeting on Wednesday, November 
dO. 1955 7 ; 

Mr. SrrAsspurG. I believe that is correct. 

Mr. Mauerz. Mr. Chairman, with your permission, I would read into 

ie record this draft reply to which reference Las heen eae 

It is to the honorable the Attorney General, Washington 25, D. C 

DeAR Mr. ATTORNEY GENERAI Further reference is made to your letter of No 

ember 8, 1955, concerning the pending antitrust suit against Western Electric 


Co., Inc., and the American Telephone & Telegraph Co., in which the complaint 
asks that Western be divorced from the Bell Systen In your letter, you cite 
the position taken by the defendants in discussions with the Department that 
divestiture would result in a less efficient and economical arrangement for the 
provision of telephone equipment used by the Bell System and would increase 
the cost of such equipment and tend to increase the cost of telephone service 
to the publi You advise that in this nnection the defendants have state 
that the reasonableness of Western's prices and profits are subject to exat 

on by the regulatory bodies in the exercise of their ratemaking functions, an¢ 
the burden of proving such reasonableness is upon the Bell System companies 
ral le regula y agel es, as part of their ratemaking powers, may make dis 
illowances to the extent that Western's prices may be found to be unreasor 
ible that Western prices and profits are under continuous regulatory study 


ind that divestment of Weste rl fro. the Bell Svysten vo ld depri a reg ila 
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tory agencies of their existing control of the prices and profits of Western. You 
request the Commission’s views as to whether, if the defendants are correct in 
these statements, divestiture of Western would have a significant effect upon 
the exercise of their functions by the regulatory agencies. 

The operations of Western, including its prices and profits, are, of course 
not subject to direct control by any regulatory authority. Nevertheless, tele 
phone regulatory authorities have the power which is inherent in their rate 
making functions to safeguard the public against possible abuses in the prices 
established for Western's sales to its affiliated telephone operating companies 
Because of the absence of arms-length dealing between Western and the Bell 
System companies, the latter companies, when called upon to do so, have the 
burden of demonstrating that their payments to Western are reasonable. To the 
extent such payments are determined to be excessive, the regulatory agency in 
fixing reasonable telephone rates may make appropriate disallowances in the 
amounts claimed by the telephone company as allowable investment and ex 
penses. 

In addition to the powers inherent in the rate-fixing process to safeguard 
against abuses in the prices charged by Western to affiliated companies, regula 
tory agencies also have varying types of statutory powers designed to provide 
additional safeguards. For example, certain State commissions have authority 
to pass upon the propriety of contracts entered into by telephone companies 
with affiliated manufacturing and servicing companies and to disapprove any 
such contracts, the terms and conditions of which are found to be in conflict 
with the public interest. This Commission is empowered to require Western, 
in its capacity as an affiliate of telephone companies subject to our jurisdiction. 
to file prescribed reports with respect to its operations and to furnish full and 
complete information with respect to any matters affecting the performance of 
the Commission’s regulatory responsibilities. Also, under our authority over 
the accounting performed by telephone companies subject to our jurisdiction, 
the Commission may take appropriate measures to require a Bell System tele 
phone company to eliminate from its accounts any amounts recorded therein 
which represent excessive payments by the company to Western. 

In view of the foregoing, it would appear that adequate powers reside in the 
regulatory authorities to deal with the matter of Western’s prices and profits 
insofar as they may affect the investment and expenses of affiliated operating 
telephone companies. It must be recognized, however, that the degree of effective 
application of these powers is largely dependent upon the resources of the respe: 
tive regulatory agencies to examine and evaluate all of the matters necessary 
to an informed determination of the reasonableness of Western’s prices and 
profits. In this connection, this Commission, in cooperation with the National 
Association of Railroad and Utilities Commissioners, jointly undertook in 1947 
a preliminary study of Western’s profits and accounting procedures in order to 
provide helpful information to State and Federal regulatory agencies in judging 
the reasonableness of Western’s prices and to determine the need for a more 
comprehensive investigation of Western’s costs, accounting procedures, and 
prices. This study, which was the subject of an extensive report in 1948, 
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reviewed selective phases of Western’s operations. Supplemental summary 
reports on Western's operating results have been prepared annually since that 
time. We believe that these studies have been instrumental, at least in part, in 
bringing about substantial reductions by Western in its prices charged to the 
telephone companies of the Bell System. 

In the event that Western were divested by A. T. & T., the reasonableness of 
the payments made by the Bell System telephone companies for equipment and 
services would, in large measure, be removed as an issue in the ratemaking 
process. In other words, to the extent that such equipment and services would 
be obtained from a competitive market and transacted for entirely at arm’s 
length, there would be no issue as to the propriety of intercompany profit included 
in the prices paid therefor. Such payments would not be denied the presump- 
tion of reasonableness as they are under existing arrangements. Of course, the 
prices paid for equipment and services obtained by the utility in open market 
would continue to be subject to scrutiny by ratemaking bodies principally from 
the standpoint of the necessity for, and prudence of, the expenditures. The 
prices would not, and could not, under existing statutory scheme of regulation, 
be subject to regulatory scrutiny from the standpoint of the reasonableness of 
the profits of the independent suppliers of such equipment and services. This 
is not to say, however, that the regulatory agencies may not test the reasonable- 
ness of prices paid to independent suppliers where there is evidence that those 
prices have been established through collusion or other questionable arrange- 
ments 

On the other hand, we desire to emphasize that we are not in a position to 
express an informed judgment on the question of whether equipment and serv 
ices used by the Bell System could be obtained in a competitive market, such as 
contemplated by the pending antitrust complaint, at prices which are as low 
or lower than they are now provided under the existing arrangements. Nor 
are we prepared to state, on the basis of the information available to us, 
that Western’s prices and profits have been unreasonably high or that its 
operations within the Bell System have not been conducted on an efficient 
and economical basis. If it should appear from the facts in your possession 
hat the current relationship between Western and the Bell System is not other 
wise in conflict with the public interest, we are of the opinion that properly 
and vigilantly administered, the powers encompassed within the existing reg 
ulatory framework can provide substantial safeguards against possible abuses in 
fixing the prices of Western for equipment and services supplied to the telephone 
companies in the Bell System. 

By direction of the Commission 

GEORGE CC. MOCONNAUGHEY, Chairman, 


Mr. Chairman, is this a correct reading of the draft you prepared 
for the Commission 7 

Mr. Srrasspura. It is. 

Mr. Maerz. I would offer this draft in evidence at this point, sir. 

The CHAIRMAN. A¢ cepted. 

(The document referred to is as follows :) 
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Mr. Matetz. Is it correct that the Commission at its November 30, 
1955, meeting, devoted some time to a consideration of this reply, 
of this draft reply, to the Attorney General ¢ 

Mr. Srrasspurc. They did give it consideration, certainly. 

When you say they “devoted some time,” I can’t say at this point 
whether it was 20 minutes, a half-hour, or 40 minutes. It was some- 
where in that area. 

Mr. Maerz. Is it a fact that at this meeting of November 30, the 
Commission deleted from the draft reply the second sentence in para- 
graph 1 of page 2, together with the words: “ * * * inthis connection” 
in line 8, paragraph 1, page 2? 

Mr. Srrassspurc. That isa fact. 

The CHatrMAN. Let’s see what was deleted. 

Mr. Maerz. Did the Commission delete from the second page of 
the draft reply the following, and I quote: 

It must be recognized, however, that the degree of effective application of 
these powers is largely dependent upon the resources of the respective regu 
latory agencies to examine and evaluate all of the matters necessary to an 
informal determination of the reasonableness of Western’s prices and profits 
in this connection. 

Was what I have just quoted deleted by the Commission from the 
draft reply ? 

Mr. Srrasssure. It was deleted; yes. 

Mr. Maerz. What Commissioners objected principally to this par- 
ticular statement ? 

Mr. Srrasspurc. Well, I dont know that I can identify any par- 
ticular Commissioner or Commisisoners that objected strenuously to 
this statement. 

Isthat the word you used : “strenuously,” sir / 

Mr. Matetz. No, I didn’t. “Principally” was the word. 

Mr. Srrasspure. “Principally.” 

All of the Comissioners participated in varying degrees in the 
discussion of this letter. There is no doubt that some C ommission- 
ers had more to say, more questions to ask, than other Commissioners. 

Very often at our Commission meetings, comments are made by 
Commissioners, questions are raised by Commissioners that don’t nec- 
essarily reflect what their conclusions or thinking is, but merely to 
develop a question. 

On this particular subject, my best recollection is that certain of 
the Commissioners who did have some e xper lence in regulatory af 
fairs involving Western did take a more active part in the discussion 
than others. 

(‘commissioners Doerfer. Mack. and, ] believe, Me ‘onnaughey to a 
lesser extent. 

Does that answer your question, Mr. Maletz / 

Mr. Maerz. M: iybe I could refresh your recollection further. 

Do you recall that on December 16, 1957. Mr. Appel and I had a 
meeting with you‘ 

Mr. Srrasspurc. Yes, I do 

Mr. Maverz. Do you recall making the following statement, in e 
sence, to Mr. Appel and myself? I quote from our memorandum of 
our interview with you: 

Mr. Stras: burg stated that this statement was stricken from his draft at 
insistence of Commissioners Doerfer and Mack 
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Asked as to what objection they had evidence to this statement, Mr. Strassburg 
replied that they expressed the view that this statement should not be aired in 
a letter of this kind but should, instead, be addressed to an authority such as 
the Bureau of the Budget 


In short, according to Mr. Strassburg, Commissioners Doerfer and Mack ob- 
jected to the statement on the avowed basis that it concerned budgetary matters. 

And does that refresh your recollection ? 

Mr. Srrasspura. It refreshes my recollection, but, Mr. Maltez, I 
am—TI don’t recall that I used the word “insistence” or “upon the in- 
sistence of Commissioners Mack and Doerfer.” I think Mack and 
Doerfer did initiate this discussion involving this matter. To that 
extent I think your statement is correct. 

I take just a little objection to your characterization of “insistence,” 
because I don’t know whether it properly characterized it as such. I 
don’t think I did characterize it as such at that time. 

Mr. Materz. Mr. Strassburg, I turn to the last paragraph of your 
draft reply. 

Mr. Mintier. May I ask a question at this point? 

I am a little confused as to your reasoning. 

Here you have a communication from the Attorney General to the 
Commission with a request for reply, and I take it that you were in 
charge of the preparation of that reply, and that this was your draft, 
and this part of it was stricken, and your recollection is that it was 
because of budgetary considerations that the Commission felt this 
should not be included therein. 

Is that because it refers to resources and the fact that the Commis- 
sion may or may not have enough resources to develop this particular 
investigation or line of investigation that it was felt to be a budgetary 
matter ¢ 

Mr. Srrasspurc. Congressman, I believe that essentially the Com- 
mission had the feeling that here we have the powers; these powers 
ire adequate; they are the same powers that many State commissions 
have; they are tr: aditional, classical powers that other regulatory com 
missions have. Those powers are adequ: ite to do the job and I agree 

hat they are adequate. I so stated in my draft. 

Like all powers, however, they are all subject to, that is, the effec- 
tiveness by which they can be employed depends upon your money 
and men at the particular time. 

Now, there, I think the Commission felt, and I can’t really speak 
definitively for the Commission on this, but I think the Commission 
felt that there was no reason to isolate Western Electric from the 
problems we might have in connection with regulatory matters other 
than Western Electric, arising out of the fact th: nt we do have budge 
tary troubles, and to single out Western Electric from that standpoint 

Mr. Mirturr. That's exactly it. This would be just a matter which 
you would refer to in connection with any investigation undertaken 
by the Federal Communications Commission. You wouldn't want 
to be in a position of dogmatically stating that you have all the money 
and all the resources ne essary for any pi irtic ul: ir investig: ition at any 
time. There is nothing sinister about that in connection with this 
particular case 

Mr. Srrasspurc. We know darn well that that 1s the case 

Mr. Minuer. Why, certainly. 
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In addition to that, under the law, you have now, don’t you, under 
the act which created the Federal Communications Commission, the 
authority to demand competitive bidding on the part of any regulated 
utility, or to request it, pardon me / 

Mr. Srrasspurec. I don’t believe so, sir. 

Mr. Mitier. For any of the appliances, parts, and so forth, which 
they buy. 

Mr. Srrasspurc. We have no authority to place any requirement 
upon Western other than, if that is what 

Mr. Mitter. But after an investigation, you can request such au 
thority in any area of any operation of any utility. 

Let me read to you section 215 of the act, subdivision 3: 

The Commission shall include in its report 
and so forth 
authorizing the Commission to require that all or any transactions of carriers 
involving the furnishing of equipments supplies, research, services, finances, 
credit, or personnel to such carrier, be upon competitive bids on such terms 
and conditions and subject to such regulation as it shall prescribe, as necessary 
in the public interest. 

Mr. Srrasspure. I think, sir, that section 215 looks toward a recom- 
mendation based on investigation made by the Commission as to the 
need for legislation. 

Mr. Minter. Right. 

Mr. Srrasspurc. Which would empower the Commission to re- 
quire competitive bidding. 

Mr. Mitter. Right. Did you in 1948 investigate this whole propo- 
sition ¢ 

Mr. Srrassspure. I don’t think we 

Mr. Minter. 1938 ? 

Mr. Srrasspure. I don’t think in 1948 we investigated. 

Mr. Mitier. Did you in 1938? 

Mr. Srrasspure. I believe the special telephone investigation did go 
into the need for such powers. 

Mr. Mitier. You made no such recommendation at that time / 

Mr. Srrasspure. I wasn’t on the Board at that time. 

Mr. Miuurr. At least the Commission did not. That is a matter 
of record. 

Mr. STRASSBURG. My recollection is that the (‘Commission's recom 
mendations did not include one to require competitive bidding. 

Mr. Mituer. That’s all. 
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Mr. Materz. Mr. Chairman, Mr. Strassburg, did the Commission at 
this meeting, on November 30, delete the following from the last para- 
graph of the draft reply, and I quote: 

On the other hand, we desire to emphasize that we are not in a position to ex- 
press an informed judgment on the question of whether equipment and services 
used by the Bell System could be obtained in a competitive market, such as con- 
templated by the pending antitrust complaint, at prices which are as low or lower 
than they are now provided under the existing arrangements. Nor are we pre- 
pared to state, on the basis of the information available to us, that Western’s 
prices and profits have been unreasonably high or that its operations within the 
Bell System have not been conducted on an efficient and economical basis. If it 
should appear from the facts in your possession that the current relationship 
between Western and the Bell System is not otherwise in conflict with the pub- 
lic interest— 


and then deletion from the sentence, the following: 
Properly and vigilantly administered. 


Is that correct? Were these deletions of what I have just quoted 
actually made by the Commission at its meeting of November 30? 

Mr. SrrassspurG. You are correct. 

Mr. Maerz. Is it correct that last paragraph as deleted read as 
follows in Mr. McConnaughey’s letter to the Justice Department, and 
I quote : 

We are of the opinion that the power encompassed within the existing regula- 
tory framework can provide substantial safeguards against possible abuses in fix- 
ing the prices of Western for equipment and services supplied to the telephone 
companies in the Bell System. 

Mr. Srrasspura. I think you read the words “the power” where it is 
“powers.” 

Mr. Maerz. Powers. 

Mr. Strrasssura. Plural. Otherwise 

Mr. Maerz. Otherwise, is correct ? 

Mr. Srrasspure. It is correct. 

Mr. Materz. According to your present recollection, what Com- 
missioners voiced objection to the last paragraph of the draft reply ? 

Mr. Srrasssvrc. Well, I don’t know that you can say that there 
was objection voiced. I would like the committee to recognize that 
these discussions took place over 2 years ago. As I have told Mr. 
Maletz informally, it is very difficult to attempt to reconstruct and 
re-create exactly what was said by whom and for what reasons, and 
therefore all I can say on this paragraph, Mr. Maletz, as I have told 
you before, is that there was obviously general discussion. There 
always is general discussion going into relevant and _ irrelevant 
material. 
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The result is that the letter, that the paragraph was edited in the 
manner that you have described it. I cannot ascribe it to the responsl- 
bility or the motivation, of any particular Commissioner being the 
moving force, I think all of the Commissioners, all 6—I believe there 
were 6 Commissioners on the board at the meeting they voted on this 
letter and they all had something to say, I am sure, at one time or 
other in the course of the discussion. 

Mr. Marerz. May I direct your attention again to the meeting Mr. 
Appel and I had with you on December 16, and ask you whether you 
told us then that your present recollection was that objections to the 
last paragraph of the draft reply were voiced principally by Com 
missioners Doerfer, Mack, and McConnaughey 4 

Mr. Srrasspurc. I don't recall whether we were summing up or | 
ras summing up certain attitudes and reactions that I had to the 
letter that I had specifically addressed myself to the last paragraph, 
In contrast to the first paragr: iph t hat you are questioning me about 

As I Sil ad. thi: if my recolle ‘TION is that (Commissioners Mack, Doe1 fer, 
and Met ‘onnaughe \ having had regulatory background, having been 
familiar with the actual processes involving the regulation of West 
tern’s br ices, In connection with their State regul: or func tions, did, 
no doul ind it was my honest ata that t] le} did t: ike a more 
active ih in the discussion on the entire letter and that 
would be true with respect to this paragraph as well as to the others, 
Mr. Maletz. 

Mr. Maverz. And now, is it correct that on November 30, 1955, 
Chairman Me¢ onnaughey signed the letter, as revised, and it was 
then sent tothe \ttorney General ¢ 

Mr. SrrAsspurG. I assume it was sent to the Attorney General. 

Mr M ALETz. At this po nt, | would offer several do uments showll oO 
the action taken DY the © ommIssion, togethe witha COpy of the lette1 


reTerred to. 
The CuarrmMan. Accepted. 
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Rovember %, 1355 


The Honorable 
The Attorney General 
Washington 25, D. C. 


Dear Mr. Attorney General: 


Further reference is made to your letter of Icvember 8, 1955, 
comcerning the pending antitrust suit against Western Klectric Cam- 
pany, Inc. end the American Telepoome and Telegraph Company, in which 
the complaint asks that Western be divorced from tie Bell System. In 
your letter, you cite the positicn tazen by the defendants in discus- 
sions with the Department that divestiture would result in a less 
efficient and ecomamical arrengement for the provisice of telephone 
equipment used by the Bell System and would increase the cost of such 
eqtipment end tend to increase the cost of telephuome service to the 
public. You advise that in this camecticn the defendants have stated 
that the reasonableness of Western's prices and profits are subject to 
exeminetion by the regulatory bodies in tne exercise of their rate- 
making fimctions, and the burden of proving such reescnablezess is upon 
the Bell System companies; that the regulatory agencies, as part of 


f Western fras the Bell Systems wuld deprive the regulatory agencies 
of their existing comtrol of the pri-es and profits of Western. You 
request the Commission's views as to whether, if the defendants are 
correct in these statements, divestiture of Western would have a signif- 
icamt effect upon the exercise of their fimctiocaus by the regulatory 
agencies. 


Tne operations of Western, including its prices and profits, 
ere, of course, not sudject to direct control by any regulatory au- - 
thority. Nevertheless, telephome regulatory authorities have the power 
which is inherent in their rete-making functicos, to safeguard the 
pwblic against possible abuses in the prices established for Western's 
sales to ite affiliated telephone operating companies. Because of the 
absence of “arms-length dealing” between Western and the Bell Systen 
telephone companies, the latter companies, when called upon to do so, 
have the burden of demonstrating thet taoeir payments to Western are 
reasomable. To the extent that such paynents are determined to be ax- 
cessive, the regulatory agency in fixirg reasonable telephome rates, 
may make appropriate cisallowances in tue amounts claimed by the tele- 
Phone companies es allowable iuvestea:t and expenses. 
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In addition to the powers icherent in the rete-fixing process 
to safeguard against abuse in the prices charged by Western to affili- 
ated campenies, regulatory ageocies also bave varying types of statutory 
powers designed to provide additional safeguards. For exemple, certain 
state commissions have authority to pass woo the propriety of contracts 
entered into by telephone companies with affiliated mamifaecturing and 
servicing companies ané to disapprove acy such contracts, the terms 
and conditions of which are found to ‘« in conflict with the public 
interest. This comsissicn is expowered to require Western, in its cagec- 
ity as en affiliate of telephone companies subject to our jurisdiction, 
te file prescribed reports with respe-t to its operations and to furn- 
ieh full ead complete information wit respect to any matters affecting 
the performance of the Cammission's reguletory respemsibilities. Also, 
under our authority over the account!:s performed by telephome companies 
subject to our jurisdiction, the Cagzission may take appropriate meas- 
ures to require a Bell System telepicne cumpany to eliminate fram its 
accounts any emounts recorded therein shich represent excessive pay- 
ments by the campany to Western. 


In view of the foregoing, it would appeer that adequate 
powers reside in the regulatory authcrities to deal with the matter of 
Western's prices and profits, insofar as they may affect the invest- 
ment and expenses of affiliated operating telephome companies. This 
Commission, in cooperation wito the Metional Associatian of Railroad 
and Utilities Commissioners, joistly suidertook, in 1347, a preliminary 
study of Western's profits end acometing procedures in order to pro- 
vide helpful information to state ani Federal regalatory agencies in 
judging the reasomableness of Wester:'s prices and to determine the 
need for a more comprebensive investizatior of Western's costs, ac- 
counting procedures and prices. Tiis study, which was the subject of 
an extensive report in 1945, reviewed selectei phases of Western's 
operations. Supplemental summary reports oo Western's opereting re- 
sults bave been prepared anmually since that time. We believe that 
these studies have been instrumental, st least in’ part, in bringing 
about substaatieal reductions by Western in its prices charged to the 
telephone companies of the Bell Syste. 


In the event that Western were divested by AMAT, the reason- 
ebleness of the payments made by the Bell System telephone companies 
for equipment and services would, ic largs measure, be removed as an 
ieswe in the rete-making process. In other words, to the extent that 
euch equipment and services would be ovtained frum « canpetitive 
market and negotiated for entirely et “arm's length", there would be 
no issue as to the propriety of inter-campany profits included in the 
prices paid therefor. Such payments would not be denied the presump- 
ticn of reasomableness as they are un(er existing arrangements. Of 
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course, the prices paid for equipment and services obtained by the wtil- 
ity in en open market would continu to be subject to scrutiny by rete- 
making bodies principally from the standpoint of the necessity for, 
end prudence of, the expentitures. The prices would not and could aot, 
wunder existing statutory scheme of reguiatian, be subject to regulatory 
ecrutiny from the stamipcint of the reasonableness of the profits of 
the independent suppliers of such equipment and services. This is act 
to say, however, that the regulatory agencies may not test the reaecn- 
ebdleness of prices paid to indepen‘ent suppliers where there is evi- 
Gence that those prices have been estabdliaed through collusion or 
other questicmable arrangenccts. 

We are of the opinion tist the powers encampassed within the 
existing Federal and state reguiat cy fresework cen provide substaztial 
safeguards against poesible abuses in fixing the prices of Westers for 


@quipment and services supplied to the telephone companies in the Bell 
Bystem . 


BY DIRSCTION OF THE COpBCIeSICH 


George C. MoComnenghey 


George C. McConaughey 
Coairman 


abd/p10c 
Agprovea in Ocmmission Meeting 11-30-55 
Item Bo. 3 CC Agenda 

/s/ sKig 


ec Mr. Foote 


signed by above 
mailed by 
mec 1 1955 


Mail & Files 
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Mr. Mauerz. Let me ask you this: Did the deletion by the Com- 
mission of the first and third statement from the draft, the deletions 
I have quoted, result in 

Mr. Mitier. Did you say “first and third deletions” ? 

Mr. Marerz. The deletions on page 2 and deletions in the last 
paragraph. 

Did the first and the third deletions made by the Commission at its 
November 30, 1955, meeting, result in Chairman McConnaughey, on 
behalf of the Commission, sending a letter to the Attorney General, 
which, in your judgment, was a misrepresentation of the actual 
situation ¢ 

Mr. Srrasspure. In my judgment, it would have been—the Com- 
mission would have been—better advised to have pointed out to the 
Attorney General, and this is particularly true with the first change 
in the letter, that while we have all these powers, there are certainly 
these limitations which we think we ought to at least caution you 
about. 

Mr. Mitter. Limitations of men and money ‘ 

Mr. Srrasspurc. Men and money, that’s right. 

Mr. Mixer. No general ever h: if an army big enough to suit him; 
we all know that. 

Mr. Strrassspure. That’s right. 

My personal feeling, it was the staff's feeling at the time, the 
Bureau's feeling, that in view of the overall context of the letter, in 
in view of the matter that seemed to be involved, that we ought to 
include an observation of this kind as a sort of a necessary ingredient 
in a matter of this sort. 

Now, obviously, for the reasons we discussed earlier, the Commis- 
sion felt that there is nothing in this, in connection with our staffing, 
which you might say is pec uliar or endemic to the Western Electric 
problem; that as and when we needed the money, we will do our best 
to get it. As and when we need the staff, we will get them from other 
places in the Commission if the job has to be done. 

I am only surmising as to what the Commission’s mental processes 
were. I cannot speak for the Commission; I cannot substitute my 
reasons, or my speculation, for what the Commission had in mind, 
Mr. Maletz. But I felt that the Commission would have been better 
advised—and when I admit that I did use that term “misrepresenta- 
tion,” but had attempted on several occasions, as you well know, 
Mr. Maletz, to put it in its proper context, that it wasn’t meant to have 
the meaning that the Commission had any intent to deceive or mislead. 

There was no deliberation on the part of the Commission in that 
respect, but I felt that the effect of de leting these considerations or 
this particular consideration, I thought, left something out that ought 
to be there for the Attorney General to have before him. 

Mr. Hovrzman. On that point, in other words, you felt an obliga 
tion to alert the Attorney General with respect to that first paragraph 
which was deleted. Isn’t that so? 

Mr. Srrasspurc. You mean that first sentence in that full para- 
oraph / 

Mr. Hoitrzman. First sentence. 
Mr. Srrasspure. | felt it was appropriate to do so; yes, sir. 
Mr. Horrzman. This was deleted by the Commissioners. 
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Is that correct ? 

Mr. Strassspurc. This was deleted by the Commission. 

Mr. Maerz. Again I would like to revert to this December 16, 
i957, meeting and. read from our memorandum of interview, which 
I believe I I disc ussed with you the other day, and ask you whether this 
is a correct statement of your position as of December 16, 1957, and I 
quote from our memorandum of interview : 

Upon questioning, Mr. Strassburg stated that in his judgment the deletion 
by the Commission of the first and third statements from his draft resulted in 
the Commission sending a letter to the Attorney General which was a ‘misrep- 
resentation” of the actual situation. He added that the Commission's letter, 


because of the deletions, failed not only to present a balanced picture but did 
not set forth the full story. 


Further: 

Mr. Strassburg commented that it was embarrassing for him to have to point 
out these things and stated he was particularly concerned about his using the 
term “misrepresentation.” However, he reiterated that the term “misrepre- 
sentation” was his. He made no effort to modify the term in any way as his 
characterization of the Commission’s action. Furthermore, he indicated to us 
that he was seriously concerned by the action taken by the Commmission in 
altering the draft. He reiterated, under questioning, that the changes had the 
effect of presenting a one-sided view of the divorcement issue to the Attorney 
General 

Was that in substance what you told Mr. Appel and me on Decem- 
ber 16, 1957. 

Mr. Srrasspurc. Well, it is hard for me to subscribe, Mr. Maletz, 
to all of the adjectives and characterizations that you have included 
in your memorandum of conference. 

I admit that I did express concern to you. I thought the Commis- 
sion’s action—I told you, and I still feel—that there was a certain 
lack of objectivity in the Commisison’s reply and I haven’t changed my 
views at all. 

I mean, if we are going to—I don’t think we ought to yet into a 
battle of semantics as to exactly what I meant, especially when you 
are talking about a memorandum that was made after the fact. You 
recall that you sort of caught me flatfooted that day. That was the 
first meeting we had. I had no inkling as to what you were going to 
inquire into, and, as I have explained to you since and on several 
occasions that the asic ‘misrepresentation” certainly has to be very 
carefully qualified, because you knew at the time how I was using it, 
and I believe you know today what my views are on that subject. 

Mr. Hoitrzman. Do you now feel that the draft as revised by the 
Commissioners presented a one-sided picture with respect to divorce- 
ment ¢ 

Mr. Srrasspurc. Only insofar as—when you say “one sided,” Mr. 
Congressman, it is only with respect to the failure of the letter to 
disclose some of the practical problems inherent in dealing with this 
problem of Western Electric; that’s all. 

Mr. Horrzman. All of the problems were important; isn’t that so? 

Mr. Srrasspurc. Yes. 

Mr. Hourzman. If some of the problems were omitted, then it would 
be a one-sided picture with respect to divorcement; would it not? 

Mr. Srrasspurc. I don’t think it would accurately portray or give 

balanced picture; that’s what I think I indicated to Mr. Maletz. 


26086 O—58—pt. 2, vol. 3 . 
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Mr. Ropino. Do you feel as strongly now as you did then about th 
change in the text of the statement ? 

Mr. Srrasspurc. Well. my convictions are unchanged, Mr. Congress 
man. I don’t know that Mr. Maletz’ memorandum necessarily reveals 
the degree of feeling in the matter on my part; I think I am willing 
to say very frankly that I believe that the Attorne y General should 
have been advised that there are these practical limitations because 
this was an important matter, I assume, to the Attorney General. 

He should have been advised that we were not in a position to ex 
press any opinion one way or the other 

Mr. Horitzman. This was important to your Commission / 

Mr. Roptno. Would you, then, today, change your verbiage you used 
when yon discussed the matter with "Mr. Maletz and Mr. Appel and 
say that it wasn’t “misrepresentation” 4 

Mr. Srrasspure. I wouldn't have used the word. I think it was a 
poor term, to use “misrepresentation.” Mr. Maletz has latched onto 
it, and I have been unable to shake him loose of it on several occasions 
that we have talked about this, because I think he is using “misrepre 
sentation” to connote something different from what I had in mind 

Mr. Hottzman. Would you yield, then? 

You said this was an important matter to the Attorney General ; 
that is why you were concerned about it. It was important so far 
as the Federal Communications Commission was concerned, too, was 
itnot’ Youhadan obligation in this instance, did you not / 

Mr. Srrasspurc. We had an obligation to advise the Attorney Gen 
eral as best we could on what we knew and on the basis of what facts 
we had: yes, sir. 

Mr. Horrzman. You felt then, as you do now, that the deletion 
represented something less than fulfilling your obligation; isn’t that 
so ¢ 

Mr. Srrasspure. That is a personal view, sir. 

Mr. Hotrzman. We are talking about your personal view 

Mr. SrrasspurG. Excuse me, Mr. Chairman. These are matters of 
judgment. I don’t think that you can impute ill motives in a matter 
of this sori. I think that this is an area where, I think, reasonable 
men, in view of what I have stated before as to practical problems of 
life, in Government, that reasonable men can have different views on. 
My view is one thing; the Bureau's view is one thing: the Commis 
sion’s view isanotherthing. All our 

Mr. aoa rzMAN. All I asked you was about your view; that’s all 

The Cramman. With the characterization that you have just de 
scribed, did you, however, In your conversation with Messrs. Appel 
and Maletz on December 16, 1957, actually use the word “misrepre 
sentation” ? 

Mr. STrRAssBURG. I used the word “misrepresentation or “misrepre 
sent”: yes,sir. I can’t deny that. 

The Cuarrman. | appreciate the position that — are in. Nobody 
wants to make it hard or difficult for you. You are still with the Con 
mission. I understand the pe rtarbation that eee you to say this 
now, and I don’t blame you, but the word “misrepresentat ion” was 
used, or something li tape at @ 

Mr. Srrasspura. Yes, sir: it was 
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The Cuairman. Also, was the phrase used that there was presented 
a “one-sided view” of the divorcement issue to the Attorney General ? 

Mr. Srrasspurc. I cannot state at this time that 1 used—I cannot 
deny that I mary have used the term. I don’t remember. 

The Cuairman. Would you say 

Mr. SrrasspurG. “Misrepresentation” | remembered, because I felt, 
at the time that I used it, it was an ill-chosen word. 

The Cuamrman. Was. the import of your conversation with these 
gentlemen that was there presented a one-sided view of the divorce 
ment issue / 

Mr. SrrasspurG. The import, that would be correct; yes, sir. 

The CuairmMan. Mr. Keating. 

Mr. Keatrinc. Have you since then—do I understand—told counsel 
On several occasions that it Was an ill chosen word / 

Mr. SrrasspurGc. Yes: on several occasions, sir. 

Mr. Keating. Do we have any memo in our files indicating that ? 

Mr. Maerz. At this very point 

Mr. Krarinc. Have you been subjected, as the chairman said, to 
any perturbation or threats or intimidation because you had given 
this 

The CuatrMan. Don’t answer that, please. There is no implica- 
tion 

Mr. Keating. The chairman used the word “perturbation.” 

The CnairMan. oe inside the gentleman’s own mind; that’s 
all, 

Mr. Kearinc. Are you afraid of anything / 

Mr. Srrasspurc. No, sir: nothing whatsoever. 

Mr. Krarinc. You don’t have any perturbation in your mind, do 
vou 4 

Mr. SrrasspurG. | am not complacent, 

The Cuairman. That’s right. That means you are perturbed. | 
would be. too. 

Mr. Srrasspurc. I recognize the seriousness of some of these mat- 
ters that we are discussing—I mean the implications of some of 
them. I think we have got to be carefully understood and clearly 
understood 

Mr. Keatinc. That is why you are pointing out so carefully that 
this, perhaps, was in ill-chosen word ? 

Mr. Srrasssurc. As I have pointed out on several occasions to Mr. 
Maletz, as Mr. Maletz, I think, will agree. 

Mr. Maerz. Yes. 

Mr. Keatinc. Mr. Cowgill was your superior at that time / 

Mr. Srrasspurc. He was, sir. 

Mr. Keatine. And he prepared this previous letter, which was re 
jected by the Commission, didn’t he? 

Mr. Srrasssure. Yes. 

Mr. Keatine. Did that letter have any of this material in it that 
we have been discussing * re / 

Mr. Srrasssura. No, sir. 

Mr. Keatine. That J all 

Mr. Marerz. Mr. Chairman. Mr. Strassburg, is it a fact that, on 
December 30, 1957, Mr. Harkins and I visited with you ? 

Mr. as RG. Yes. 
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Mr. Maerz. At the meeting of December 30, was reference again 
made to your use of the term “misrepresentation” ? 

Mr. Srrasspurc. Yes. 

Mr. Maerz. Did you then state that you used the word “misrep- 
resentation” without implying that there was any intent on the part 
of any Commissioner to deceive / 

Mr. Srrasssurc. That’s right, sir; I am sure I said that to you. 

Mr. Mattez. And, on December 30, did you tell Mr. Harkins and 
me that, in your judgment, this letter as altered by the Commission, 
presented to the Attorney General an unfair pic ture? 

Mr. Srrasssurc. Did I say—I don’t recall that I said “unfair.” 1 
might have said “unfair”; it’s possible. I know I have used the 
description that it didn’t have complete balance to it. I have used 
the term “balance.” I didn’t portray—it didn’t portray what I con- 
sidered to be all of the relevant or material considerations that the 
Attorney General ought to be advised of or have before him. I am 
willing to give you facts. I think it is unfortunate that we are get- 
ting into an argument on semantics. I mean, I will express opinions, 
if you ask for it. 

The CuarrMan. We don’t intend any argument here. We are just 
trying to get the facts; that’s all. You are giving us the facts in 
utmost sincerity, and I believe you. 

Mr. Marerz. At this meeting of December 30, did you also state to 
Mr. Harkins and myself that, in your rongeeal, the first and third 
deletions made by the Commission resulted in altering the context of 
the letter ? 

Mr. Srrasspurc. I believe I said that. 

Mr. Hourzman. Do you feel that way today ? 

Mr. Strrasspvrc. I believe I do, sir. 

Mr. Maerz. Mr. Chairman. You recall, Mr. Strassburg, that I 
had a meeting with you, I believe it was last Friday. Do you recall 
that? 

Mr. Strasspure. Yes, sir. 

Mr. Matetz. Do you recall that I showed you our memorandum of 
interview ? 

Mr. StrasspurG. Yes, sir. 

Mr. Maverz. And do you recall that you went over it 

Mr. Srrasspure. Yes, sir. I read its I read it very hastily and I 
picked up several things that I took issue with. It was 214- or 3-page 
memorandum, Mr. Maletz. I regretted having read it afterward 
simply because I knew this very thing would come up and you would 
say, didn’t you read this and didn’t we sav this in the memorandum 
did you raise any question about it? I think it was a mistake in judg 
ment on my part to read it. I showed you the memorandum that 
wrote basically on that same conference. You had no comment at all. 

Mr. Mitter. Do we have that memorandum? Could we introduce 
that ? 

The CuairMan. Put that in the record. 

Mr. Maerz. Mr. Chairman, may I offer for the record a memo- 
randum prepared by Mr. Appel and myself dated December 17, 1957. 
subject, “Memorandum for File: File Search of FCC; Interview With 
sernard Strassburg, Acting Chief, Telephone Division.” 
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Mr. Keating. This is the memo which you as counsel made at the 
time ? 

Mr. Maerz. Yes. 

Mr. Keatrne. You are offering that for the record? I am not going 
to object. I am asking for the memo of the conversation which Mr. 
Strassburg prepared and showed you. 

Mr. Marerz. Mr. Chairman, may I state that at the meeting this 
last Friday I had with Mr. Strassburg, Mr. Strassburg was shown 
this memorandum for the file which Mr. Appel and I prepared. 

Also, at this meeting last Friday, Mr. Strassburg showed me a 
memorandum which he had prepared of the same meeting of Decem- 
ber 16,1957. 

Mr. Minter. That is what we are talking about. 

Mr. Maerz. So I suggest both memoranda be included in the 
record. 

The CHatrMan. Both are accepted. 

(The memoranda referred to are as follows :) 


[Memorandum for file] 
DECEMBER 17, 1957. 
From: Messrs. Maletz and Appel. 
Subject: File search of FCC: Interview with Bernard Strassburg (Acting Chief, 
Telephone Division ). 

Pursuant to the subcommittee’s request, Charles Smoot, Assistant General 
Counsel of the FCC, made available to us on December 16, 1957, various files 
of the Commission relating to the A. T. & T. consent decree which were ex- 
amined from 10 a. m. to 2:30 p. m. : 

From this examination, it was ascertained that on November 9, 1955, Attor- 
ney General Brownell wrote Chairman McConnaughey of the Commission, re- 
questing an expression of the Commission’s views concerning the effect which a 
complete divestiture of Western by the Bell System would have upon the exer- 
cise of their functions by the regulating agencies. 

The files reflected that a draft reply to the Attorney General's letter was 
prepared by H. G. Cowgill, then Chief of Common Carrier Bureau, which was 
placed on the Commission agenda for action at its meeting on November 23, 
1955. 

The files also reflected that a revised draft reply to the Attorney General’s 
letter was prepared by Bernard Strassburg, submitted to members of the Com- 
mission on November 25 and placed on the Commission’s agenda for action at its 
meeting on November 30, 1955. Minutes of this November 30 meeting noted 
that the Commission in the course of this meeting made three deletions in the 
Strassburg draft, which was then approved and, under signature of Chairman 
McConnaughey, sent to the Attorney General on November 30, 1955. Because 
the first and third of these deletions made what seemed to be extremely signi- 
ficant changes in the context of the draft, and because of the obvious signi- 
ficance of the Commission letter in respect to settlement by the Department of 
Justice of the A. T. & T. suit, Mr. Smoot was requested to make an appoint- 
ment for us to interview Mr. Strassburg. In accordance with this request, 
Mr. Smoot set up a meeting at 3 p. m., December 16, 1957, at which time we 
interviewed Mr. Strassburg in room 7405, Commission Building. Persons pres- 
ent were Messrs. Strassburg, Maletz, and Appel. 

At the outset Mr. Strassburg stated that he is a lawyer and has been with the 
Commission for the past 15 years. Currently he is Acting Chief of the Tele- 
phone Division in the Common Carrier Bureau; in November 1955 he was Chief 
of the Rates Branch of the Telephone Division. 

Mr. Strassburg said he attended the two meetings when the Commission 
considered the Cowgill and Strassburg drafts. He recalled that at the first 
meeting the Commission was of the view that the Cowgill draft was too perfunc- 
tory, that it made too short shrift of the Attorney General's inquiry, and that 
there should be further amplification of the Commission’s views in replying to 
the Attorney General. He added that he was assigned the job of preparing a 
fuller response on behalf of the Commission, but that no instructions of any 
kind were given him as to what type of reply to prepare. 
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Continuing, Mr. Strassburg said that because of the importance of the matter 
which had been set down for special handling by the Commission, he worked 
ona draft at home that night and the next day in his office. He said he then 
cleared this draft with his superiors, Mr. Nordberg and Mr. Cowgill, the latter 
being then Chief of the Common Carrier Bureau 

At the Commission meeting on November 30, he said that the Commission de 
voted some time to a consideration of his draft reply to the Attorney General 
He was then asked as to what took place at the Commission meeting that led to 
the deletion of the following language on page 2 of his draft reply (deleted 
language in black brackets) : 

“In view of the foregoing, it would appear that adequate powers reside in the 
regulatory authorities to deal with the matter of Western’s prices and profits 
insofar as they may affect the investment and expenses of affiliated operating 
telephone companies. [It must be recognized, however, that the degree of effec 
tive application of these powers is largely dependent upon the resources of the 
respective regulatory agencies to examine and evaluate all of the matters neces 
sary to an informed determination of the reasonableness of Western’s prices and 
profits. In this connection,] This * * *” 

Replying, Mr. Strassburg stated that this statement was stricken from his 
draft at the insistence of Commissioners Doerfer and Mack. Asked as to what 
objection they had evidenced to this statement, Mr. Strassburg replied that they 
expressed the view that this statement should not be aired in a letter of this 
kind but should, instead, be addressed to an authority such as the Bureau of 
the Budget In short, according to Mr. Strassburg, Commissioners Doerfer and 
Mack objected to the statement on the avowed basis that it concerned budgetary 
matters 

The second change made by the Commission was to delete from page 2 of the 
Strassburg draft the following: 

“* * * Tn other words, to the extent that such equipment and services would 
be obtained from a competitive market and negotiated at ‘arm’s length’, there 
would be no issue as to the propriety of the intercompany profits included in the 
prices paid therefor. * * *” 

Mr. Strassburg said that this deletion had no substantive significance; that 
it was only a change in language. 

The third change made at the Commission meeting was deletion of the fol 
lowing portion of the last paragraph of the Strassburg draft (deleted language 
in black brackets) : 

“[On the other hand, we desire to emphasize that we are not in a position 
to express an informed judgment on the question of whether equipment and serv 
ices used by the Bell System could be obtained in a competitive market, such as 
contemplated by the pending antitrust complaint, at prices which are as low 
or lower than they are now provided under the existing arrangements Nor are 
we prepared to state, on the basis of the information available to us, that West 
ern’s prices and profits have been unreasonably high or that its operations 
within the Bell System have not been conducted on an efficient and economical 
basis. If it should appear from the facts in your possession that the current 
relationship between Western and the Bell System is not otherwise in conflict 
with the public interest,] We are of the opinion that [properly and vigilantls 
administered,] the powers encompassed within the existing regulatory frame 
work can provide substantial safeguards against possible abuses in fixing the 
prices of Western for equipment and services supplied to the telephone com 
panies in the Bell System.” 

Mr. Strassburg said that his present recollection is that objections to last 
paragraph of his draft were voiced principally by Commissioners Doerfer, Mack, 
and McConnaughey. However, he said he had no present recollections as to the 
reasons these Commissioners voiced to this paragraph. Mr. Strassburg was 
then reminded that he had a clear recollection of the basis for the objections 
of Commissioners Doerfer and Mack to the first statement that was stricken 
from the draft and was asked why he had no recollection with respect to the 
deletion of the third statement. He could ascribe no reason for not recalling 
the discussion that occurred with respect to the deletion of the third statement 
He was then asked to think about the matter for a few days to refresh his recol 
lection. He said that he would do so and would discuss the matter with others 
present at that meeting for this purpose. We indicated we would be in touch 
with him again in the near future 
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Upon questioning, Mr. Strassburg stated that, in his judgment, the deletion by 
the Commission of the first and third statements from his draft resulted in the 
Commission sending a letter to the Attorney General which was a “misrepresenta- 
tion” of the actual situation. He added that the Commission’s letter, because of 
the deletions, failed not only to present a balanced picture but did not set forth 
the full story 

Mr. Strassburg commented that it was embarrassing for him to have to point out 
these things, and stated he was particularly concerned about his using the term 
‘misrepresentation.”” However, he reiterated that the term “misrepresentation” 
was his. He made no effort to modify the term in any way as his characteriza- 
tion of the Commission’s action. Furthermore, he indicated to us that he was 
seriously concerned by the action taken by the Commission in altering the draft. 
He reiterated, under questioning, that the changes had the effect of presenting 
a one-sided view of the divorcement issue to the Attorney General. 

The discussion then was directed to a more detailed consideration of the Com- 
mission’s regulatory activities in determining the reasonableness of Western's 
prices to the Bell companies. Mr. Strassburg said he was not satisfied with what 
the Commission had accomplished in this area, but stressed that the Commission 
has done the best it could with the limited manpower available to it. In this 
connection, he indicated that the Commission has not, nor can it undertake an 
independent audit of Western’s costs and prices to determine whether its prices 
to the Bell companies are reasonable or unreasonable. This is because the Com- 
mission has only five people in its New York regional office assigned to these 
regulatory matters. Nor does Mr. Strassburg believe that the State regulatory 
commissions have the resources to make audits of Western’s costs and prices for 
the purpose of ascertaining the reasonableness or unreasonableness of Western's 
price to the Bell companies. However, he felt that 1 or 2 commissions, particu- 
larly the California commission, had endeavored to make some independent 
appraisal of Western’s prices 

Reverting to the FCC, Mr. Strassburg said that, because of lack of personnel, 
the Commission had to use a less satisfactory method; namely, to determine 
whether Western's profits are out of line with profits of other manufacturing in- 
dustries. When it was brought out that Western dealt in a closed market and, 
thus, did not have risks similar to other manufacturing enterprises, he said that 
he agreed. His comment was that, while he was not satisfied with this method, 
it was about the only thing the Commission could do 

Finally, he said that the States and the FCC, working together through a 
NARUC committee, had made a partial study of Western’s cost-accounting 
methods, published beginning in 1948, which is helpful. He readily agreed, 
though, that they fell far short of the type of independent determination of the 
reasonableness of Western’s prices that could and should be made by regulatory 
coluimissions, provided that they had sufficient funds and personnel. 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D. C., December 17, 1957. 
Memorandum to: The General Counsel. 
From: Bernard Strassburg. 

On the afternoon of December 16, 1957, I was asked by Mr. Smoot to come 
to room 7405 in order to answer certain questions from Mr. Maletz, of the House 
Judiciary Committee. I appeared at the appointed time and place, and was 
introduced to Mr. Maletz and a Mr. Appel by Mr. Smoot. I had previously met 
Mr. Maletz in your office. Mr. Smoot, following the introduction, departed. 
Mr. Maletz had before him a file containing the Commission’s correspondence 
with the Attorney General concerning the Western Electric antitrust suit. In 
particular, his questions were directed to the Commission’s letter of Novem 
ber 30, 1955, in response to the Attorney General’s letter of November 8, 1955. 

Prior to discussing the letter to the Attorney General, Maletz inquired as 
to the ability of the State commissions and the FCC to do an effective job of 
policing Western’s prices and profits, and whether any commission is in a 
position to audit Western’s accounting. I told Maletz that I did not believe 
that most commissions, including this Commission, were adequately equipped 
to make a detailed audit of Western's operations, considering the magnitude 
of those operations. I pointed out that, by acting in concert, the commissions do 
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review Western’s operations periodically, although no audit of the type Maletz 
had in mind has been made. I cited the 1948 joint study of the NARUC and 
FCC, which did go into some phases of Western’s accounting. I also noted that 
Western Electric’s prices had been given various degrees of attention by regu- 
latory bodies in every State rate case, and, apparently, commissions are gener- 
ally satisfied that there is no cause for concern that Western is guilty of any 
abuses or excesses in its pricing policies. I told him that if we had an inter- 
state rate case it would be appropriate for this Commission to go into the 
question of Western’s prices and profits. I also cited the fact that we do receive 
monthly reports on Western’s operations and on several occasions have been 
instrumental in bringing about price reductions where it appeared that West- 
ern’s profits were getting out of line. Maletz inquired as to whether, in recent 
years, any comparisons have been made between Western’s prices and those of 
other manufacturers. I told him that this has been done in a number of State 
rate cases. I stated that most commissions appear to be satisfied that Western’s 
prices are reasonable and that its profits are proper for a manufacturing enter- 
prise—a judgment which is within the discretion of the regulatory bodies to 
reach. 

Mr. Maletz inquired as to the sequence of the Commission meetings which 
culminated in the final letter to the Attorney General; why it was treated as 
a matter requiring expedition: who prepared the drafts; and who participated 
in Commission discussion with respect to the various drafts. I advised him 
that I drafted the document which formed the basis of the letter for the one 
finally adopted by the Commission, and that the earlier draft prepared by 
Mr. Cowgill was regarded as too brief a treatment. Inasmuch as Mr. Maletz 
had before him copies of the earlier drafts sent up to the Commission by the 
staff, his inquiries were directed principally to the reasons for the deletions and 
changes which were made in those drafts. I tried to make it clear to Mr. Maletz 
that, properly, the Commissioners are the ones who can state their reasons and 
motivations for particular changes. He was not content with that kind of 
answer. Instead, he asked me to recall, specifically, the nature of the discus- 
sion which took place at the Commission meeting and the participants in the 
discussion. I told him Cowgill and I both participated and, possibly, the Gen- 
eral Counsel. I stated that the full Commission acted on and participated in 
the discussion of the letter, although Commissioners Doerfer and Mack may have 
taken a more active part in the discussions, since they had regulatory back- 
ground as State commissioners and therefore, would be more familiar than their 
fellow Commissioners with the regulatory problem insofar as Western Electric 
was concerned. However, I stated that I was not in position at this date to 
portray accurately or reliably who said what and the specific reasons that may 
have been attributed for what was said, and that I could not attempt to quote 
what was said by any one Commissioner or represent his viewpoint. At best, 
I told him that I could merely recall the sense of the discussion as to why 
certain changes should be made in the staff’s draft. For example, with respect 
to the deletion of the second sentence of the fourth paragraph of the letter, 
concerning the extent to which effective regulation is dependent upon the 
resources of the respective regulatory agencies, I advised Mr. Maletz that 
it is my best recollection of the sense of the discussion that the Commission 
felt that this consideration was not material to the matters to which the 
Attorney General’s letter was addressed, and that it dealt with problems that 
should appropriately be directed to the Budget Bureau and to Appropriations 
Committees of Congress. Mr. Maletz asked me for my personal opinion of the 
deletion, and I told him that I felt that we would be giving a more objective 
response if such a consideration were presented to the Attorney General, but 
that, obviously, the Commission did not agree. Regarding the last paragraph 
which was deleted by the Commission, with the exception of the last sentence 
thereof, I advised Mr. Maletz that I could not shed any light on the reasons 
for that deletion. Ask for my personal opinion of that deletion, I stated that 
I was of the opinion that the paragraph as originally drafted by the staff would 
have been more responsive to the Attorney General’s letter. Mr. Maletz re- 
quested me to see if I could refresh my recollection on this latter change, since 
he regarded it asa very material change. 

BERNARD STRASSBURG. 


Have you got the memorandum / 
Mr. Srrasspure. I do have a copy of it. 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3463 


Mr. Hotrzman. Mr. Strassburg, when you were shown this mem- 
orandum prepared by Mr. Maletz and his colleague, you knew at that 
time that you were going to be called upon to testify, did you not? 

Mr. Srrasspure. | did, sir; yes. 

Mr. Hourzman. Did you read it carefully ? 

Mr. Srrasspurc. I read it; yes sir. I can’t say I read it with a great 
deal of study and concern, simply because we have been discussing 
many things. I was a pretty tired man at that point. I wasn’t sitting 
down to edit his memorandum or take issue with adjectives and things 
of that nature. 

Mr. Hoitzman. But you did take issue with some of the things in 
his memorandum, didn’t you ¢ 

Mr. Srrasspure. Yes. 

Mr. Hourzman. So you testified ? 

Mr. Srrasspura. I commented again on that word “misrepresenta- 
tion.” I commented on the use of the word “insistence” in connection 
with the Commissioners, Commissioners Doerfer and Mack. 

Mr. Roprno. Do you feel that there is any difference between the 
memorandum that you prepared and the memorandum prepared by 
counsel for this committee ? 

Mr. Srrasspura. There are differences, I am sure. 

Mr. Roptno. Is there a substantial difference ? 

Mr. Srrasspura. I would like to read the document again, sir; I 
very honestly do not have in mind now, clearly, all of the material, 
all of the sté ee which I read in that memorandum. I read it 
very hastily, si 

Mr. rastian. Mr. Chairman, may I ask a question? Mr. Strass- 
burg, your memorandum certainly doesn’t contain anything about a 
misreprese ntation, does it? 

Mr. Srrassspurc. No, but I don’t deny that I used the term at the 
time, even though, as I say, it was an ill-chosen term, merely because 
it was subject to so ms Any misconstructions. 

Mr. Roprno. Mr. Strassburg, did counsel for this committee have 
an opportunity to go over your memorandum with you and then 
agree that that, in substance, was an account of your meeting? 

Mr. Strrasssura. Mr. Maletz made no comment. 

Mr. Roprno. You had an opportunity to go over the memorandum 
prepared by Mr. Maletz? 

Mr. Srrasssurc. We just made a quick exchange, sir; that’s all. It 
was a very casual, quick exchange. 

The CHarrman. Mr. Strassburg, in your conferences, all your con- 
ferences with counsel, Mr. Maletz, Mr. Harkins, and others, counsel 
of this committee, the conferences were always cordial, were they 
not? 

Mr. Srrasspura. Cordial; yes sir. 

The CHairman. Friendly? No attempt to browbeat or coerce, in 
any sense of the word ? 

Mr. SrrasspurG. No attempt to browbeat. Mr. Maletz is a very 
good interrogator. I am not a very experienced witness, I must say, 
and, being a lawyer, I am probably a very poor witness. 

Mr. Miter. Always a possibility. 

Mr. Srrasssure. It always has been cordial. I have a high degree 
of respect for Mr. Maletz. 
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Mr. Mitxier. Cordial to the degree of possible entrapment ‘ 

Mr. Roprno. The term “misrepresentation” is not in your document. 
ene mor andum prepared by Mr. Maletz—— 

The CHarrMaANn. You don’t feel there was any attempt to entrap, 
Cot I wanted to get that clear. 

Mr. Srrasspure. I would say no, I don’t think so. 

Mr. Keratine. Mr. Chairman, we have heard the memorandum of 
counsel. Now I suggest we have read into the record the memo- 
randum of the witness. 

Mr. Maerz. Mr. Chairman, may I ask one further question before 
reading this memorandum. 

I direct your attention, Mr. Strassburg, to our meeting on this past 
Friday. Do you have a recollection of commenting, after having 
read the memorandum which Mr. Appel and I prepared. that, in your 
judgment, it was substantially correct with this exception: That with 
respect to the next to the last paragraph on page 2, which read and 
I quote 

Replying, Mr. Strassburg stated that this statement was stricken from his 
draft at the insistence of Commissioners Doerfer and Mack 
You stated a it was your recollection you told us the first dele 
tion was made because of objections made by various members of the 
Commission and that Commissioners Doerfer and Mack were the ones 
principally to voice the objections rather than that the deletion was 
made at the insistence of Doerfer and Mack. 

Mr. Srrasspurc. Commissioners Doerfer and Mack were the ones 
who, I would say, addressed themselves to that phase of the letter 
perhaps a little more articulately than the others, that’s all. 

The CHatrmMan. Your memorandum that you prepared, dated De 
cember 17, which is now to be read into the record, is addressed to the 
Greneral Counsel, is that correct ? 

Mr. SrrasspurG. That is correct. 

The Cuarrman. Of the Federal Communications Commission / 

Mr. Srrasspure. Yes,sir: Mr. Warren Baker. 

Mr. Hourzman. Could we have an err to that last question: 
With that exce ption, was it your statement last Frid: ay that the memo 
randum substantially re * ected the events that took pl: ace? 

Mr. Srrasspurc. Mr. Congressman, I don’t want to say, on the basis 
of that very quick re ea: hat I gave to it. the fact that I didn't really 
study it with any great re action on What took place on December 16, 
that it is substantially correct or substantially incorrect in any respect. 
I would much prefer to reread the memorandum at my le 7 under 
calmer circumstances, and make any comments, if I may, by way of 
a written document, if the committee feels that that is desirable. 

Mr. Hourzman. The question is, though, Mr. Strassburg, whethe1 
last Friday you told Mr. Maletz and his colleague that his version of 
what took place was substantially correct with the one exception that 
was read. Did you tell that to Mr. Maletz and his colleague last 
Friday c 

Mr. Srrasspura. I don’t recall that I made any comment. Perhaps 
I indicated to Mr. Maletz that, well, this more or less covers the ground 
us we covered it on December 16 discussions. 











CONSENT DECREE PROGRAM——DEPARTMENT OF JUSTICE 3465 


Now, how accurate a portrayal it was of what was said, I was in 
no position at that time to go into that kind of detail or evaluation, 
sir; that’s all. 

Mr. Keating. Mr. Chairman, may I ask a question ? 

The CHAIRMAN. Yes. 

Mr. Keatrine. When did you make your memorandum of the con- 
versation / 

Mr. SrrasspurG. Immediately after the conference. 

Mr. Keating. That would be a better reflection of your panes 
of the conve rsation than any memorandum prepared by somebody else 

The Cuarrman. I want to state that the memorandum of the other 
side is December 17, also. 

Mr. Keatina. Yes, but I call attention to the fact that counsel’s 
memorandum starts out with this significant statement, which is some- 
thing that this witness never said: 

Because the first and third of the deletions made what seemed to be ex- 
tremely significant changes in the context of the letter, and because of the ob 
vious significance of the Commission letter 
and so on—in other words, this is the conclusion of the author of the 
memorandum upon which he based his entire memorandum 

Mr. Hottzman. Would the gentleman yield at that point / 

Mr. Keatine. Yes, sir. 

Mr. Hotraman. Can we ask you now whether the deletion of the 
first and third paragraphs made a significant change in the context of 
the letter ? 

Mr. SrrasssurG. I think that in my judgment the change—in the 
tirst change you referred to—did. The last change made in the dele 
tion of that major portion of that last paragraph also tended to ex 
clude a comment which I thought at the time certainly should have 
been made that we are not informed on some of these matters you are 
asking about, Mr. Attorney General. 

Mr. Hoirzman. So that the question raised by the gentleman from 
New York does not reflect any substantial change in the memorandum 
thus far; is that correct ? 

Mr. Keatine. I don’t know what the gentleman is getting at. | 
didn’t say it did. What I said was that included in the memorandum 
of the counsel was his, counsel’s, conclusion, not anything that he got 
from this witness. 

Mr. Horrzman. That is correct. And I just asked now spe iee 
in the witness’ opinion it did slenific antly chi inge the context of t 
letter, and he said “Yes,” so that we are not quarreling about any 
thing that shows a difference thus far in either of the two memo- 
randums. 

Mr. SrrassspurG. My recollection regarding my feelings about the, 
my present feelings, too, about the deletion of the last paragré aph, 1s 
that in effect aa to respond to something that the Attorney Gen- 


eral had raised, or perhaps should have been responded to; that’s my 
point, 

Mr. Kearine. Let’s read the memorandum. 

Mr. Marerz. Mr. Chairman, may I read the memorandum to the 


General Counsel from Bernard Strassburg, dated December 17, 1957, 
which has already been accepted for the record. 
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On the afternoon of December 16, 1957, I was asked by Mr. Smoot to come 
to room 7405 in order to answer certain questions from Mr. Maletz of the House 
Judiciary Committee. I appeared at the appointed time and place and was in 
troduced to Mr. Maletz and a Mr. Appel by Mr. Smoot. I had previously met 
Mr. Maletz in your office. Mr. Smoot, following the introduction, departed. Mr 
Maletz had before him a file containing the Commission’s correspondence with 
the Attorney General concerning the Western Electric antitrust suit. In par 
ticular, his questions were directed to the Commission’s letter of November 30, 
1955, in response to the Attorney General's letter of November &, 1955. 

Prior to discussing the letter to the Attorney General, Maletz inquired as 
to the ability of the State commissions and the FCC to do an effective job of 
policing Western’s prices and profits and whether any commission is in a posi 
tion to audit Western’s accounting. I told Maletz that I did not believe that 
most commissions, including this Commission, were adequately equipped to 
make a detailed audit of Western’s operations considering the magnitude of 
those operations. I pointed out that by acting in concert, the commissions do 
review Western’s operations periodically although no audit of the type Maletz 
had in mind has been made. I cited the 1948 joint study of the NARUC and 
FCC, which did go into some phases of Western's accounting. I also noted 
that Western Electric’s prices had been given various degrees of attention by 
regulatory bodies in every State rate case, and, apparently, commissions are 
generally satisfied that there is no cause for concern that Western is guilty 
of any abuses or excesses in its pricing policies. I told him that if we had 
an interstate rate case, it would be appropriate for this Commission to go 
into the question of Western's prices and profits. I also cited the fact that we 
do receive monthly reports on Western’s operations and on several occasions 
have been instrumental in bringing about price reductions where it appeared 
that Western’s profits were getting out of line. Maletz inquired as to whether, 
in recent years, any comparisons have been made between Western’s prices 
and those of other manufacturers. I told him that this has been done in a 
number of State rate cases. I stated that most commissions appear to be satis 
fied that Western’s prices are reasonable and that its profits are proper for 
a manufacturing enterprise—a judgment which is within the discretion of the 
regulatory bodies to reach. 

Mr. Maletz inquired as to the sequence of the Commission meetings which 
culminated in the final letter to the Attorney General, why it was treated as a 
matter requiring expedition, who prepared the drafts and who participated in 
Commission discussion with respect to the various drafts. I advised him that 
I drafted the document which formed the basis of the letter for the one finally 
adopted by the Commission, and that the earlier draft prepared by Mr. Cowgill 
was regarded as too brief a treatment. Inasmuch as Mr. Maletz had before 
him copies of the earlier drafts sent up to the Commission by the staff, his 
inquiries were directed principally to the reasons for the deletions and changes 
which were made in those drafts. I tried to make it clear to Mr. Maletz that 
properly the Commissioners are the ones who can state their reasons and moti 
vations for particular changes. He was not content with that kind of answer 
Instead, he asked me to recall specifically the nature of the discussion which 
took place at the Commission meeting and the participants in the discussion 
I told him Cowgill and I both participated and possibly the General Counsel 
I stated that the full Commission acted on and participated in the discussion of 
the letter, although Commissioners Doerfer and Mack may have taken a more 
active part in the discussions since they had regulatory background as State 
commissioners and, therefore, would be more familiar than their fellow com 
missioners with the regulatory problem insofar as Western Electric was con 
cerned. However, I stated that I was not in position at this date to portray 
accurately or reliably who said what and the specific reasons that may have 
been attributed for what was said and that I could not attempt to quote what 
was said by any one commissioner or represent his viewpoint. At best, I told 
him that I could merely recall the sense of the discussion as to why certain 
changes should be made in the staff’s draft For example, with respect to 
the deletion of the second sentence of the fourth paragraph of the letter con 
cerning the extent to which effective regulation is dependent upon the resources 
of the respective regulatory agencies, I advised Mr. Maletz that it is my best 
recollection of the sense of the discussion that the Commission felt that this 
consideration was not material to the matters to which the Attorney General's 
letter was addressed, and that it dealt with problems that should appropriatels 
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be directed to the Budget Bureau and to Appropriation Committees of Congress. 
Mr. Maletz asked me for my personal opinion of the deletion, and I told him 
that I felt that we would be giving a more objective response if such a con- 
sideration were presented to the Attorney General, but that, obviously, the 
Commission did not agree. Regarding the last paragraph which was deleted 
by the Commission, with the exception of the last sentence thereof, I advised 
Mr. Maletz that I could not shed any light on the reasons for that deletion. 
Asked for my personal opinion of that deletion, I stated that I was of the 
opinion that the paragraph as originally drafted by the staff would have been 
more responsive to the Attorney General's letter. Mr. Maletz requested me to 
see if I could refresh my recollection on this latter change, since he regarded 
it as a very material change 
BERNARD STRASSBURG. 

Now, may I ask you this, Mr. Strassburg: 

Do you recall the t testimony before this subcommittee indicating 
that both before and after the Attorney General’s letter to Chairman 
McConnaughey, Mr. Edward Crosland, assistant to the president of 
A. T. & T., privately discussed the company’s position with respect 
to this matter with various members of the FCC ? 

Mr. Srrasspura. I recall having read such testimony; yes, sir. 

Mr. Maerz. Did Mr. Crosland dis uss this matter with you at any 
time / 

Mr. Srrasspure. He never discussed this with me at all. 

Mr. Mauerz. Did any A. T. & T. representative discuss this specific 
matter with you at any time / 

Mr. STR asspuRG. No, si 

The Cuatrman. Is this the same Mr. Crosland who was indicated 
in the previous testimony to be the lobbyist for the telephone com- 
pany ‘ Is that the same person ‘ 

Mr. Srrassaura. I believe that would be the same Mr. Crosland. 

Mr. Maerz. Mr. Chairman, Mr. Strassburg, in light of the testi- 
mony thus far, may I turn to a more detailed consideration of the 
Commission's regulatory activities in respect to interstate telephone 
rates ¢ 

I think you have testified, have you not, that the telephone division 
has the responsibility for regulating all interestate telephone rates 

Is that right ? 

Mr. SrrasspureG. That's right. 

Mr. Maerz. How many employees does the telephone division 
have / 

Mr. Srrasssurc. We have approximately—we have 32 at this time 
in the telephone division. 

Mr. Maerz. Does that include clerical and professional ? 

Mr. SrrasspurG. That includes clerical and professional. It does 
not include other pe srsonnel which work either 100 percent or partly 
on telephone division matters but who are located in our field offices. 

Mr. Marterz. How many people, all told, in the Commission work 
on tele phone regul: itory matte rs/ 

Mr. Srrasspurc. We have 32 people in the telephone division and 
19 who are available for telephone work located in the field. 

Mr. Maerz. Those people i in the field do not work exclusively on 
te lep hone rate recul: ation / 

Mr. Srrasspurc. Some do. I would say most of them do. The 
people in our St. Louis office, the people in our San Francisco office, 
I would say, devote 90 percent of their time to telephone matters. 
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In our New York office, we have 12 people who work practically 
full time on telephone matters. 

Mr. Maerz. I take it that you have a total of 51 people in the 
Commission available for regulation of interstate telephone rates. 

Is that right? 

Mr. Srrasspurc. That is essentially correct. 

Mr. Marerz. What is the annual gross revenue from interstate tele- 
phone service ? 

Mr. Srrasspurc. For the year 1957, the gross revenues involving 
the Bell System, Bell System traffic, interstate traffic, was $1,400 
million. 

Mr. Maerz. Is it correct, Mr. Strassburg, that on September 28, 
1953, the Federal Communications Commission, at a special meeting, 
decided to grant the Bell System, without hearing, a $65 million a 
year rate increase in charges for interstate, long-distance telephone 
service, to become effective October 1, 1953 7 

Mr. Srrasssurc. The Commission, on or about that date, decided 
to permit revised tariffs which had been filed by the Bell System 
companies providing for that amount of additional revenues to go into 
effect without suspension or hearing. 

The CHatrmMan. Without a hearing? 

Mr. SrrasspurG. Without a hearing. 

Mr. Maerz. Was this the first general interstate telephone rate in 
crease in the history of the Commission ? 

Mr. Srrasspurc. Yes, it was, sir. 

Mr. HottzmMan. What was the date of that again ? 

Mr. Maerz. September 28, 1953. 

Mr. Chairman, at this point I would offer for the record an announce 
ment of the action taken by the Commission to become effective. The 
document is entitled “Interstate Long-Distance Telephone Rates To 
Become Effective October 1, 1953.” 

The CuarrMan. Accepted. 
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(The document referred to is as follows:) 
{FCC 53-1263 95637—Public notice } 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D.C., September 30, 19538 


INCREASED INTERSTATE LONG-DISTANCE TELEPHONE RatTEsS To BECOME EFFECTIVE 
OCTOBER 1, 1953 


Increased rates for interstate long-distance telephone service will become ef- 
fective October 1 as provided for in Bell System tariffs filed with the Federal 
Communications Commission on August 28. It was announced by the Com 
mission today that, after careful consideration and investigation, it had de 
cided to take no action to prevent the new rates from becoming effective as 
tiled. 

The revised tariffs provide for increases of 5 cents in the rates for each 1-minute 
overtime period on station-to-station and person-to-person interstate calls in 
volving most distances above 24 miles. They also provide for increases of 5 
and 10 cents in the initial period (3-minute) rates for night and Sunday calls 
involving most distances between 41 miles and 2,300 miles 

The tabulation accompanying this notice is a condensed summary of Bell 
System interstate earnings and investment data the Commission had before it 
in connection with its consideration of the new rates. The Bell System dur- 
ing the year ended June 30, 1953, actually realized a return from operations 
of around 5 percent on its investment devoted to interstate services. Recent 
substantial wage increases will adversely affect the return The new rates 
will produce a return from interstate services in the 6- to 6%%-percent range 

It was the opinion of the Commission that, at existing rates, the interstate 
earnings of the Bell System are deficient and that a requirement for addi- 
tional interstate revenues exists. It was also the Commission’s opinion that 
the level of interstate earnings which will result under the revised tariffs 
was sufficiently within the area of reasonableness as not to present any sub- 
stantial question as to the lawfulness of the new rates. Likewise, the Com 
mission felt that the changes in the rate structure resulting from the rate in 
creases were not objectionable. Accordingly, the Commission determined that 
suspension of the revised rate schedules and a public hearing thereon were 
not required. In this connection, the Commission also considered several com 
munications on behalf of telephone users which requested suspension and 
hearing. 

In reaching its decision to permit the new rates to become effective, the 
Commission, as has been its custom in the past in dealing with telephone rate 
matters, considered the information developed by it in its continuing reviews 
and studies of the Bell System’s operations and earnings and in extended dis- 
cussions with the Bell System regarding the new rates 

It is estimated that the new rates will produce about $65 million annually 
in additional customer billings for interstate long-distance telephone service 
exclusive of Federal excise taxes, an &-percent increase. The Bell System will 
benefit to the extent of about $30 million annually from these increased cus 
tomer billings. The balance will go principally for increased Federal income 
tax payments although independent telephone companies connecting with the 
Bell System companies for long-distance service will receive almost $2 million 
and there will also be increased payments to State authorities in the form of 
income and gross receipts taxes. sell System consolidated earnings applicable 
to capital stock of American Telephone & Telegraph Co. will be increased by 
about 70 cents per share on an annual basis 

Long-distance telephone rates between points within a single State have, for 
many years, been generally higher than the rates for like distances and lengths 
of conversations on calls crossing State lines. The increases in interstate 
rates becoming effective October 1 will lessen these disparities. 
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Bell Telephone System interstate operating earnings (actual, and as adjusted to 
new levels of revenues and expenses) and investment data (actual, and as 
adjusted for new basis of TWX settlements), year ended June 30, 19538 


Dollar amounts in millions 





400K ¢ t of plan $2, 43. ; $2, 444 
Depreciation and a rt 811.4 814 
Net book cost of plant 1. 621.9 63 
Other items of investment 
Plant under constructior "4 x 
Cash working capita 118.4 8.4 
Material and supplies 23.3 23 
ther 3 ) 
t 1, 863.3 1, 871 
Operating revenues S83. 2 RM 
Oct. 1, 1953, rate increases , 4 
July 1, 1953, TWX rate increases (portion includible in this s 
Increase in connecting company shares fron ul 1953 I ion 
(6 months 
Increase in connecting company shares from Oct. 1, 1953 
Other income net ($6.7 million less $1.3 million related incor tax 5 4 { 
Tota lt RRR ) 
Operating expenses 726.4 
Increase in operating expenses to give effect to leve ff wages currently 
effect in most of the Be Telephone Systen ‘ 
Reduction from TWX settlement change 
Reduction in depreciation expense made effective Jan. |! 53 (6 montl 
Increase in State net income taxes 
Increase in State gross receipts tax 
Federal income taxes ; ra 
Total operating expenses ve R40. 8 
Vet amount available for retur ) total net inv t t ‘ a 
Net amount avaliable for retu ( net t k cost of 1 t |} ‘ 
x ther I % 4 
Return ratios 
l 4 ne nve ‘ i> ? 5 
k cost plant ba 
W ed du t 
DISSENTING OPINION OF COMMISSIONER HENNOC! 
The Commission has today voted to permit revised tariff schedules of the 
Bell System telephone companies providing for increased rates for interstate 
long-distance telephone service to become effective on October 1, 19538 | 


action is being taken by the Commission without requiring the Bell Syste 
to justify these rates in a public hearing. The rate increases will produce 
approximately $65 million of additional annual revenue for the Bell System. I) 


addition, Federal excise taxes applicable to this amount of rate increase will 





likewise have to be borne by the public in a further sum of some $15 million 


This is the first general interstate telephone rate increase in the history f 
this Commiissior Ir passing upon the reasonableness of such ai sizable “ate 
increase without sworn testimony and evidence subject to cross-examinatio | 


believe that the Commission is abdicating its responsibilities under the Com 
munications Act of 1934, as amended Moreove! hearing in this case 3 


particularly necessary because the Commission has never established n 
basis of a public record, the fundamental principles and policies by wh 
judge the reasonableness of Bell Svstem interstate rate I would spend the 
effective date of the prope sed rate nereases for the statutory perio ) aed 
by section 204 of the Communications Act and proceed wit in immediate 
full public hearing 

I therefore dissent from the tion allowing these te increase 


effect without the prior requirement of such a hearin 
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CONCURRING OPINION OF COMMISSIONER DOERFER 


I concur with the action of the Commission. I feel compelled, however, to 
comment on the dissenting opinion. The philosophy expressed therein dis- 
approves of a rate increase without a full public hearing but fails to disagree 
with rate reductions without a full public hearing. The Federal Communica- 
tions Commission since 1940 has effected a reduction of over $250 million without 
a public hearing. It is my view that the call of duty requires prompt disposition 
of rate matters both ways. 

All that is required is a careful consideration and study of the facts. This 
has been admittedly done. The bare objection that no rate increase without a 
full-dress hearing is warranted without the slightest hint that either the method 
pursued or the end result is anything but fair and reasonable is a misconception 
of the duties of a Commission. 

Mr. Mintzer. Mr. Chairman, may I at this point raise a question? 

The CHarrmMan. Yes, sir. 

Mr. Mituer. First, if I understand the purpose of this hearing, it is 
to go into the question of the consent decree, and the consent decree 
procedures of the Justice Department. 

May I have the chairman’s attention, please ? 

The Cramman. You have my attention. 

Mr. Minter. As I understood this proceeding, it was for the pur- 
pose of going into the consent decree in this particular case, the 
A. T. & T., as an illustration of the consent decree procedures and 
activities of the Justice Department. 

As a matter of fact, the chairman, in his opening statement, made 
this remark: 

To avoid misunderstanding, the Chair will make it clear that the present 
hearings do not involve an investigation of the American Telephone & Tele- 
graph Co. or any of its subsidiary companies comprising the Bell System. 

On the contrary, the subcommittee is primarily interested in the manner in 
which the Department of Justice has discharged its responsibilities in the public 
interest in order to determine whether additional legislation governing the con- 
sent decree procedures would be appropriate 

Now, Mr. Chairman, there is nothing in the complaint of the 
Government, the Justice Department in this case, in relation to 
charges, in relation to rates, in relation to profits, or anything else. 
And T claim, Mr. Chairman, that this goes far beyond the purpose 
for which this hearing was inaugurated and that it is irrelevant and 
immaterial to the issues which this committee is considering. 

The CHairmMan. I always have great respect for the gentleman’s 
opinion, but in this instance these questions and the questions which 
follow, with which I have an acquaintance, are relevant and pertinent 
to this inquiry. The adequacy of regulation is a very penne aspect 
of these proceedings. The adequacy of regulation | V the Federal 
Cc pene en Commission is most pertinent here. Further, the 
charges made by Western Electric to American Telephone & Tele- 
graph for various products are very crucial. Those prices have a 
direct bearing upon the adequacy of rates and the adequacy of 
regulation. 

The committee would not be discharging its obligation if it did not 
go into these matters; and, for that reason, although I respect the 
gentleman's opinion, I cannot go along with it. 

Mr. Miiuer. I would also like it then stated for the record that this 
Committee on the Judiciary has no jurisdiction over the Federal 
Communications Commission and rates and charges; that is properly 
a matter for the Interstate and Foreign Commerce Committee. 


26086 O—58—>pt. 2, vol. 3 5 
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I think it is entirely without not only the purview of this hearing 
but the jurisdiction of this committee. 

Mr. Hotrzman. Mr. Chairman, I want to repeat what the chair- 
man said about his great affection and regard for Mr. Miller. I share 
it, and I mean that sincerely. 

Yet, I cannot see how, if the FCC presents a “one-sided view of 
divorcement,” which was requested in the complaint, this type of 
thing would be irrelevant or not germane to this kind of hearing. 

I think it is very important, because it is the background behind 
which a consent decree was entered into at some future date. 

Mr. Miuier. It has nothing to do with divorcement at all. This has 
to do with rates. We are talking about divorcement—but this has 
to do with rates. 

The Cuarrman. Yes, sir; I think I have taken a position—that there 
should have been divorcement, and that was denied and the court 
denied it at the behest of the Attorney General, who presented the 
consent decree with the knowledge and consent of the defendant in 
that case. The issue of divorcement is highly crucial and important 
and the adequacy or the inadequacy of the Federal Communications 
Commission's control over these prices charged by Western Electric 
to A. T. & T. or over rates charged by American Telegraph & Tele- 
phone are very crucial to the matter. 

Therefore, the questions are perfectly in order. 

Mr. Ropino. Mr. Chairman, I would like to say, also, that in my 
opinion—and from all I have been able to conclude from the hear 
ing—that the entire basis of the consent decree was that there was 
adequacy of regulation here. And I think had it not been for the 
fact that we questioned that there would not have been a hearing. 

The Cuarrman. Mr. Maletz, proceed. 

Mr. Miter. I take it I am overruled, Mr. Chairman? 

The CHarrMan. You are. 

Mr. Maerz. Mr. Chairman, Mr. Strassburg, is it a fact that the 
reason for this increase was that during the test period for the 12 
months ending June 30, 1943, the Bell System’s rate of return was 
1.8 percent on a net book cost basis? 

Mr. Srrasspurc. Whose reasons for the increase ? 

Mr. Materz. The Commission’s reason. 

Mr. Srrasspura. It was one. 

Mr. Marerz. Was that a major reason ? 

Mr. SrrasspurG. I would say it is one of the many things that the 
Commission had before it to consider; yes. 

Mr. Maverz. At this special meeting, was a memorandum dated 
September 28, 1953, submitted to the Commission from the Acting 
Chief of the Common Carrier Bureau ? 

Mr. Srrasssurc. The memorandum was dated September 22, 1953. 
[t was considered by the Commission on September 28. 

Mr. Maerz. Yes. 

Did you prepare this memorandum / 

Mr. Srrasspcrc. It was prepared by me and in conjunction with 
others on my staff. 

Mr. Maerz. Mr. Chairman, with your permission, I would like to 
read three paragraphs from this memorandum, which I will offer 
for the record at this point. 

The Carman. Yes. 
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(The document referred to is as follows:) 


ITEM NO is 


EDERAL COMMUNICATIONS COMMISSION For Special Mocting 
‘ashington 25, D. C. 95558 Camifestén dabten 
Septuaber 23. 2953 Septender BQ, 1953 
INTER-OFFICE MEMORANDUM 30 
FOR: Specinl Meeting, September 28, 1953 
TO: The Commission 
FROM: Acting Chief, Common Carrier Bureau 
SUBJECT: Increased interstate message toll telephone rates of Bell System to 


become effective on October 1, 1953. 


RECOMMENDED ACTION: Submitted without recommendation. 


SUMMARY: 


From the rate structure standpoint, the proposed rates of the Bell 
System appear to be consistent with acceptable principles of rate-making. 
From the rate level and revenue requirement standpoint, the following 
considerations are presented. Based upon interstate operating results 
as reported to the Commission by the Bell System for the 12-months ended 
June 30, 1953 (test period) and after adjustments in such results to 
reflect the full onnual effect of changes in revenue and expense levels 
which herve occurred on various dates during and subsequent to that test 
period, it is indicated that the interstate going level of esrnings is 
4.5% on the company's net investment basis and 4.8% on the net book cost 
basis. An interstate earnings level of 4.5% - 4.8%, in the cpinion of 
the staff reflects 2 deficiency in interstate enrnings, ahd is insuffi- 
cient to meet the minimum cost of c1pital of the Bell System. The in- 
crense in rates, if permitted to become effective, will produce about 
*66 million additional annual revenues, ineress ing the indicated going 
level of interstate earnings to about 6.0% on ~®++ ret investment basis 
and 6.5% on the net book cost basis. At these levels, interstate earn- 
ings would appear to be in excess of what may be deemed the approximite 
cost cf Bell System capital. To the extent that such excess may be re- 
g.rded 48 necessary or desirable depends upon the weight the Commission 
feels should be accorded to factors other thon cost of capital outlined 
in paragreph 12 of the memorandum. In evalunting the recson-bleness of 
the proposed rates in light of the ratio of 6.0% — 6.5% they are ex- 
pected to produce, 2nd in considering whether to permit the rates to 
become effective without suspension and hearing it is to be kept in mind 
thet these return figures are derived from data which heve been reported 
to the Commission by the Fell System, but which have not been subjected 
to any detciled exnminiticn by the Commission tc ascertain whether any 
amounts claimed 2s representing plant investment or operating expenses 
ere disallowable as improper for rete purposes, There are also bisic 
policy questions relating to such mtters 2s Western Electric pricee and 
license ¢ontrect costs which have a direct bearing upon interstete 
revenue requirements, but which heve never been formally resolved by the 
Commission. To the ertent thet & comprehensive investig:tion of .ny of 
the -bove mtters would result in the disnllowance of items «f cl-imed 
investment cr expenses, the above return ratios would of ccurse be in- 
crecsed and the amount of revenue required to produce . given return would 
be reduced. On the other hand, if . formal investigation were instituted, 
the Bell System would probably contend for substantially grecter .ddi- 
tional revenue requirements than the 366 million here at stake, Five 
letters cf protest which hive thus far been received by the Commission 
are nttached hereto. \hether the proposed rates should be suspended or 

rmitted to become effective without cetion is entirely 1 matter within 
“he Commission's discretion under Section 204 of the «ct. 
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1. On August 28, 1953, the Bell System telephone companies filed 
revised tariff schedules with the Commission providing for increases in 
overtime charges and night and Sunday initial period rates for interstate 
message toll telephone service, to become effective on October 1, 1953. The 
revised rates, which will increase customer billings by about $66 million 
annually (8%) exclusive of Federal excise taxes, and yield about $64 million 
of additional annual revenues to the Bell System, were filed by the Bell System 
as the culmination of several months of discussions between the staff and the 
Bell System companies with respect to the alleged needs of ‘the Bell System 
for interstate revenue relief. The Commission will recall that the tentative 
results of these discussions were orally reported by the staff to the Commis— 
sion at a special meeting held on July 23, 1953. The purpose of this memo- 
randum is to advise the Commission of the specific rates which have now been 
filed, the effect that such rates will have on the Bell System's interstate 
revenues and earnings, the nature and extent of any communications which have 
been received from the. public regarding the proposed rates, and the reguletory 
questions which are posed by the filing. There are attached hereto letters 
dated August 27 and September 11, 1953, from AT&T which present the Bell 
System's asserted justification for the proposed rates. 


The Revised Rates 


2. The daytime initial period (3 minute) station-to-station rate is 
the basic rate in the interstate message ‘toll telephone schedule. These 
rates increase as distance increases although the charge per mile decreases 
with an inorease in distance. The initial period mtes for other classes o 
service are based upon the station“to-station day rate. Thus, person—to-—perso: 
initial period day rates are generally, although not uniformly, 40% hivher 
than the station-to-station day rates, Night and Sunday station-to-station 
initial period rates, whjch apply between the hours of 6:00 PM and 4:30 AM 
and all day Sundays CARH? lidays, are 20% to 40% below the corresponding day 
station-to-station rates. Night and Sunday person-to-person initial period 
rates are reduced from the corresponding day person-to-person rates by an 
amount equal to the money differential (as distinguished from the percentage 
differential) between day station-to-station and night and Sunday stetion—to- 
station rates. The overtime station—to-station rate (either day or night and 
Sunday) which applies to each one minute of conversation exceeding 3 minutes 
(when the initial period dey station rate is 30 cents or more) is computed at 
one-fourth of the initial period station-to-station rate (rounded to the 
nearest multiple of 5 cents). 1/ The overtime rate for person-to-person calls 
is the same as for station—to-station calls between the same points cat the 
same time of day. 


3. The revised tariff schedules do not contemplate any change in the 
initial period dey rates for either station—to-station or person-to-person 
service. However, 5 cent increases are proposed to be made in per minute 
overtime charges for most mileages above 24 miles. Jn addition, it is proposed 
to increase initial period rates for night and Sunday (both station—to-station 
and person-to-person) calls by 5 cents from 41 to 124, 926 to 1175 and 1911 
to 2300 miles, and by 10 cents from 125 to 925 miles. In brief, overtime charges 


1/ When the application of the one-fourth multiplier produces a multiple of 
24 cents, the next lower multiple of 5 cents is used as the overtime rate. 
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are proposed to be increased from the presant: 25% ratio to 30% (in one rate 
step this amounts to 33 1/3% when rounded off to the nearest multiple of 
3 vee? at the shorter hauls with a generally lessening ratio as the length 
f haul increases sc that at the longest haul rate ster the new cvertime 
ratio would be 26%. The proposed increases in night and Sunday rates would 
narrow the discount from thé present maximum of 40% to a maximum of cbout 25%. 2/ 


4. In explanation of the above rate structure changes, the following 
statem ent is made by AT&T in its letter of August 27, 1953 (complete copy 
attached hereto) transmitting the revised tariffs: 


"These particular rates have been the subject of compicte review 
with the Commission staff. Prior to February 1943 interstate over- 
time peri od rates were approximately one-third of the station 


initial period rates. At that time, ones a rate reduction was made, 
the overtime period rates were change to approximately one-fourth 
of the station initial period rates. “This was done in lieu of 


lowering the init{al period rates, which could have caused heavier 
usage of tcll circuits -lready overlonded with w-rtime tr-ffic. 
While the increases in overtime period rates are limited to 5 cents 
and will not restore the ratio to one-third, they will bring the 
interstate schedule back closer to the intrastate schedules, 44 of 
the 48 states being on the one-third basis, 


"Rerarding the night and Sunday initial period rates, there are now 
treater percentage reductions from the day rates at certein mileages 
than at others. “hile the objective in making past rate adjustments 
has been to work toward a 20% reduction in night and Sunday station 
initial period rates from day station initial period rates, most 

f these adjustments have been at longer distances., At: the shorter 
distances, night and Sunday initial period station rates are still 
as much as 40% below day station rates. The revised night and 
Sunday initial period rates will result in a more nearly uniform 
differential, so that the reduction from day station rates will be 
about 25% up to 544 miles, grading into 20% at 676 miles. In accord- 
ance with present practice, person night and Sunday initial period 
rates differ from person day rates by the same amount as station 
night and Sunday rates differ from station day rates. The revision 
in night and Sunday rates, 2s with the overtime changes, will bring 
the interstate schedule closer to intrastate schedules." 


2/ In the ry, tho maximum increase in charge on a single call is just under 
100% or joubling of the charge. This ean cecur in the 25 - 30 mile rmte 
step where the present night and Sunday station—to-station initial period 
charge is 30 cents and each minute of overtime is 5 cents. This initial 
period charge will remin at 30 cents but the overtime charge will be 
doubled so that 1 103 minute call priced at $5.30 now would be raised t 
$10.30, a 94% increase, This call with 2 duration of ten minutes is priced 
at $.65 now and would be increased t« ¢1.00, or 54%. At no other point 
in the rate schedule is the cvertime rate doubled so the foregoing examples 
are not at 211 representative. The proposed rates do, however, call for 
increases of from 25% to 40% on night and Sunday station-to-station calls 
in the 100 to 200 mile range. 
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Current Level of Interstate Earnings and 
Effects thereon of Reyised Rates 


5. Notwithstanding the continued growth in interstate revenues and 
traffic, the ratios of earnings to investment from the Bell System's inter- 
state operetions have, tor the past, few years, continued to decline princi- 
pally as the result of plant expansion at inflationary costs, wage and income 
tax rate increases and the "Charleston" Plan. This decline is indicated by 
the state af return figures as reported by the company and as computed by 
the staff: 





Company Net 
Investment Net Book 
Basis Cost Basis 
1950 7.0% 7.5% 
1951 on 6.5 
1952 Sel 5.5 
Year ended 6—-30—53* 4.8 5.2 


*Excluding the effect of the release of the Employment Stabili- 
zation Reserve, subsequently discussed. 


It will be recalled that in January of this year the Commissicn had under con- 
sideration the Bell System's level of earnings from its interstate operetions 
in connection with the request submitted by .T&? for release of its $11,500,000 
Employment Stabilization Reserve. At that time the staff pointed out that 
the return on net book cost of interstate plant for the last half of 1952 was 
about 5.0% and that if the growth in plant, revenues and expenses continucd at 
about the same rate as had. been experienced in 1952, but making no sssumption 
as to new wage increases. for 1953, the 5.0% rate of return appeared to be 2 
fair estimate of the probable return to be expected during 1953. On the basis 
f this apparent need for earnings relief, the Commission, in its letter cf 
January 14, 1953, to AT&T, authorized the release af the $11,500,000 reserve 
in 11 $1,000,000 monthly installments. ending with $500,000 in December 1953, 
as a method of providing temporary improvement in interstate earnings. It 
was estimted that releasing the reserve in this manner would improve the going 
level of earnings.from interstate operations from 5.0% to. about 5.7% related 
to net book cost of plant. Subsequent observations of the interstate cperating 
results of the Bell System compandes show that the release of the reserve has 
had the effect of maintaining interstate earnings at about the level contem 
plated by the Commission's action of January based on the qualification that n 
assumption was being made at that time as to the effects of possible increased 
wage rates during 1953, 








The difference in the above return figures for each period is due prinepally 
to the fact that the company's bise to which return is related includes 
various amcunts which thé net book cost basis excludes. These items consist 
principally of working, capital, materials and supplies and telephone plant 
under construction, which the staff believes are subject to dispute and 
possible disallowance for rate-determination purposes, 
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6. For purposes of considering current interstate revenue require- 
ments of the Pell System, it appears reasonable to use as the test period of 
operations the 12 months period ended June 30, 1953, which is the latest 12 
months period for which date are available. 4/ 4s indicated above, inierstate 
operations during this period produced a return of about 4.8% cn the company's 
net &nvcstment base and 5.2% on the net book cost basis. To arrive at what 
may be decmed to be the going rate of earnings, however, various adjustments 
must be made in those actunl operating results to reflect the annualized 
ee of various changes in revenue and expense levels which occurred on 
various dates during that period and subsequent thereto. These changes consist 

of the ie llowing principal items: (a) as of September 30, 1953, the wage 
increases granted since January 1, 1953 by the Bell System companies will in- 
crease the tctal interstate annuel wage bill by about $13.6 million and it is 
estimated that by the end of 1953, the total increase in wages eranted during 
the year applicable to interstate operations will amount to about $17.5 million 
annunlly; (b) an incretse of about $6 million annuolly in the share of inter 
state revenues due connecting companies as a result of revised connecting 
company contracts which recently beeame effective retroactively to nanny 1, 
1953; (c) the increase in TVX interstate rates, effective July 1, 1953, in 
conjunction with a revision in TVX settlement arrangements increasing revenues 
from operations subject to the Division of Interstate Revenue contracts by 
about $6.6 million annually; and (d) an annual reducticn in Long Lines Deyert- 
went depreeintion rates, effective January 1, 1953, of about $4 1/4 million 
The net effect of adjusting the above cited actual interstate operating resulte 
for the 12 months test period ending June 30, 1953 tc reflect these changes 
in expenses ond revenues on a full annual basis, produces an indicnted going 
level of earnings of about 4.5% on the company's net investment basis and 4.8% 
on the net book cost msis. 


7. At the current level of interstate message toll telephone business 
(approximately $830 million in gross revenues annually), it is estimated 
that the rate increases provided for in the revised tariffs filed by the Bell 
System companies will preduce about $66 million in additicnal annul gross 
revenues, &n increase of about 8%. Of this amount, approximtely $1.9 million 
will go to the connecting companies which participate with the Bell System 
companies in furnishing interstate long distance telephone service. In terms 
f Bell System net income after taxes, the proposed rate increases will result 
in additional earnings nvailable for return of about $30 million annually. 

As a result of these rate changes, the aforementioned indicated current level 
of interstate earnings (4.5% -— 4.8%) will be increased to 6.0% on the company's 
net investment basis and 6.5% on the net book cost basis. The following table 
summarizes, on the company's net investment basis and the net book cost basis, 
the actual results of interstate operations for the 12 months test pericd, the 
adjustments, discussed above, in those actunl results in order to obtain the 
indicated going level cf earnings, and the results that would have obtained 

for the test period if the proposed rates and such adjustments had been in 
effect during that period. 


4/ It will be noted from AT@&'s letter of August 27 that this is the same 


period upon which the Bell System relies to demonstrate its current revenue 
requirements, 
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BELL TELEPHONE SYSTEM 
Interstate Operating Data under the Division of Revenues 
Contracts (excluding effect of release of umployment Stabilization Reserve) 
Year .nded June 30, 1953 








Company 
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Average Net book cost of plant $1,621.69 
ther investment items claimed: 
Plant under construction 

Cash working capital 
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Questions Relating to the Re: 


sonableness cf the Proposed Rates 








8. Rate Structure - “ith respect tc the particular rate structure 

(as distinguished from rate levels) reflected by the revised tariffs, it 
Appeirs thit the rate adjustments invclved care consistant with acceptable 

rate structure principles. The increase in overtime rates will generally 

be in the direction of restoring the relaticnship between initial period and 
vertime rates which eyisted prior te February, 1943, when overtime rates 

were approximately one-third of the station initial period rates. it that 

time the overtime rates were changed to approximately one-fourth of the station 
initial period retes. It is desireble from 2 rate making standpcint tc main- 
tain an overtime rate which is somewhat below a straight prerate or one-third 

f the initial period rate since the latter should be designed to compensate 
the ccmpany for those ccsts which it incurs in establishing 2 pzrticular con- 
nection, but which do not continue or recur for the entire duration of the 
connection. Inasmuch as the revised overtime rates are established at an 
vernge of approximitely 28% of the corresponding initial period station—to— 
station rates, it would appear that rece gnition is being accorded 
to the above described rate making objective. 


9. The proposed change in the night and Sunday initial period rates 
would appear to be a desirable improvement in the existing rate structure in 
that it will result in more uniformity in the percentage differentials between 
those rates and the initinl period day rates at the verious mileages. As 
noted by the bell System, it has been the objective in past rate idjustients 
to work toward 1 unifcrm differential cf 20% in stction-—tc-station initicl 
period rates. Althcugh this objective h-s been acccemplished at the longer 
hauls, station-t: -station night and Sunday rates for the shorter heauls ars 
still 2s much as 40% bel correspondin; y rates. The revised r 13 
reduce this differential at the shorter hauis. Juesticn might b 

to whether there is reason for 
large volume usege of the 1 i 


large night ond Sunday discounts 
stance telephcne service in those d 

s beccme firmly established. At present rates there are peak traffic 1 
in the enrly evening hcurs. Telephone operatcrs are paid the same wee rv 
and Sunday duty as fcr weekday work but there are special prot 
od in handling employee forces in these peri , 









1Se - 


« Exrnings Effects - As previously indiccted, for the twelve— 
ending June 30, 1953, the indic:ted interstate earnings level 
5.2% on net beok cost of plant‘or 4.8% on the comps s 


nth riod 
appre xim.te mpi 
ment bise. “hen adjusted to reflect the full annual effect of changes in 
expense and revenue levels which occurred during that twelve-month nvri 
since Junc 30, 1953, these ratios drip to cpproximately 4.8% an 
‘ 


7 

aV 
} 
j 





respectively. The proposed revenue increase cf %64 million wi 


ffect cof improving this indicited going level of earnings to about 6.5 n 
net bock cost basis and 6.0% on the company's net investment base. Ne sllow- 
mnce is made in these ratios for possibl: erense in corpornte Federal income 


pt ra i 
> 
ng cistance traffic were repriced at the interstate mtes it is estimated 
that the charges would be $125 million annuclly less th: 


5/ At present interstate and intrastate long distance rates, if i 


n at the viricus 


intristrte rete schedules, This is the value of whnt is referred te as dis- 
parity. This disparity would be reduced by between $ ] 


cu ‘ 3 
nnually if the proposed interstcte rates were made effe 
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bax rates 
rate n 


n April 1, 1954 or for an increase in the secisl security tax 
scheduled to become effective January 1, 1954. 


Tn the absence of 3 form] hearing record upon w 


ieveloped full information with respect to the various complex end contro- 


versial factors which enter int 
the interstate eperations of the 


appropriate t 


earnings 


nt 
mve 


f 1953 indicats 


for the 


a determination « f return for 
11 System, it is neither feasible nor 
attempt a definitive determination as tc 
level of interstate earnings for the Bell System. 
staffts routine studies of the Bell System's capital costs nd 
ments, the staff belfeves thet the above indicated going level 
f 4.5% to 4.8% reflects a deficiency in current earnings. 
regard, the staff is satisfied that the earnings indicated by the: 
rotios are not sufficient to meet the bell System's minimum capital 
illustrative purposes cnly,. it my 


revenue require— 
f interstate 


noted that the Bell System's appre xi- 
f all debt capital currently outstanding is about 3%. 
capital, earnings-price ratios of sTé&? 
that equity investors 
no .T&l common stock of about 8% 


capital steck for th 
are currently expecting 
f the price they ar 
sxisting Bell System capital structur 
about 40% debt and 60% equity capital, the 
However, it should be noted in this connection th 
among rate-mking 


verell cost of en 


authorities in th 


ivergent views 
+ iv e 
r example, if the entire posty 
ycle for purposes 


n} 


from which to ascertain e 
of ascertaining the cost 
.rnings price ratios for that period 

f about 7% instead 


f Bell System 


of the 8% that is reflected t 


six months 


5 Ah. 
f capital, the actual erpital structure 
r whether such expital costs should be 


structure 


On this basis th 
Similarly there are divergent view 


ver-a2ll cost 


ell System should 
ascert. ined 
which, for rate-miking purp 


economical. 6/ For example, it may t 


total eapital cculd b 
financinl 
servicing total enpital 
50% is used in computing the tctal erst of capital fcr the B 


3% 





uld be 
taxes 


my be 
factors may effect cipitel costs and to the 


taken into account by earnings-price 





from debt financing without inpairing th: 


i thereby reduc« revenues required for 


f debt erpitcl and f equity capital, the 
additi ny there WwW 
entering intc quirements, 
addition to cost 
weighed in arriving at a extent that such 
xtent that they may net be 


It may be noted that because 
the Bell Syster 
its cost of debt capital. 


currently high 
equity capital is « 


Federal income tax rates, 
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Some of these other factors include: general economic ecnditions; competition 
and risk; rates of return cllewed other utilities; intercorporate relationships 
and consequent advantages in ‘securing capitals competition in the money market 
from other industries, both regulated amd non-regulated; future requirements 
for addition:l capital; and relative stability of message.toll business and 
sensitivity t: changes in economic conditicns. 


13. «as previously noted, the proposed rate inervase of $66 million 
will x.esult in an interstate level of earnings of about 6.0% on the company's 
basis or atcut 6.5%. on the net book cost basis. Accordingly, it would appear 
that with the new rates, interstate operations will be producing 1 return in 
excess of the cost of capital devoted to all operations cof the Eell Systen, 
intrastrite and interstate and manufacturing for the telephone operations. To 
the extent that. such excess may be deemed justified or required depends in large 
measure upon the weight which the Commission feels should be accorded to the 
various factors ‘utlined above as entering into a determination of the fair 
rate of return. In this connection consideration may be given to the effect of 
v2rious rates -f return on earnings per share of AT&T? common stock upon which 
a dividend of 39 per share has been paid each year for the.past thirty years. 
"ith the existing 40% debt ratio of 3% money, if the Bell System can earn 6% 

n'all its enpital, the earnings per share of »T&? stock will be-about $11.60 

r $12.80 at 64%, ~Following is e tuibulation of Beli System consolidated earn— 
ings.2pplicable to ¢ach share of AT&? capital stock for the past few years. 

The per-share figures are accompanied by ratios of net operating ineome to tctal 
capital of the Bell System. The return ratios do’ not produce exictly the per- 
shire ecrnines just incicnted for 2 40% debt ratio principally beceuse the debt 


ratic exceeded 40% in the egrlier years and beenuse “'estern Electric earnings 
ratios were .t 2 high level. 
Earned Ratio t - 
Year per, share total capital pee aes 
- —. 7] a 
1949 $9.70 4.9% 7s 
1950 12.58 6.1 4 5 - 
1951 11.76 5.8 44 
1952 11.45 5.9 Ta -*1 
14. In evaluating the above return figures, and in view of the ques- 
tions “raised by certain 


f the pretests,"hereifter described, which have been 
received by the Commission ecncerning the now rates, it should be kept. in mind 
thet such fifures are constructed from operating results data as reported to the 
Commission by the company. In other words the c 
by the Bell System and the base to which its etrnings‘sre relnted have not been 
subjected to any detailed examination by the Commission to determine the propriety 
f 211 amounts reported as plant investment and cpernting expenses. To the 
extent that any such mounts shculd be found to be improp.r for rete-meking 
purposes, the above return figures would be increased 2nd thereby reduce the 
amount of revenue required to pr duce whatever return the Commission would de- 
cide is fnir and reasonable. As the Commission knows, questions. have been raised 
from time tc’ time by its staff'ss wellas by other telephone rcgulatcry bodies, 


per:ting expense items included 
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concerning various matters which have an important berring upon Bell System 
revenue requirements, but which have never ‘been the sybject of fornal 
determination by this Commission for rate-making purppses. among thcse metters 
are included the reasonableness of the prices charged by Western Electric, 
the manufacturing and supply unit of the Bell System, to AT&T und the asso- 
ciated Companies, particularly in view of the high level of earnings enjoyed 
by Westorn since Ycrld War-JI. There is the'question of the reasonableness 
of the payments made to the General Department of -T&T by its Long Lines 
Department and the Associated Companies for so-called license contrict services 
rendered by the General Department. It is not being suggested that any cr 
all of these virious questions would necessarily be decided by the Commission 
adversely tc the company or that a thorcugh investi¢ation of the Bell System's 
reported opereting results data.would result in amounts of clrined investment 
and operating expenses being disallowed for rate determination purpeses. Hcw- 
ever, appropriate recognition of these various considerations is deemed verti- 
nent to the determination which the Commissicn must mke 2t this time, nemely, 
whether any substantial question is presented as tc the rensonnbleness cf the 
proposed rates from the standpoint of the earnings ‘they will produce, which would 
réquire suspension of and hearing on such rates. In this connection, it should 
also be borne in mind that if there were to be a formal proceeding on Bell 
interstate message toll rates the amount of increased revenues for which Bell 
would undertake to show justification would likely be considerably greater 
than the $66 million involved herein. For example, the Bell System would prob- 
ably contend for 2 rate base reflecting reproduction or replscement cost cf 
plant, which if allowed by the..Commission, would greatly increcse the amount 

f revenue required to produce a given rate-of return, 


Public Protests and Comments Thereon 


15. As of the date of this memorandum, the Commission has receiv 
communications regarding the proposed rates from Senator Estes Kefauver, 
Congressman Arthur Winstead of Mississippi, Texas Citrus and Vegetable Growers 
and Shippers cf Harlincen, Texas, Easton Car and Construction Company of 
Easton, Pa., and the Utilities Users Lengue, Chicago, Illinois. A copy of ench 

f these communications is. attached. 
n) Senatcr Kefauver, who sent two telegrams, the second modifying 
his first, asks the Commission that interested parties be given « chance t 
be heard on the new rates, but states that he has no inf rmtion as tc the 
merits cf the increase and dces not desire to see the mtter held up if the 
Commission "already has full informtion and every one interested has hed an 
pportunity to be heard and considered". 


b) Congressman Arthur Winstead urges the Commission not to let the 
proposed rates to become effective without a very thorourh and exhaustive 
investigation, 


c) Texas Citrus 2nd Vegetable Growers and Shippers "f ur vigorous 
protest" and assert that that industry pays thousands of dollars daily for. the 
service ind that "with present excessive communication taxes any increases 
will mke for impossible burden for industry. Insist th-t proper hearing be 
called tc permit users! side cf story to be tcld". 
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1) Easton Car an nstructicn Compnny states that the prceposed rates 
"would mezn 2 considerable inerease to the public — more than is generally 
retlized. This increase so closely following the 68% increase by BelI on 
their TX rates as it affects our ecmpany forces us to register an objection", 


e) Utility Users Leagu th, acting Chairmen, filed 
formal request for suspension t d rates. In support thereof, it 
s stcted thet Section 204 cf the Communications Act prevides for suspension 
and hearing on prepesed rate changes; that Section 201 requires 111 charges 
to be just and reascnable and thet without 2 hearing, "the propesed rates and 
changes can h-rdly be just and reasonable rates" and that the Commission has 
rmal determination the many basic elements cntering into the 
costs of long distance service", It is that suspension, investigation 
and hoaring are necessary in the public interest for the following specific 





4 
a 


< 
4 





i. The increase in rates is lirge and substantinl; 


ii, AT&T earnines from interstate toll service have béen consistently 


~ 
b company's own beck figures; 
fii, The Commission!s own 1 statements sh thet AT&T inter- 
state ecrnings were 6.35% in the first four months cf 19 
iv. aA henring is necessiry te determine "the extent to whi 
mpany!s chinges in methods of cperation involving 1 
xxronditures in fret result in more eecncmicenl operat 
nd whether the company has taken a1] ssible 
scnomicn!] eration and to avoi 
ea -mpany's } k eosts are net necessirily 


high since 1915, based 





i 


costs snd in part my be excessive or incurred primarily fer 
the benefit cf its stockholders ond nct subscribers 
7 


u . 

vi. The purchase of privitely r r ystems, hi tern 
Electric prices and cests cf propar nda activitics l=e r 
undue burden on subscribers 


16. The "protests" which hive thus far been received by the Commission 
repardine the proposed rates may be regarded as being addressed tc the ciscre— 
tionary wer veste n the Commissicn by Section 204 of th t. tc suspen 


4 > 
ates. Senator Kefauver's concern appears to ba that all 
rsons have an cpportunity to be heard and considered G 
Lp} it] the view that <s 2 mtter of public p lic 
n should pass upon the propcsed rates only after.a full publi f 
n their merits. Neither of their communications present any subst-ntial ques- 

s to the propriety cf the specific rates, The communication from th 
ciation int the new rates will increase the communi 
hat industry and requests an opportunity 
; e neo matericl facts or arguments relating t 
inbleness cf the proposed rates. S ly, the Ecstcn Car C 
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17. The principal contentions of the Utility Users. Lexgue in surport 

f its request for suspension are, in subst-nce, that the beok costs cf the 
Bell System are nct necessarily 211 proper ccsts for rate-mcking purp Ses 
and certain of such costs may be excessive or incurred for the benefit of 
stockholders rather than the subscribers. It also cites high Vestern Electric 
prices a.nd certain other practices of the Fell System which, it asserts, plec¢ 
an undue burden upon the public.- In paragraph 14 above, the staff outlined 
similar considerstions in pointing out thet any eveluation of the Bell System's 
level of interstate earnings under existing and preposed rates must take intc 
necount the fact that such earnings are constructed from the company's own 
reported data withcut any adjustment. 


18. The reference by the Le2gue to. the record of hich interstate 
earnings enjoyed by T&T since 1915 is appzrently intended to demonstrate thit 
there is no urgency presented by the company's current earnings situcticn and 
that the Bell System is financially eapable of meeting thot situaticn until 
the Commission has had an opportunity to reich a deternination on the proposed 
rates on the basis cf a public record. «lthough the Commission my weigh 
this factor in deciding whether a suspension action is necessary, the signifi- 
cant question is whether the current level of earnings amply denonstrites 
justifieaticn for those rates. In this connection, the Loague cites 1 Ccmmis- 
sion published statement which shcwed that for the first four months cof 1953 
AT&T's enrnings from its interstate long lines cperations was 6.35%. The 
Longue fniled to note the fact, however, that this result includes the effect 

f the reletse cf the Employment Stabilization Rescrve without which the rcturn 
would drep to about 5.6%. It is also significint that the first 4 mnths 

f the year traditionally show higher ecrnings.than other mnths ~f the yoar 

nd that in 1952 the comparcble interstate ratio approximcted 6.3%. h¢ 
Le.gue asserts that - hearing is necessary to determine the eccn mies result 
ing from chenges in methecs of operation and the steps taken by sell t ssur 
economical cperation and to avoid higher charges. These points of inquiry 
would undoubtedly be relevant in < hearing on the Dell System's interstate 
revenue requirements and proposed rate levels. However, the stcff is inn 
pesition at this time to advise the Commission, cn the basis of cvailable 
information, that investigation and hearing regarding such matters would 
preductive cr have 2 significant effect upon the Commission's determinations 

f revenue requirements end rate levels. Finally, the argument is mde that 
herring is necessary in order that the Commission "my fulfill its oblig.tions 
to aid the states" in connection with their regulation of local rates... It is 
true that a hearing would adduce substantial infcrmation reg-rding vrious 
activities of the Bell System which might be of assistance to stxte commissions 
in their regulnaticn of intrastate mtes. It is to be considered, however, 
whether a hecring on Bell's proposed rates is the most desirzble manner.in which 
such inform.tion should be developed or whether any obligatign thit the Ccmmis- 
sion my hove in this respect my not be more effectively met through eooperztive 
studies of the nature conducted jcintly with the states concerning verious 
phases of the Bell System's operntions (e.¢. Western Electric, tcll rrtes, 
separations, etc), 
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19, The Commission has three alternative courses of action regarding 

the proposed rates. First, the Commissicn may suspend the proposed rates for a 
neriod cf three months pending a decision, efter hecring, as to the lawfulness of | 

e rates, as provided by Section 204 of the Communications Act. y In such a hear- 
ing, the burden of proof as to the justness and reasonableness of the revised rates 
is upon the carrier. “hether such suspension and hearing should be ordered in a 
particular case is entirely a matter cf administrative discretion. In this connec- 
tion, it is to be noted that in cases of major rate increases, and particularly 
where requests for suspension have been filed, it has been the general practice fcr 
both state and Federal regulatory agencies, including this Commission, to suspend 
the rates and designate the matter for hearing and to make its decision as to the 
reasonableness of those rates on the basis of a public record. 8/ Second, the Com 
missicn may not suspend the revised rates, but may institute an investigation and 
hearing as tc the lawfulness thereof under Sections 204, 205 and 403 of the Act, in 
which event the burden of precf is also upon the carrier. Under this procedure, the 
Commission may upon ccmpletion of the investigation and hearing prescribe just and 
reasonable ch-rges to be observed by the carrier in the future. It cannot, however, 
in the absence of a complaint for damages, order refunds in the event that ao portion 
of the rate is determined to be unlawful. Finally, the Commission may take no action 
whatsoever with respect to the proposed rates and thereby allow them to beccme 
offective., In so doing, the Commission makes no determination as to the justness and 
reasonableness of the specific rates, and such rates remain the legal rates until 
such time as the Commission may, after investigation instituted upon its cwn metion 
under Sections 204, 205 cr 403 cf the Act or upon complaint under Section 208 cf the 
Act, find such rates to be unjust or unreasonable and therefcre unlawful under 
Section 201 of the Act. ay + nm 


cs ; 


wr 


‘7 ; a 
;-71. Curtis M. Bushnell, Act. Chf4C.C. Bureau 


In the event the Commission is unable to reach a decisicn within the suspension 
period, it may order the carriers to keep records of its collections under the 
new rates and to make refunds of any portion cf such rates determined to be 
unlawful. 

8/ There have been certain evceptions to this practice in the ease of the Commission. 
The most recent Western Union tariff filing involving c general rete incresse 
was permitted to become effective without a hearing incsmuch as Yestern Union's 
rates and revenue requirements had been the subject of a formal proceeding in the | 
previous year and the new rates were designed merely to enable Yestern Unicn to 
recoup the amount of wage increases for which recoupment hed not been s-ught the 
preceding year and for those which it had incurred subsequent to that proceeding. ) 
Ancther exception was the recent Bell System TWX rate increase which the Commis- ) 
sion allowed to take effect without suspension or hearing. In that case, class 
rate levels for c small segment of Boll's operations were involved as distinguish- 
ed from the instant case which is predicated on the over-all interstate revenue ) 
requirements of Bell. There is also the Northwestern Bell interstate exchange | 
rate increase of October 1952 for a number of border communities in Iowa where the ) 
rates, in effect, were negotiated by the Commission. The Commission has, of cours, | 
negotiated permissible levels of Bell interstate earnings in the many interstate 
rate reducticns made between 1937 and 1946 as well as in the rate changes made 
effective March 1, 1952. The Federal Power Commission, in recent years, appears . 
to have been follcwing the practice, at least in some cases, cf disposing of re- 
quests for rate increases under the Natural Gas Act on the basis of agreements or 
settlements reached by its staff with the utility. However, it appeers that the 
FPC does initially suspend the prepesed increased rates and that 211 interested 
parties have an cpportunity to be represented befcre the Commission in connection 
with any negotiations and the ultimate decision reached in the proceeding, It is 
also to be noted that the FPC has had e number of formal natural gas rate proceed- 
ings with some followed by litigation in the courts so that many principles have 
been established for use in negotiations. 

Strassburg ,Stromberg ,Baker:1kj/p:CC | 
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Mr. Maverz. Quoting from page 8: 


In the absense of a formal hearing record upon which has been developed full 
information with respect to the various complex and controversial factors which 
enter into a determination of a fair rate of return for the interstate operations 
of the Bell System, it is neither feasible nor appropriate to attempt a definitive 
determination as to What is the proper level of interstate earnings for the Bell 
System. However, based upon the staff’s routine studies of the Bell System’s 
capital costs and revenue requirements, the staff believes that the above-indi 
cated going level of interstate earnings of 4.5 percent to 4.8 percent reflects a 
deficiency in current earnings. In this regard, the staff is satisfied that the 
earnings indicated by these return ratios are not sufficient to meet the Bell 
System’s minimum capital costs. 


Going now to page 9: 


As previously noted, the proposed rate increase of $66 million will result in 
an interstate level of earnings of about 6 percent on the company’s basis or 
about 6.5 percent on the net book cost basis. Accordingly, it would appear 
that with the new rates, interstate operations will be producing a return in ex 
cess of the cost of capital devoted to all operations of the Bell System, intrastate 
aud interstate and manufacturing for the telephone operations. To the extent 
that such excess may be deemed justified or required depends in large measure 
upon the weight which the Commission feels should be accorded to the various 
factors outlined above as entering into a determination of the fair rate of return. 


Turning now to page 13: 


The Commission has three alternative courses of action regarding the proposed 
rates. First, the Commission may suspend the proposed rates for a period of 
3 months pending a decision, after hearing, as to the lawfulness of the rates, as 
provided by section 204 of the Communications Act. In such a hearing, the 
burden of proof as to the justness and reasonableness of the revised rates is 
upon the carrier. Whether such suspension and hearing should be ordered in a 
particular case is entirely a matter of administrative discretion. In this con 
nection it is to be noted that in cases of major rate increases, and particularly 
where requests for suspension have been filed, it has been the general practice 
for both State and Federal regulatory agencies, including this Commission, to 
suspend the rates and designate the matter for hearing and to make its decision 
as to the reasonableness of those rates on the basis of a public record. Second, 
the Commission may not suspend the revised rates, but may institute an investi 
gation and hearing as to the lawfulness thereof under sections 204, 205, and 408 of 
the act, in which event the burden of proof is also upon the carrier. Under this 
procedure, the Commission may, upon completion of the investigation and hearing 
prescribe just and reasonable charges to be observed by the carrier in the future 
It cannot, however, in the absence of a complaint for damages, order refunds i! 
the event that a portion of the rate is determined to be unlawful 

Finally, the Commission may take no action whatsoever with respect to the 
proposed rates and thereby allow them to become effective. In so doing, the 
Commission makes no determination as to the justness and reasonableness of 
the specific rates, and such rates remain legal rates until such time as the Com 
mission may, after investigation instituted upon its own motion under sections 
204, 205 or 403 of the act, or upon complaint under section 208 of the act, find 
such rates to be unjust or unreasonable and, therefore, unlawful under sectior 
201 of the act. 


Mr. Strassburg. the Commission followed the third alternative set 
forth in this memorandum: is that mght ? 

Mr. Srrasspurc. That’s right. 

The CuatrmMan. Mav Lask this, Mr. Strassburg / 

Did you determine this to be a major rate increase / 

Mr. SrrasspurG. Oh, yes; this was a major rate increase. 

The Cuairman. Therefore, the practice was to suspend the rates 
and designate the matter for hearing in order that the decision might 
be made and that it all be made on the basis of a public record. 

Phat was the usual procedure, wasn’t it / 














CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3487 


Mr. Srrasspurc. That was the procedure insofar as other segments 
of the communications industry were concerned. 

The CuarrmMan. That was not followed in this instance / 

Mr. Srrasspurc. It was not. 

Mr. Maerz. Mr. Chairman, is it fair to say that on the basis of the 
staff's memorandum, it was the staff’s view that while an increase in 
interstate rates was justified, a $66 million increase would yield to the 
Bell System a return in excess of the cost of capital devoted to all 
operations of the Bell System ? 

Mr. STRASSBURG. 

Mr. 


a year 


I believe that is what the memorandum said. 
Maerz. Recapitulating, is it fair to say that the $66 million 
increase was designed by the Commission to bring the Bell 


System’s rate of return up toa level of about six and a half percent on 
the system’s net book cost basis ? 


Mr. Srrasssure. That was anticipated. 

Mr. Maerz. Did you prepare a memorandum for the Chairman of 
the Commission summarizing the actions taken which led up to the 
October 1, 1953, rate increase / 

Mr. Srrasssure. Let me hear that question again, please. 

Mr. Maerz. Did you prepare a memorandum for the Chairman 


of the Federal C ees Commission summarizing the events 
which led up to this October 


dated June 4, 1954? 
Mr. STRASSBURG. 
more specifically ? 

Mr. Maerz. A memorandum for Governor Sherman Adams, the 
Assistant to the President. 

Mr. Srrasspura. I participated 
yes. 

Mr. Maerz. I take it that Governor Adams had received a com- 
plaint, had be not, in June 1954, that American Telephone & Telegraph 
Co. had dictated the Commission’s actions ¢ 

Mr. Srrasspurc. I have no knowledge of what Sherman Adams 
himself had received. I am just looking at the first paragraph or 
two of the memorandum to Governor Adams to put it in better context 
if I can. Apparently Governor Adams or someone in his office was 
making inquiry of the Commission with respect to a charge that had 
been made that American Telephone & Telegraph Co., dictated the 
terms of the October 1 rate increase. 

Mr. Maverz. Mr. Chairman, I would offer in evidence at this point 

letter from Rosel H. Hyde, Chairman, to Hon. Charles F. Willis, 
the Assistant to the President, at the White House. 


Reading together with an attached memorandum the two sentences 
of this letter. 


, 1953, rate increase, a memorandum 


Do you want to identify the memorandum a little 


preparing that memorandum; 


Iam enclosing a memorandum addressed to Governor Adams with respect te 
the telephone rate increase which you called me about this morning. I believe 
that this memorandum fully answers the complaint that American Telephone 
& Telegraph Co., dictated the Commission’s action. 

Attached thereto is a memorandum dated June 4, 1954, memoran- 
dum for Governor Sherman Adams, the Assistant to the President, 
replying to the inquiry as to the procedure under which the rates for 
interstate long distance telephone service were increased effective 
October 1, 195 


P8086 O 5S pt. 2 vol. 3 6 
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Mr. MILirr. Could we have that read in the record, please? I 
think it is very good. 
Mr. Maerz (reading) : 


This is in reply to your inquiry as to the procedure under which the rates for 
interstate long distance telephone service were increased effective October 1, 
1953. 

The complete falsity and unfairness of the charge that the terms of this rate 
increase were dictated by the American Telephone & Telegraph Co., will be 
evident from the following brief recital which describes the procedures followed 
by the Commission in carrying out its continuing regulatory duties and _ re- 
sponsibilities concerning the interstate rates and earnings of the Bell System 
telephone companies and which sets forth the facts and conditions relating to the 
particular rate increase in question. 

As you no doubt are aware, the Bell System telephone companies, as well as 
all other communication common carriers, subject to the Commission's jurisdic- 
tion, are required by the Communications Act of 1934, ‘as amended, and our- 
rules and regulations promulgated thereunder, to file monthly and annual re 
ports setting forth comprehensive operating, financial and earnings data. In 
the case of the Bell System telephone companies, this information is supple- 
mented by submissions of substantial amounts of additional financial and op 
erating data, including detailed monthly reports prepared by those companies 
for their own internal administrative purposes. This information is subjected 
to continuing review and analysis by the Commission. 

In addition, it should be kept in mind that the accounts of the Bell System 
companies are required to be maintained in accordance with the rules and 
practices prescribed by the Commission and our departmental and field office 
staffs make appropriate examinations to ascertain that our accounting rules 
are being complied with. It is also pertinent that the Commission, pursuant 
to statutory mandate, is continuously engaged in prescribing and revising 
depreciation rates and practices applied by all Bell System telephone com 
panies thereby insuring that the companies’ depreciation accruals are reason- 
able and sound. In cooperation and jointly with the regulatory commissions 
of the several States, the Commission conducts studies of various regulatory 
problems presented by the operations of the Bell System companies, which 
problems are of common concern to the State and Federal jurisdictions in 
effectively discharging their respective rate-fixing responsibilities with respect 
to Bell System services. 

It will be appreciated that as a result of the above-described continuing 
regulatory supervision and surveillance maintained of the Bell System com 
panies, the Commission, at all times, is in a reasonably well-informed position 
to evaluate the adequacy of revenues and earnings of those companies, as well 
as the need for adjustment in such revenues and earnings through either rate 
increases or rate reductions. The many interstate rate reductions which have 
been negotiated by the Commission with the Bell System over the years were 
made possible largely by this process of regulation. 

The facts and circumstances with reference to the October 1, 1953, inter- 
state long distance telephone rate increase are these. Notwithstanding the 
continued growth in interstate long distance telephone revenue and traffic, 
the ratio of earnings to investment of the Bell System from its interstate 
operations showed a steady decline beginning in the latter part of 1951. In 
January 1953, following extended study, the Commission authorized A. T. & T 
to release a special reserve which it had set aside pursuant to Commission 
action from high wartime interstate earnings. The effect of this action was 
to improve temporarily the then going rate of interstate earnings of the Bell 
System from 5.0 percent to about 5.7 percent related to the net book cost of 
interstate plant. 

In June 1953, the representatives of A. T. & T. discussed with me and certain 
other members of the Commission the continuing concern of the Bell System 
regarding the downward trend which was evident in the ratio of interstate 
earnings to investment. 

They expressed the view that prompt and substantial rate relief was justified 
in the circumstances. However, they stated that before filing any increased 
rates, they desired to obtain the views of the Commission as to the type and 
amount of rate adjustments which we might consider to be within the area 
of reasonableness 
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The company’s representatives were advised by me to review the matter with 
the Commission's staff, who, in turn, would report to the Commission on the 
problem. Conferences between the staff and Bell System representatives were 
held during June and July 1953. At those conferences, inquiries were made 
at great length into all aspects of the Bell System's current and prospective 
interstate earnings situation. 

On July 23, 1953, the staff reported to the full Commission on the results of 
its conferences and its independent analysis of the company’s presentations. It 
appeared from this information that the Bell System’s going level of interstate 
earnings had declined to about 5.1 percent on net book cost of plant, or 4.8 per- 
cent on the rate base claimed by the Bell System to be more reasonable. Fol- 
lowing careful consideration of all relevant data, it was the feeling of 5 of the 
6 Commissioners that the Bell System’s interstate earnings were deficient and 
rate adjustments designed to improve those earnings from the indicated level 
of 5.1 pereent to about 6.5 percent (or from 4.8 to 6.0 percent on the company’s 
asserted rate base) would be within the bounds of reasonableness. 

Accomplishment of this improvement in the earnings level required an 8 per- 
cent interstate revenue increase amounting to $65 million on an annual basis. 
The staff was instructed to advise A. T. & T. to this effect. However, the clear 
understanding was also to be given to A. T. & T. that although the Commission 
believed that rate adjustments of this magnitude appeared justified, the Com- 
mission could not and did not commit itself as to the nature of the final action 
it would take if and when the rates were actually filed, since such decision 
involved considerations of public policy and any protests that might be received 
from telephone users. 

A. T. & T. was so advised by the staff and on August 28, 1953, filed the new 
rates to become effective October 1, 1953. At its meetings of September 28 and 
30, 1953, the Commission again gave careful and extended consideration to the 
matter, including several communications and protests received from or on be- 
half of telephone users. 

The Commission decided to permit the rates to become effective without sus- 
pension or hearing, Commissioner Frieda B. Hennock, dissenting. The full 
Commission participated in the action (Hyde, Webster, Sterling, Hennock, 
Bartley, and Doerfer). I have attached a copy of the public notice which the 
Commission approved in regard to the rate increase, which notice includes the 
dissenting opinion of Commissioner Hennock and a concurring opinion of Com- 
missioner John C. Doerfer. 


Mr. Hourzman. Mr. Chairman. This was the first time to your 
knowledge that a major rate increase was granted without suspension 
of hearing, right ? 


Mr. SrrassspurGc. That is right. I was just advised that in the 


preceding year a general rate increase was permitted for Western 
Union of $10 million, which for Western Union was of a substantial 
revenue relief. However, that was without hearing. Prior to that 
time, however, we did have formal proceedings. 

Mr. Hottzman. Mr. Chairman. 
Sherman Adams? 

Mr. Srrasssure. As I stated—— 

The C'narrMAN. Whosigned it. you mean ? 

Mr. Hotrzman. Who signed it? 

Mr. Manerz. Mr. Chairman, this was a memorandum from—it does 
hot sav. 

Mr. Mriuver. It was not signed. 

The CuarrmMan. Whosent it? Rosel H. Hyde? 

Mr. Srrassspurc. He was Chairman at the time. 

Mr. Hourzman. Is he still with the Commission ? 

Mr. Srrasspura. He is. sir. 


Who wrote that memorandum to 


Mr. Minier. May I ask a question on this memorandum, Mr. Chair- 
man ¢ 


The CHarrMAN. Yes. 
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Mr. Mintier. Are youthrough ? 

Mr. HourzmMan. Yes. 

Mr. Mitier. Just so that we do not get this wrong as far as the 
newspapers are concerned again 

The Cuamman. The newspapers are never wrong. 

Mr. Miter. Or a misinterpretation, or a wrong impression. This 
letter from Sherman Adams to the Commission was after the fact: 
was it not? 

Mr. Strrasspure. It was. 

Mr. Minter. In other words, the rates were already published and 
approved as of October 1, 1954. The rate increase was October 1, 1953, 
right ? 

Mr. Srrasssurc. They were permitted to go into effect as of October 
1, but without any approval as such by the Commission. 

Mr. Minier. Yes, but they were permitted to go into effect on 
October 1.1953. 

Mr. Srrasspurec. Yes, sir. 

Mr. Mituer. It is then the fact that the rate was approved, or per 
mitted to go into effect. 

Mr. Srrassspure. Those were the effective rates; yes, sir. 

Mr. Miuuer. And the letter from Sherman Adams did not come 
until the following June; is that correct ? 

Mr. Srrasssure. I do not know whether it was a letter or a tele 
phone call that Mr. Hyde 

Mr. Mirurer. The communiaction from Adams to the Commission 
did not come until the following June. 

Mr. Srrasssurc. That is right. 

Mr. Minurr. So that Mr. Adams had nothing to do with the rate 
increase or the deliberations of the Commission in connection there- 
with. but his communication was to the Commission after the fact 
simply because he had received a complaint from someone and he 
asked for an explanation of why it had been done. 

Mr. Srrasseure. That is right. 

Mr. Mituer. Am IT correct in that ? 

Mr. Strrasspurc. I would surmise that that is the case. 

Mr. Mirnirr. All right. Now one or two other questions. Is it not 
possible that if a hearing had been held, the A. T. & T. system would 
as a matter of fact ask for more than the $65 million which they 
received as a result of the action without a hearing. Could they not 
have asked for more in hearing ? 

Mr. Srrasspure. Oh, yes, they could have asked for more. Whether 
thev would have. I do not know. 

Mr. Miuier. What ? 

Mr. Srrasssure. Whether they would have 

Mr. Minuer. You cannot state, ean vou ? 

Mr. Srrasspurc. I cannot state, no. 

Mr. Minurr. Might they not, had there been a hearing, have asked 
for a determination by the Commission that rates be based upon re 
placement costs instead of original cost of equipment, which would 
indeed have made tl basis fora far higher increase than actually was 
eranted ? 

Mr. Srrasseurc. Thev might have asked for it on that basis, sir. I 
cannot speculate, though. as to what their actual request might be, 
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Mr. Minier. That is true. Now, Mr. Strassburg, you are familiar 
with this letter in the record, through which a pencil mark has been 
drawn, from the Chairman, Mr. MeConn: iughey, to the Attorney 
General, the letter which was rejected by the Commission. 

Mr. Srrasspure. Yes. 

Mr. Miuter. That is the one that Mr. Cowgill drafted, as I recall. 
Are you familiar with that / 

Mr. Srrasspurc. Yes, sir. 


Mr. Miuuer. Now in that letter it refers to reductions in rates. For 
example, the last sentence says: 


For example, such reductions amounted to 70 million for 


a year in 1948 and 
110 million a year in 1952. 


Mr. Srrasssurc. We were not referring to rate reductions. There I 
believe we were referring to reductions in Western Electric prices. 

Mr. Mitier. Yes. And were those reductions accomplished without 
hearings ? 

Mr. SrrasspurG. Well, there would be no occasion to have hearings 
before the Commission on either increases or reductions in Western 
Electric’s prices. They do not have to apply to us. 

Mr. Hourzman. It is only 
that not so? 

Mr. STRASSBURG. 


as to rates that you have hearings; is 


It is only with respect to the rates charged to the 
public for communications services that we have hearings, sir. 

Mr. Mituer. As a matter of fact 
with the Commission ? 

Mr. SrrasspurG. Since 1943. 


Mr. Mintuer. And have there as a matter of fact been rate decreases 
without hearings ? 


, how long did you say you were 


Mr. Srrasspurg. Oh, yes, there were quite a few, sir. 


Mr. Mitier. That is all. 


The CrarrmMan. Since the gentleman from New York, Mr. Miller, 
my distinguished colleague, has been doing some speculating as to 
what might or might not h: appen, conceiv: ably the telephone company 
could have asked for not a $66 million increase in charges for inter- 
state long-distance telephone service; it could have asked for a hun- 
dred million dollars. And since the Commission placed full faith and 
credit upon the tele ‘phone company s represent: ations, concelv: ibly- 


and Tam still speculating, and you would speculate in your answer- 


the Commission could have granted an increase of 100 million or 150 
million on the same basis, as there was no public hearing. 

Mr. Srrassspurc. That is speculation, sir. 

The CHarrMan. Oh, yes, 1 am sure it is possible. 

Mr. Hourzman. Mr. Chairman, while we are speculating, isn’t it 
possible that if there had been a hearing there would have been a sub- 
stantially lower increase or perhaps no increase granted ? 

Mr. Mintzer. I will stipulate that. 

Mr. Horrzman. Delighted. 

Mr. Miuier. Cert: ainly it is all speculation. In other words, had a 
hearing been held and testimony taken, certainly the telephone com 
pany would have started off by demanding more and might have 


gotten more and justified more. The fact there were no hear ings does 
hot impress me one way or another. 
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Mr. Hottzman. The fact is they did get a $66 million increase in 
rates. That is the fact. 

That is not speculation, is it / 

Mr. SrrasspurG. That is the fact, Mr. Holtzman. 

Mr. Mitier. After many conferences and the facts being given on 
both sides and with all the information which the regulatory agency 
has all the time, as is indicated in this memorandum. 

The Cuarrman. In any event, despite all this speculation, this was 
a major rate increase. 

Mr. Srrasspurc. I believe you can characterize it as such. 

Mr. Mauerz. Now in the year 1954, what was the Bell System’s 
rate of return for interstate telephone service on a net cost basis? 
Would it be 6.6 percent / 

Mr. Srrasspure. 6.6 percent on the net book cost basis for inter- 
state. 

Mr. Maverz. And what was the rate of return of the Bell System 
in 1955 from interstate telephone service ? 

Mr. SrrasssurG. 7.7 percent on the same basis. 

Mr. Maerz. And what was the Bell System’s rate of return on 
interstate telephone service in 1956 on a net book cost basis ? 

Mr. SrrasspurG. 7.8 percent. 

Mr. Maerz. And what was the Bell System's rate of return in 1957 
for interstate telephone service on a net book cost basis ? 

Mr. SrrasssurcG. 7.3 percent. 

Mr. Maerz. Is it correct that instead of a return on net book cost 
of 614 percent, which was the reason for the $65 million rate increase, 
the Bell System actually obtained a rate of return from interstate 
service in 1955 of 7.7 percent, in 1956 of 7.8 percent, and, in 1957, of 
7.3 percent / 

Mr. SrrasspurcG. Those are the actual returns on those bases. 

Mr. Maerz. I will have more detailed questions about this matter 
ina moment. Before that, let me ask you this: Suppose in 1955 the 
Federal Communications Commission had reduced the Bell System’s 
rate of return for interstate telephone service from 7.7 percent to 6.5 
percent. What would have been the savings to the telephone sub- 
scriber / 

Mr. SrrAsssuc. Roughly 52 million. 

Mr. Maerz. And suppose in 1956 the rate of return for the Bell 
System for interstate telephone service had been reduced from. 7.8 
percent to 6.5 percent. What would have been the savings to telephone 
users / 

Mr. SrrasspurG. If there had been no reduction in the prior year, 
the reduction in 1956 would have been 62 million. 

The Cuatrman. Is that 1956? 

Mr. Srrasspurc. If we use that as our test period, yes. 

Mr. Maerz. And in 1957 if the Bell System’s rate of return for 
interstate telephone service had been reduced from 7.3 percent to 6.5 
percent, what would have been the savings to long distance telephone 
users ¢ 

Mr. Srrasspurc. Assuming there had been no reductions in the pre 
ceding years, it would have been about 45 million. 

The CuarrMan. So that in those years the phone users paid $159 
million more than they should have paid ? 
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Mr. Srrasspura. I do not believe you can jump to that conclusion, 
Mr. Chairman. 

The CuarrmMan. Judging from the rate that was fixed originally, 
and insofar as these profits have so materially increased, and since 
there was no reduction of rates, and the Communications Commission 
made no attempt to reduce the rates or inaugurate any inquiry or in- 

vestigation as to the rates, why isn’t it fair to say that the phone users 
paid an additional $159 million? W hy isn’t it proper to state that ¢ 

Mr. SrrasspurG. Well, if you are going to take that 614 percent and 
freeze it and say that that is your point of reference for all time to 
come, well, you can sure come to that conclusion that rates are higher 
than need be by that amount. However, I believe the Commission’s 
view as expressed in its public releases and in its memorandum to Sher- 
man Adams was that it regarded the 614 percent to be within the range 
of reasonableness. 

It did not mean that they were finding a specific rate of return or 
that something higher might not have been justified and still be with- 
in the range of reasonableness. 

The Cuatrman. But 6.5 was the figure that they originally set when 
they asked for the increase / 

Mr. Srrasspurc. Well, it worked out at 6.5, sir. 

The CHarrMan. Put it another way. To the extent that the Bell 
System was allowed a return in excess of 614 percent in 1955, 1956, 
and 1957, long distance telephone users were charged an additional 
$159 million, is that correct ? 

Mr. Srrasspurc. If you want to—on those premises, yes, that is 
correct, but if you want to carry your rationale forward, you might 
as well go back to the preceding years when it was less than 614 percent, 
sir. 

In that case you might say that the Bell System forewent, or had 
foregone revenues of maybe 50 or 60 million dollars when their return 
was under 61 4 percent. I do not know that this is a very effective or 
meaningful way of examining this question, Mr. Chairman. 

The CHarrMaAn. I am a meaningful person. 

Mr. Srrasspurc. I did not mean to say that you weren’t, sir. 

The CrarrMan. I feel that in this instance as far as those years are 
concerned, unless we have information to the contrary, the public has 
heen compelled to pay $159 million more than they should have paid 
for interstate tele phone service. 

Mr. Srrasspura. A large number of factors, Mr. Chairman 

The Cuatrman. Excuse me. And I think your memorandums, 
which we will come to, I think you felt the same way and we will show 
that ina minute. 

Mr. Mitier. May I ask a question, Mr. Chairman ? 

The CHairMan. Yes. 

Mr. Mitier. Referring to the concurring opinion of Commissioner 
Doerfer in regard to this ¢: ase, I note that he ss aid that since 1940, with- 
out any hearings at all, that there had been a reduction of over $250 
million in rates charged, is that correct ? 

Mr. Srrasspurc. I believe that is what he stated. 

Mr. Minter. Which is considerably more than the $159 million 
which the chairman is using. 

The CuarrmMan. We will come to that ina minute. 
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Mr. Mituer. I havea question. Am I correct in that / 

Mr. Srrasssurc. I do not know if that $250 million is entirely com- 
parable, Mr. Congressman, with the figures that Mr. Maletz has been 
using. 

Mr. Mixer. I do not think anything would be comparable to the 
figures Mr. Maletz is using, but I am just trying to clear the record 
here. 

The Cuairman. I think they are comparable, and the public is very 
much disturbed, I am sure, and will be, when these hearings are pub 
lished, as to what has happened. 

Mr. Miniter. There are two opinions on that, Mr. Chairman. I do 
not think so. 

The CHarrMANn. That is what makes a horserace. 

Mr. Miuzer. That is right. 

The CHatrMAN. Go ahead. 

Mr. Miter. I just wanted to ask this one question. But it is true, 
is it not, that for many years preceding the years referred to by Mr. 
Maletz that the telephone company, the A. T. & T. System was oper- 
ating at a return less than 614 percent / 

Mr. StrasspurG. Well, there were years when they were and there 
were years when they were not. 

Mr. Mitier. Of course. 

The CHarrMAN. We will come to that. Just hold your horses a 
moment. 

Mr. Mitver. I’m all through. 

The CHairMAN. We will give you those increases, not decreases 
increases. 

Mr. Minter. Let’s have the decreases, too. 

Mr. Materz. Mr. Chairman, may I ask Mr. Strassburg some ques 
tions about rate reductions? Since 1940, and I believe you and | 
discussed that last Friday, Mr. Strassburg. Is it correct that on 
May 1, 1940, there was a voluntary rate reduction by A. T. & T. of 
$5.800.000. 

Mr. Srrasssurc. I did not bring that list with me, Mr. Maletz, but 
I will accept your statement of it. 

Mr. Maerz. Subject to check, is that date and figure correct ? 

Mr. Hoxiraman. Are these all voluntary reductions now we are 
talking about / 

Mr. Maerz. They were voluntary reductions as I understand it. 

Mr. Srrasspurc. The ‘vy Were negoti: ated. 

Mr. Materz. With the Commission / 

Mr. SrrasspurG. Usually they came about through action taken by 
the Commission. 

Mr. Mitxier. Without a hearing, the same manner in which this rate 
increase was granted / 

Mr. SrrasspurG. One or two may have been accompanied with 
hearing, Which never materialized on the record so to speak. 

In other words, we instituted proceedings, but the matter was dis 
posed of without going on the record. 

Mr. Maerz. Mr. Chairman, subject to check by Mr. Strassburg, the 
following information was provided: On May 1, 1940, there was a 
rate reduction of $5,300,000; On July 10, 1941, a rate reduction of $12,- 
365,000, on February 15, 1943, a rate reduction of $21,800,000, on 
March 1, 1944, a rate reduction of $21,300,000, on March 1, 1944, a rate 
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reduction of $5,150,000, on July 1, 1945, a rate reduction of $20,855,000, 
on February 1, 1946, a rate reduction of $15,475,500. 

Are those dates and figures approximately correct to the best 
of your recollection ? 

Mr. Srrasspure. To the best of my recollection, they are. They do 
not tell the whole story because those represent only the reductions 
in revenues obtaining with respect to long lines traffic. 

There were associated company interstate traffic in which long lines 
did not participate, on which there were similar reductions, and the 
amounts that you have been reading off there, Mr. Maletz, do not re- 
flect the amount of those savings. 

Mr. Mauerz. Now Mr. Strassburg, has there been a rate reduction 
since February 1946? 

Mr. Mitier. What was that date / 

Mr. Maerz. February 1946. 

Mr. Srrasspurc. There has not been any general rate reduction, no. 

Mr. Miter. May I ask one question there, Mr. Chairman ? 

The CHarrMan. Sure. 

Mr. Minter. Do you know of anything that has gone down since 
February 1946? 

Mr. Hotrzman. Other than our youth, of course. 

Mr. Srrasspurc. Did you want an answer to that, Mr. Miller? 

Mr. Mitier. Maybe I had better withdraw it. 

Mr. Marerz. Mr. Strassburg, may I turn to efforts made by the 
staff of the Commission to obtain a reduction in long distance tele- 
phone rates during the period 1955 through 1957. Is it correct that 
In a memorandum dated June 13, 1955, from the Chief of the Com- 
mon Carrier Bureau to the Commission, the following was pointed 
out, and I quote: 


The Commission has never made a formal determination defining what is a 
fair rate of return for interstate service or the basis upon which such return 
should be computed. Nor has the Commission ever formally determined various 
other questions which are involved in evaluating interstate revenue requirements 
for rate-making purposes. Accordingly, the staff is not in a position to state 
definitively whether the present indicated level of earnings warrants concern 
by the Commission as to the justness and reasonableness of existing interstate 
rates. It would appear, however, that at existing rate levels, interstate services 
of the Bell System are producing earnings which are, at the least, liberally 
adequate to insure the financial integrity, and safety of the capital invested 
in the plant devoted to the furnishing of those services. It is also pertinent 
that the indicated going rate of earnings of 7.0 percent to 7.5 percent represents 
a considerable improvement in the level of interstate earnings reported by the 
Bell System for most of the past several years, and may also be compared with 
the return of 6.5 percent which, it was estimated, would derive from the October 
1, 1953, rate increase. 


Is that a correct reading of this portion of the memorandum ? 

Mr. Srrasspurc. I did not follow you completely, Mr. Maletz, but 
it sounds correct to me, Ves. 

Mr. Maerz. Was this memorandum prepared in part by you? 

Mr. SrrasspurG. It was, I was responsible for it. 

Mr. Marerz. And was it considered by the Commission on June 29, 
1955? , 

Mr. Srrasspure. It was. 

Mr. Maerz. What did the Commission do about this? 
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Mr. Srrasspurc. There was discussion, as there is on all of these 
memoranda, and the Commission decided to take no action at that 
time. 

I do not believe that the staff made any recommendation at that 
time, either. 

Mr. Maerz. Just called the Commission’s attention to the level of 
earnings of the Bell System, is that correct ? 

Mr. Srrasspurc. That is what it was doing, and a number of factors. 
I think we also pointed out that there was pending at the time adop- 
tion of the modified Phoenix plan, too, just as an illustration of the 
various things you get into, which would change the apportionments 
of Bell System investment and expenses between the interstate and 
intrastate jurisdictions, and which could have a material effect upon 
level of earnings. 

Mr. Maerz. Mr. Chairman, I would offer this memorandum dated 
June 13, 1955, in evidence. 

The CHarrman. Accepted. 
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(The memorandum referred to follows :) 


FEDERAL COMMUNICATIONS COMMISSION — ee 
AORRASRERARp De. Se 20716 For Common Carrier agenda 
2,198 oat ae 
INTER-OFFICE MEMORANDUM 

FOR: Common Carrier Agenda 

TO: The Commission 

FROM: Chief, Common Carrier Bureau 


SUBJECT: Current interstate operating results of the 5el]1 System companies, 
RECOMMENDED ACTION: None 


1. The subject memorandum reviews the operating results which have been 
experienced by the Bell System companies from their interstate and foreign 
(hereinafter referred to as interstate) communication services since the 
October 1, 1953 general increase in interstate message toll telephone rates. 
The memorandum also discusses the current trends which are indicated in the 
level of interstate earnings, and various related pending matters and other 
considerations which bear upon the current earnings situation, 


Interstate Operating Results 


2. It will be recalled that in reaching its decision to permit the Fell System 
companies, effective October 1, 1953, to make increases in their interstate 
message toll telephone rates which would produce an estimated [65 million of 
additional annual revenues, the Commission had before it operating results 
data which indicated a going level of interstate earnings amounting to about 
4.8% on net book cost of plant, It was estimated that the pronosed rate in- 
crease would improve the going return from 4.8% to about 6.5%. For some 
months preceding this increase the Bell System had been experiencing a steady 
decline in the monthly rate of growth in its intorstate traffic and revonues. 
This decline, which was attributed to a general decline in business activity 
throughout the country beginning in the spring of 1953, continued during the 
last quarter of 1953 and into the first six months of 1954, As a result, dur- 
ing this period following tho October 1, 1953, rate increase, intcrstate earn- 
ings failed to produco the return of 6.5% which had been anticipated for the 
new rates, In the third quartor of 1954, the goneral lovel of business activ- 
ity began to improve materially, This improvoment wes promptly reflected in 
the interstatc traffic volumos, revenues cnd cernings of the Bell System. The 
not effect of this reversal has been the cstablishment of a level of carnings 
which is considerably above the lovol of 6,5% anticipated at the time of the 
October 1, 1953, rate adjustments, 











3498 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


3, Table 1 on the following page is designed to show the trends which 

the Bol) System has experienced in its interstate operating results sinco 
Januery 1953, The table, which is based upon data as reported by the Bell 
Systom, sets forth, by querterly poriods, (a) tho volumo of interstate 
message toll tclephone messages and the percent increase therein over the 
same quartcr of the preceding yoar; (b) interstate revenues subject to tho 
division of interstcte revonucs (DIR) contracts and the pereont inercaso 
over the preceeding yoar Y/; (c) net book cost of plcent assigned to intcr- 
state service subject to tho DIR contracts; (d) not operating income; and 
(c) ratios of net operating income to net book cost of plant, 


Before the October_1953_Fatc Inercase 
4. It will be seen from the table that during the first three quertcrs of 
1953, which preceded the Cetober 1, 1953 rate increcse, interstate message 
volumes and interstate revonues subject to the DIR contracts were experienc- 
ing less and less growth, percentagewisc, over the same three quarters for 
1952. During this seme period in 1953, plant investment essigned to inter- 
state operetions and interstate operating expenses continued to increaso 
at a rato which more than offset tho diminishing rate at which interstato 
revenues and message volumes were increasing, As a result, as will be sccn 
from Table 1, the ratio of intcrstatc earnings to net book cost of plant 
doclined from 5,6% in the first quarter to 4.0% in tho third querter, Upon 
considoration of this trend and in oxpectetion of its continuation, thc 
Commission permitted the Bell Systcm to incrcoaso its intcrstatc mcossage toll 
telephone retes, cffective October 1, 1953, in an amount cstimctcd to pro- 
duce additional revenuos of 465 million annually. It wes celeulated that 
such increase would improve Bell's interstate carnings from cn indicetod 
annual going levol of 4.8% on not book cost of plant to about 6.5%. 


Aftcr the October 1953 Fatc Incrcase 





5. Following the Octobcr 1953 ratc increase, the declining growth trord, 
continucd in the fourth querter of 1953 and throughout the first six months 
of 1954, In fact, as is shown hy Tceblc 1, traffic volumes in the first 
querter of 1954 dipped below the first quartcr of 1953, However, during this 
period the rate inercase succceded in maintaining intcrstatc carnings levols 
within a range of 6,0 to 6.5% on nct book cost of interstate plant. In the 
late summcr of 1954, with the goreral improvoment thet began to be exporicnecd 
in goncral ceonomic conditions, intcrstetc mcsscgo volumcs and revenucs began 


— 


Boll Systom interstate message toll tclophonc revonucs (aftor payouts 
to non-Boll connceting campanics) but also all Long Linos Department 
revenuos (aftcr payouts of commissions cond prorates to othcr tolcpheno 
companics participating in the corvices including othcr Boll companics) 
from its othor special scrvicos, 
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a new upword swing. This upword trond is fully reflected on the tcble which 
shows that message volumes in tho fourth querter of 1954 and the first 
quarter of 1955 were 8.3% and 11.0% greater, respectively, than comparable 
periods of the preceding ycar, fevenuewise, the increases for these quartcrs 
amounted to 12,3% and 15.5%, In terms of carnings level, this new trend 
produced a return on not book cost of plant amounting to 7.5% in tho fourth 
quarter of 1954 ard 7,6% in the first quarter of 1955, as compared with a 
return of 6.1% for the comparcble quarters of a year ogo. Thus, it appoars 
thet, at the new level of business, and making some cllowance for seasonal 
slumps that occur during the summer months, tho going rato of interstate 
carnings of the Boll Systom is somewhere in the range of 7,0% to 7.5% on an 
annual basis, Assuming © continuction of the existing tronds, intcrstato 
operating results for the 12 months of 1955 may be oxpected to be considorably 
bettor than for the 1954 calendar year during which Bell's intorstate return 
approximated 6.6% on net book cost of plant. In this connection, it is csti- 
mated by the Bol] System, as announced in recent public rcleases, that toll 
telephone messego volume in 1955 will oxceed 1954 volume by about 10%, 


Discussion 


6, In appraising thc reasoncblenoss of existing intcrstate rate levols in 
the light of the operating results deta summecrized above, several important 
consicerations should be kept in mind, 


First, tho rate base used in computing the "returns" or ratios of net 
operating income to net plant discussed above is composed of average net book 
cost of telephone plant in service plus relatively small amounts in theo "prop- 
erty held for futuro usc" and "telophone plant acquisition adjustment" accounts, 
It does not includo ccrtain controversial ratc base items such as working 
capital, tclephone plant under construction and other invcstments usually 
claimed by thc company in rate case procecdings, To the extent that adcitional 
amounts for these items are includec in the rate base, the indicated level 
of carnings is lowered, For example, in the negotiations between tho staff 
and company officials preceeding the October 1, 1953 rate increase, the com- 
pany estimated the lovcl of carnings anticipated under the increased retcs at 
6,0% computed on the company's ratc base, compared to the 6,5% lovol of oarn- 
ings computed on an avcrage net plant rate base, 


Second, the ratios arc computed from opcrating data rcported by th 
compeny which have not tcen subjected to any dctailed oxamination by the Com- 
mission to determine the propricty of all amounts reported as plent investment 
and operating exponses, 


Third, as thc Commission knows, some of the state regulatory bodics 
havo made adjustments in the rate base and allowable opcrating cxponses because 
of questions relating to such itoms as the profits carned by Westorn Eloctric 
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on sales to AT&T and the associated companies / pension costs and non-recurring 
expense items. To the extent that some portion of the claimed plant invost- 
ment and operating expenses might be disallowed for rete making purposes 

because of these nattcrs, the indicated level of carnings would be increased, 2/ 


Fourth. Boll company woge contracts with cmployee Unions gencrally 
expire within the next few months, Additional wage costs from rencgotiating 
these contrects will dopond largely upon what basis the steel end automobile 
industries settle with their erployccs, 


Fifth, As previously noted, intcrstate opcrating results sumcrized 
on Table 1 include not only 211 interstcte nessage toll tclephone service 
rondored by the Pell Systen compcnics, but clso Long Lines! shcre of tho 
revonues from oll of the special sorvices furnished by the Long Lincs Depert- 
nent of AT&T, These spocicl servicos, which include TWX, private linos end 
progran trensmission sorvicos, account for about 11% of the totcl revonues 
shown on Table 1 as subject to tho DIR contracts, In the absence of spocicl 
studios to sogregate the costs appliccble to each servico, it is not possiblo 
to estimnto with any cogreo of cecuracy the level of ecrnings from cach serv- 
ico, or to dotcrrino whether the particuler scrvico is carning nore or less 
than ao foir return, It will be rceclled thrt in 1953, such studies wore nado 
for the Boll Syston's TWX and priv-te line telegraph scrviccs ond culminated 
in ratc adjustrorts, cffoctive July 1, 1953 for thoso services, More recontly, 
cost studics have beon nade with rospect to the telovision transnission 
sorvices of tho Bell Syston (thc rcasonablcness of rates for which services coro 
in issue in Deckot No. 8963). It would appoar from the studics that at ox- 
isting rates the scrvices are not fully compensetory, cnd thet Boll is carning 
only « nominal return, if any at all, from thom 3/, Thus, on the besis of 
the results indicated by the cost studics, it appcars that othor intorstcto 
operctions of the Bcll Systom, principally message toll tcleophono scrvices, 
are subsidizing the usors of tho intercity tclcvision transmission 





a ee es = a ee ee eee eee 


1/ With rogard to Wostorn Electric, it should be noted thet in the pest five | 
yoars, tho company's gross sales have increased fror $737 nillion in 1950 
to 1,486 million in 1954, of which {1 billion roprosonted sales to Boll 
Systor compeni.s, Wostcrn's return on avcrego not invostnont increased 
fron 8,6% in 1950 to 10.3% in 1954, Thesoc roturns rolate to the company's 
total businoss. On sxles to Bell companies clonc, Westorn cssorts thot 
its 1950 rcturn retio wes &,6% and in 1954, 8.0%. Thoso returns raise ao 
reogulntory question cs to whether Western's pricos to its sistcr companics 
of the Bcll Syston nay be umreasonablo and to tho cxtcent that they aro or 
havo been, whether the elrined invostiient and opereting expenses of the 
operating companics for reto-making purposes should be cdjusted to climinate 
any ecxcossive Wostern profits, 

2/ Confronted with a formal roto-ncking procecding, the Bcll Systor night con- 
tend for a fir volue rate bese which hes beon cdopted in severe] state 
jurisdictions, Such 2 ratc bese would of course cxecod in anount tho not 
book cost component, However, Bell thus fer hes made no fair valuc clain 
in eny rato negotiations with this Cormnission. 

3/ The nost recent study as of Deconbor 31, 1953 indiectcd a roturn of about 
2.2% cn Boll's eleinod not invostont, It is unlikely that the nore up-to-dat 
studios cs of Decanbor 31, 1954, currently in progross, will revocl 
significant inprovcnent, 
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services, to the extent that the latter sorvices are producing less than 

a fair return on the net investment allocated to those services, Since 

the bulk of the intercity program trensmission services of the Bell System 
are included in the combined interstate operating results summarized in 
Table 1 above, it is cstimated that if the investinent, expenses and revenucs 
applicable to the video services were excluded from the combined interstato 
results, the indicated current lovel of interstate earnings of 7.0% to 7.5%, 
discussed above, would incrcaso by about 0.3 of © percentage point, 


Sixth. A proposed change in the tclophone separations procedurcs 
(Modificd Phoenix Plan) is pending action by the Commission. The Cormission 
will recall that in the Fall of last yoar, it advised tho NARW that it 
would be in a botter position to consider the proposed plan if it was first 
endorsed by substantially <ll of the statc cormissions, At the NARUC's 
annual convention held in Chicago in November 1954, a resolution was adoptod 
approwing the Modified Phocnix Plan, with two statos dissonting, The plan 
is now awaiting action by the Commission, Effectuntion of the plan would, 
on the basis of Juno 1954 oporcting deta, shift about %150 million of plant 
investment and $20 million of annual opcrating oxpenses from intrastate to 
interstate operctions. It is cstimated that at the current levol of opera- 
tions the effect of tho plan, in terms of annual revenue roquirements, would 
amount to about “35 million to $4) million, In othor words, it would tako 
an interstate rate increase amounting to §35 million to %40 million in annual 
revonucs to maintain interstate earnings ct their prosont lovel of 7,0% to 
7.5%. Without ao compensating increase in intcrstate ratcs and revenues, 
adoption of the "Modificd Phoonix Plan" would reduco the curront level of 
intorstato earnings by about .9%, i.c., from 7,0%-7.5% to 6,1% - 6.6%, The 
Boll System hes insistod that it would not accopt the Modificd Phoenix Plan 
without boing kept whole by an interstate rato increase. The improvement 
in intcrstate ecrnings hos not causec’ cny changc in this Bcl] position, 


Staff Observations 


7, Based upon operating data reported by the Bcll System for the 
fourth querter of 1954 and the first quarter of 1955, interstatc rates aro 
currently producing oarnings at a levol of 7.0% to 7.5% on not book cost 
of tclephono plant. In view of the very substanticl growth trond that is 
currently indicated in intcrstato message volume and revenucs, it is esti- 
mated that, barring a change in the proscnt separation procedure, the present 
going levol of earnings will bo maintained throughout 1955. This ostimato 
takes into account the liklihood of c continucd increase in tho plant con- 
ponent of the intcrstato rate beso as well as the possibility of an in- 
ereaso in tho Boll Systom's wago ratos during 1955. 


8. Tho Commission has never mado a formal doterrinction defining what 
is a fair rato of return for intcrstcto sorvicec or the besis upon which such 
roturn should be computed. Nor has the Commission over formally doterminod 
various other quostions which aro involvod in cveluating intorstate rovonuc 
roquiromonts for rato-making purposos, Accordingly, the stcff is not in a 
position to state dofinitivoly whother the prosont indicatod level of carn 
ings warrants concern by the Cormission as to tho justncss and reasonablenoss 
of oxisting interstate ratos, It would appear, howevor, that at oxisting 
rato lovols, intorstate sorviccos of the Bcll System ero producing ccrnings 
which aro at tho loast, liborelly adequate to insurc tho financial intogrity 
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and safety of the capital invested in plant devoted to the furnishing of 
those services, It is also pertinent that the indicated going rate of 
earnings of 7,06 to 7.5% reprcsents a considerable improvenent in the level 
of interstate carnings reported by the FPcll System for nost of the past 
severcl years, ond may also be compared with the return of 6.5% which, it 
was cstinated, would derive fron the October 1, 1953 rate increase, 


9. The fcrcegoing is sutmitted for informetion and discussion. 


Pins ed uO eget 


Herold G, Cowgill 
Chicf, Corr:on Carrior Bureau _ 


RS 


BStrassburg/1lkj/p:CC 
HLBaker 


26086 O AS pt. 2, vol 
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Mr. Maerz. Is it correct, Mr. Strassburg, that by memorandum 
dated December 26, 1955, the Chief of the Common Carrier Bureau 
advised the Commission as follows, and I quote from page 2. 

Mr. Srrasspure. What paragraph are you reading from / 

Mr. Maerz. Page 2: 


As noted in the reference memorandum, the settlement ratios referred to above 
are not to be construed as the equivalent of a rate of return which might be 
employed in a formal determination of revenue requirements for ratemaking 
purposes. However, the staff believes that these settlement ratios, which are 
indicative of the going level of interstate earnings, are sufficiently high to raise a 
question as to the reasonableness of interstate rates for the following reasons: 

First, the going level of interstate earnings of 7.5 percent may be compared 
with the return ratio of 6.5 percent on net book cost of plant, which ratio it was 
estimated would result from the negotiated October 1953 rate increase. From 
the staff's continuing review of the Bell System’s capital costs and revenue 
requirements, a return of 6.5 percent appears adequate to maintain the Bell 
System’s ability to continue to attract large amounts of new capital 


» . »). 
Page 3: 


4. The Commission has never made a formal determination defining what is a 
fair rate of return for interstate service or the basis upon which such a return 
should be computed. Nor has the Commission ever formally determined various 
other questions which are involved in evaluating interstate revenue require 
ments for ratemaking purposes. The staff is of the opinion that in view of the 
current high level of interstate earnings and the indicated upward trend in 
interstate operations generally, the Commission would be justified in questioning 
the justness and reasonableness of existing interstate rates. This might be done 
in 1 of 2 ways: (a) By informal negotiation with the Bell System in an effort 
to agree upon a voluntary rate reduction: or (b) by the institution of a formal 
rate investigation. 


Mr. Chairman, I would offer this memorandum in evidence. 
The CuairmMan. Accepted. 
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(The memorandum referred to follows:) 


FEDERAL COMMUNICATIONS COMMI3SI0N Item No, 3 
Washington 25, D. C. 26595 For Common Carrier agenda 
Commission action 
December 2%, 1955 January 4, 1956 
INTER-OFFICE MEMORANDUM Pao taet ecttond: be 8 
: % Spee Pole 
FOR: Common Carrier Agenda F ~ 
TO: The Commission x 
FROM: Chief, Common Carrier Bureau 
SUBJECT s Current interstate operating results of the Bell System companies 


REFERENCES: Memorandum (Mimeo, 22882), dated September 7, 1955, from Chief, 
Common Carrier Bureau regarding effects of Modified Phoenix 
Plan of Telephone Separations Procedures on Interstate carnings 
(Common Carrier Special Agenda, October 4, i955, Item No» 2). 
Memorandum (Mimeo. 20716), dated June 29, 1955, from Chief, 
Cammon Carrier Bureau regarding current interstate operating 
results (Common Carrier Agenda, June 29, 1955, Item Noe 6). 


yor OT TON 


RECO. i SMDED ACTION: For Discussion. 

1. In the reference inemoranda the Commission was advised that, on the basis 
of re orted interstate onverating d-ta for the first six months of 1955, the 
Bell system companies were eerning 7a5.2 01 net book cost of vlant (settlement 
ratio) from their total interstate operations. In view of the very substan- 
tial growth trends in revenues and messages, the staff had estimated that 
this level of earnings would be maintained throughout 1955 notwithstanding 
anticipated wage increases and continued plant ex»sansion. Reported inter- 
state operating data for the third quarter of 1955 indicates that these 
growth trends are continuing. The effect of this growth is indicated by the 
settlement ratio of 7.5. for the third quarter, which normally reflects a 
seasonal slump and the ratio of 8.2% for the month of October, 1955. 


2e Revorted operating data for the Bell system's total interstate operations 
under the division of revenues contract for the twelve month periods ended 


7 


October 31, 1954 and 1955 are summarized in the following table: 
Bell Teleshone System 
Total Interstate Under Division of itevenues Contracts 
(i illions) 








~ Year Year 
i Ended_10-31-55 Ended 10-31-54 

Number of iiessages 7L,0,0 665.7 
aperege Bet Book Cost of Plant v2 ,06520 1,871.9 
“reps Revenues 1,144.09 95.4 
Yperating Expenses 836,2 768.2 
Federal Income Taxes 151.0 109.1 
Total Deductions 987.2 877.3 
Net Operating Income 15767 118.1 
Settlement Ratio (Annual Basis) 7.63% 6.31% 
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As indicated by the table there has been a marked improvement in the level of 
earnings in 1955(7.6%) over 1954 (6.3%). In 1955, interstate revenues 
exceeded 1954 revenues by 15% and messages were 124 greater in volume, If 
these growth trends continue, it is exvected that the current level of earn- 
ings of 7.5% will be unaffected by wage increases which have been effectuated 
in the Bell System companies in 1955. In this connection, upon request of 
the staff, the Bell System has supplied data showing the estimated annual 
effect on interstate ex renses of wage increases which were negotiated between 
January 1, and December 16, 1955. Pased on the staff's analysis of these 
data, it appears that if the current interstate operating results were 
adjusted to reflect only the year-end wage levels the earnings ratio would 

be lowered by about 4%. However, it appears that the growth in revenues 
will largely, if not entirely, offset the depressing effect of these wage 
increases with a resulting end-of-year level of earnings of at least 7.5%. 


3. As noted in the reference memoranda, the settlement ratios refcrred to 
above are not to be construed as the equivalent of a rate of return which 
might be employed in a formal determination of revenue requirements for rate- 
making purnoses. However, the staff believes that these settlement ratios, 
which are indicative of the going level of interstate earnings, are suffici- 
ently high to raise a question as to the reasonableness of interstate rates 
for the following reasons: 


First, the going level of interstate earnings of 7.5% may be compared 
with the return ratio of 6.5% on net book cost of plant, which ratio it was 
estimated would result from the negotiated October, 1953 rate increase, 

From the staff's continuing review of the Bell System's capital costs and 
revenne requirements, a return of 6,5% appears adequate to maintain the Bell 
System's ability to continue to attract large amounts of new capital, 


Second, the ratios reforred to above are based upon data reported to 
the Commission by the Bell System, These data have not been subjected to 
any detailed examination to determine the propriety of all amounts reported 
as plant investment and operating expenses, To the extent that such examin- 
ation might disclose amounts which should be disallowed for rate-making 
purroses, those ratios would be higher, On the other hand, the bell System, 
for formal rete making purposes, would contend for the inclusion in the rate 
base of various amounts of working capital, plant under construction, ctc. 
which are excluded from the settlement base and for which the staff makes no 
allowance becausc of the controversial nature of these items, Adding these 
various amounts to the settlement base would reduce the settlement ratio by 
about one-half of a percentage point. 


Third, in cvaluating the current operating results data summarized 
above, it should be kept in mind that a comprehonsive rate investigation 
would necessarily enter into such matters as the reasonableness of 
‘Iestern zlectric's prices and profits related to the a: paratus and services 
furnished by it to the Bell System companies: the reasonableness of Bell 
System pension accruals; license contract payments by the associated 
companies to AT&T, and similar matters which have been in issue from time to 
time in state rate case proseedings, To the‘extent that an investigation 
of this kind would disclose justification for disallowances of claimed oper- 
ating expenses and plant book costs, the eompanics' revenue requiranents 
would be decreased, 
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Fourth, the interstate operating results summarized above include 
all but a small pert of the plant investment and operating cx.cnses <ssoci- 
ated with the rendition of video program transmission services of the Bell 
System. Recent cost studies indicate that the revenues from these services 
are producing only 2 nominal roturn and thet the users of other interstate 
services arc subsidizing the uscrs of video service. The exclusion of the 
investment and ex enses rclated to the video services from the total inter- 


state operating results would increzse the going level of interstate carnings 


from 7.5% to about 7.8%, 


4. The Commission has never made a formal determination dcfining what is a 
fair ratc of return for interstate s.rvice or the basis upon which such 
return should be commuted, Nor has the Commission ever formally determined 
various other questions which 4re involved in cvaluating inturstete revenue 
requirements for rate-making purposes. The staff is of the opinion that in 
view of the current high level ofinterstate carnings and the indicated upward 
trend in interstate operations generally, the Commission would be justificd 
in questioning the justnuss and re2sonableness of cxisting inturstate rates, 





This might be done in one of two ways: (a) by informal negotiation with the 
Bell System in an cffort to agree upon a voluntary rate reduction; or (b) by 
the institution of a formal rete investigation, 


5. «svart from the regulatory questions presented by the current level of 
interstate carnings, there is to consider what dis osition shall be made of 
the pending orovosal (.odified shoenix «lan) by the NaRUC to amend the 
telephone scparations -rocedures, This flan, if cffectuated, would increase 
matcrially the amounts of plant book costs and opcurating ex enses of the 
associtted companics which are now assigned to interstate operations under 
the existing separation procedures, as a result of such increase, the 
revorted level of carnings for interstate opcrations would be reduced by 
about 28% (cege from 750 to 6670). «Ss the Comaission will recall, it advised 
the .aRUC by lcttcr of Cctober 4, 1955, that the Commission was -ostponing 
decision on the nodified choenix .lan, At the NARUC annual convention in 
October, 1955, a resolution was adonted instructing the Special Telephone 
Committec to submit to the next convention "a .ro osed plan or plans" for a 
modification of the Separations Manual "in the event the. . . modified 
rhoenix Flan is not adopted by the Bell System with tho approval of the 
Federal Communicetions Commission nrior to the next convention." The Bell 
Systom, on the other hand, has takon the position that it will not agrce to 
the Flan unless it is compensated by an interstate rate increase for the 
reduction in interstate level of carnings resulting from cffectuation of the 
Flan. Obviously, in view of the current lovel of interstate carnings, the 
Commission would not be warranted in permitting a rate increase under such 
circumstances, 


6. The foregoing is submitted for discussion, 


4 
Varoctd & 

Harold G, Cowgill 

Chicf, Common Carricr Burcedu 





BStrassburg:dg/p:CC 
HLBaker 
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Mr. Maerz. Was this memorandum which was presented to the 
Commission prepared by you, also / 

Mr. Srrassspura. By “me and others; yes. 

I was responsible for its preparation. 

Mr. Mauerz. Is it correct that this matter was placed on the Com 
mission's agenda for action on January 4, 1956, and was then passed 
over by the Commission to January 11, 1956? 

Mr. STRASSBI RG. | do hot have anything by which I can verify the 
postponement of consideration for 1 week. 

Mr. Maverz. Is that a fact, that it was put over / 

Mr. Srrasspurc. It may have been put over. 

Mr. Maerz. Was it then passed over to a special meeting on Janu 
ary 20, 1956% You might take a look at this memo, Mr. Strassburg. 
I think there are some penciled notes on it. 

Mr. SrrasspurG. That may help. 

Mr. Marerz. Are they your notes? What do those notes indicate ? 

Mr. Srrasspurc. It was passed over to January 11, 1956, and then 
passed over toa special meeting of January 20, 1956. 

Mr. Marerz. What action did the Commission take, Mr. Strassburg, 
in accordance with the staff view that the Commission would be justi- 
fied in questioning the justness and reasonableness of existing inter 
state telephone rates ? 

Mr. SrrasspurG. No action was taken at the time. 

Mr. Marerz. No action was taken. Is it not a fact that by memo 
randum to the Commission dated May 29, 1956, rt hief of the Com 
mon Carrier Bureau informed the Commission, in part, as follows, 
and Tread from pages 2 and 3: 

The staff is satisfied from its continuing cost of capital studies that the indi 
cated current level of earnings of 7 percent is more than adequate to maintain 
the financial integrity of the company and to enable the company to secure addi 
tional capital. It exceeds the level of 6 percent to 6.5 percent which it was esti- 
mated would derive from the negotiated rate increase of October 1953. Whether 
this level of earnings is sufficiently high to render existing interstate rates 
unjust and unreasonable is a question which can only be definitively evaluated 
in a formal revenue requirement proceeding wherein the Commission would 
determine a fair return to the Bell System's interstate operations and would 
resolve the various other controversial questions Which are involved in any 
ippraisal of the Bell System's interstate revenue requirements and rate levels 
The staff is of the opinion that in view of the indicated current earnings level 


i 


7 percent and the likelihood of continued improvement in business, the Con 
mission would be warranted in instituting appropriate action looking toward 
1 determination of the Bell System's intersate revenue requirements and the 
reasonableness of its existing rate levels 


I would offer this memorandum in evidence, Mr. Chairman. 
The Cramrman. Accepted. 
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(The memorandum referred to follows :) 


ToT PL CC.aUYIC .TISNS CCHuSSION ITH: } ia > 
Lashington 25, D. C. 32302 For Comion Carrier agenda 
Connission «ction 
May 29, 1956 June 6, 1956 
INTTR-OFFIC™ AMOR STU: 4, MF) 
( we 
/9§6% 
FOR: Common Carrier .igenda 7 a a 
7 : 
TO: The Commission [ 
FRO: Chief, Cowmon Carrier Bureau 
SUP JUCT: 


Current interstate operating results of tie Pell 
system companies. 

RETTRUNCS: {emorandun (:fimeo. 26595), dated December 28, 1955, 
from Chief, Common Carrier Sureau regarcing bell 
System interstate operatin; results (Comion Carrier 
Special Agenca, January 2C, 1°56, item No. 3). 


PCO i.NiTLED .CTiCN: See Faragraph 5. 


l. In the reference memorandu:., tne Comaission was acvised 
that, based on interstate cata revorted for tie 12 months ended 
October 31, 1955, the Bell Systeu companies were earning about 7.5 
on net book cost of plant (settlement ratio) from tneir total inter- 
state operations uncer the Division of Interst2te ~evenue Contracts. 
s a result of a continued high rate of growth in interstate traffic 
anc revenues, the indicated level of earnings nas risen to more 
than 8.0% - the highest level since the close of iorld War Il. 
Table I attached hereto reflects tne growth trends that have been 
experienced by tiie Bell System in its interstate operations since 
tne beginning of 1954 in messages, revenues, plant, net income and 
the settlement ratio, As indic*ted by tne Table, nessage volume 
is continuing to grow at the rote of about 11% over comparable 
periods of the preceding year, anc revenues at a rate of about 145, 
a result, for the fourth quarter of 1955 anc the first quarter 

of 1956, the interstate settlement ratio reachee 2 high of &.2%,1nd 8.5%, 
resnectively, on an annual basis. Yor the 12 months period ended 

larch 31, 1956, the settlement ratio 2 .roximated 8.0%; as compared 
with a ratio of 7.0% for the comparable >eriod of a year ago. 
Ze The foregoing ratios do not, of course, reflect the 
revision of tne teleohone separation procedures (iiodified Phoenix 
Plan) which the Commission 3-proved on January 20, 1956, and which, 
for accountin~ anc settlement purposes will become effective on 
July 1, 1956. It is estimated that effectuation of the .iodified 
Fhoenix /lan will reduce interstate earnings by about 1.0 percent- 
age point. Thus, after making allowance for this factor, tne 
indicated going rate of interstate earnings would stiil be at least 
7.0%, based on current operating data. 
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36 part from the effect of the modified Phoenix Plan, 
wage increascs in 1956 and anticipatec substantial plant additions 
could produce * further decline in the incicatcd carning's level, 
unless tne growth in the volume of tolevhone business and revenues 
continue at a sufficiently high rate to offset these incre3scs in 
costs. In vicw of tne substantial erowth that is reflected in the 
past two auarterly periods, and in vicw of the cconomic outlook 

for business conditions g2nerally, there is no reason to expect an 
early or maitcrial slackening in the ratc at which interstate traffic 
anc revenucs have been growing. Thus, pr-scont incicetions arc that 
the inercascd costs which till oceur in 1956 will, at the lcast, be 
vbsorb<cd by continued growth in intorstatc business, and that an 
carning's lovcl of at lcast 7.0% will be maintained for the yoar. 


4. In aopraising the regulatory implications of an indicatcd 
lcvel of <c1rnines of at least 7.0%; it is to be kept in mine that 
the figures from which this ratio is derived  =re based upon data 

°s reported by the company. .s outlined in sct21il in tac reference 
nemorendum, «<xcept for the exclusion of certiin controversial itcms 
that the Bell Systcm cont nds should be incluced in 2ny computation 
of the carning's level, no adjustments arc made by the st:ff in thc 
reported figures of Bell Systcm with respect to the various other 
controversiil itcms reflectcd in its fieurss which the staff would 
question in 32 formal intcorstate rovenuc requirement procecding. i 
Resolution of any of th sc controversisl questions acverscly to 

the company would, of course, rccuce inturstate rovenue require- 
ments. 


5. The staff is satisfied from its continuing cost of 
capital studics that tho incicated current 1l2vcl of carnings of 
7.0% is morc then adoquate to maintrzin th fincnci2l integrity of 
the comp2ny 2nd to cnable the company to secure acdition2l capital. 
It oxeceds the level of 6.0 - 6.5 pcreent which it ws cstimated 
would derive from th> nczotizted ratc inercase of October 1953. 
hether this lcvcl of carnings is sufficiently high to render 
xisting intcrst2te rates unjust and unreasonable is a question 
which c2n only b> definitively: valuctcd in 2 formal revenuc reouirc- 
mont proccoding whorein tho Commission would dctcrminc a fair 
return for th. Bell Systom's intcrstate operations and would 
resolve the v2rious othcr controversial questions which are in- 
volved in cny 2ppriisail of th: Bell Systom's intcrst2te revenu: 
requircments anc rete Icvels. The st>ff is of thc opinion that 


1/ Inclusion of thc it-ms which Bcll System 2sserts irc properly 
part of retc bisc (4.c. workine capital, plent under construction, 
investmonts in iffilistcs) would reducc the incic2tod carnings 
lovel by 2bout .5 porcent*g= point. 
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in view of the indicated current carning's level of 7.0% and the 

liklihood of continued improvement in business, the Commission | 

would be warrantcd in instituting appropriate action looking 
toward a determination of the Bell System's interstate revenue 

requiremmts and the reasonableness of its existing rate levelss, | 

” 

ii 


f 5 & ) (> 

AF D(a V/ 4 aged 
Harold G. Cowgill, Chief ~< 
Comnon Carrier Bureau 


B, Strassburg-H.L. Baker:hm/p:CCc 
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Mr. Maerz. Did you prepare this memorandum / 

Mr. Srrasspura. Yes. 

Mr. Maerz. And was this matter considered at a Commission meet- 
ing on June 6, 1956 ? 

Mr. Srrasssurec. I believe it was. 

Mr. Maerz. What. action was taken by the Commission ? 

Mr. Srrasssurc. None. 

Mr. Hourzman. Do you feel the same way about this memo today as 
you did when you prepared it ? 

Mr. Srrasspurc. In the light of the circumstances that existed at 
the time, I am sure that the recommendation was justified. Other- 
wise, the Bireau would not have made it. 

Mr. Mauerz. And by a memorandum dated July 10, 1956, and a 
further memorandum dated October 1956—October 10, 1956—did the 
Chief of the Common Carrier Bureau advise the Commission as to the 
current interstate earnings of the Bell System, and present questions 
as to the reasonableness of the Bell System’s interstate rates ? 

Mr. SrrasssurG. Yes; on that date there was prepared a detailed 
memorandum going into all of the various facets of the interstate rate 
problem. 

Mr. Marerz. Were each of these two memorandums also prepared 
by you / 

Mr. Srrasspurc. Yes. 

Mr. Maerz. I would offer these memorandums in evidence, Mr. 
Chairman. 

The CuarrmMan. Accepted. 
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(The memorandums referred to follow :) 


aSSOCIATE WITH 
FED-FAL COM UNIC.TIONS COMMISSION \. ITH YO. 2 
Wasaington 25, LC, ¢, 33913 ¢ For Common Carricr agenda 
Commission action 
July 10, 195€ July 15, 1956 
, oo “. 
INTER-OFFICE OMOi ANDUD. poe 
0) Cormon C-:ricr agenda gues ! 
TO: Tc Corcission re es 


FROM: C i-f, Co: on CC vicr PBurcau 


SUBJECT: Icview of cuestions involved in e determinetion of tho reasonehleo- 


ness of the B i] System's interstete rctes, 


FEFLRENCE: Memosendum of b:} 
Bell System «$32302 (C.C. Agenda, Itor. io 


29, 1956, on current interstate earnings of 
. 5, 75-56). 


RECOMiNDDOD aCTIONs F..x D:: cussion 


introduction 


1. The reference memorandum reviewed the current level of interstet 
ecrnings as indicated by the Bs1l S:stem'= reported result: of its revenue 
settlements under the Tivision of Intorstcte Revenue Co tzacts. It was 
noted therein that for the year 1955, the interstete operations uncer the 
DIR contracts preduced a return of 7 3/4% related to net book cost of 
telephone plent; that for the fourth querter of 1955, the return amounted 
to 8 1/4%, and for the first quarter of 1956, 43%, It wes also noted on 
the besis of these figures and the trends in revenue and traffic reflected 
therein, that B:1l1's coing annual level of interstate esrnings is et 

least 8,0% on reported net book cost of interstcte plant, Company reports 
for the months of A ril and Mey 1956 show no sleckening in the rate of 
growth and earnings improvement, The settlement ratio in April and hy 
ipproximated 8.5%. Accordingly, it may be concluded that the current 
indicated annual level of interstate earnings is now approaching 8 1/4% on 
net book cost of plant, 


2. As was also noted in the reference memorandum, as of July 1, 1956, the 
Modified Phoenix Plcn of telephone separation procedures will be appliec 
in the Civision of revenue procedures, Tx. cdditiona]l plant investment 
and operating expenses and taxes that, as a result, will be snifted from 
intrastate to interstate operations will effect a reduction in the inter- 
state settlement ratio by almost a full percentage point. Accordingly, 
the earnings ratios cited above are correspondingly reduced so that the 
going level of interstete earnings, after giving effect to the new sepa- 
ration procedures, is in the area of about 7 1/4%. It was also noted in 
the reference memorandum that it is the position of the Bell S:stem that 
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the so-called "settlement ratio" is not indicative of the going level of 
earnings on interstate operations to the extent thet the settlement rete 
base does not include any provision for such items as cash working capital, 
materials and supplics, etc. Inclusion of these items as claimed by Boll 
would have the effect of reducing the settlement retio by almost one-half 
of a percentage point 


3. In order to appraise, on a more informed basis, the reguletory implica- 
tions of tho ineiccted earnings level derived from the company's reported 
results of interstate operations, the Cormission requested the staff to 
prepare a memorandum outlining the various questions that would require reso- 
lution in connection with a definitive determination of such matters as an 
appropriate interstete rate base and rate of return. In response to that 
request, the staff has prepared the instant memorandum summarizing certain 

of the more controversial and significant questions, In the time pcrmitting, 
it has not been feasible to collect anc analyze all of the data or to sum- 
merize all of the possible arguments, pro and con, necessary to a complete 
presentation anc cvaluation of the questions, T’1e memorandum, however, 
attempts to inform the Commission of the nature and scope of these various 
questions and to indicate, where appropriate, the different treatment ac- 
corded to these questions in some state rate ceses, It is the opinion of 

the staff that a meaningful disposition of thesc questions can only be made 
on the basis of « full cvidentiary record in which the pertinent facts would 
be fully developed and all interested parties, namely, the company, the pub- 
lic, and the Commission's staff, would heve the opportunity to take a position 
with respect thereto. 


Gcnoral Background 


4. I order to uncerstand the scope end complexity of the problems involved 

in a dofinitive ceterminetion with respect to the Be!1 Systex's interstate 
retes anc earnings, it will *e necessary to outline first certein of the wnder- 
lying factors which permeate all of the specific ratcemaking questions which 
will be discussed, 


5. Division of F.vcnue Procedures - The retios which have been citcd above 

and in the refcrence memorancum as indiective of the company's level of earn- 
ings are derived from the monthly applicsetion by the Beil System of the so- 
called settlement or DIR Frocedures, These zrocecures were inaugureted among 
the Boll System compenies beginning in 1944 when new Division of Kkuvenue Con- 
tracts were executed among the companies in the wake of the final establishment 
of a single uniform interstate message toll rate schedule in the Bill System. )/ 


l/ Psior to that timo, one schedule of interstate mcssage toll telephone retes 
epplied to interstate treffiec handled jointly by the Long Lincs Department of 
AT&® cnd the A: sociated Companies, Separate schedules of rates applicd to 
cortain interstate message toll telephone traffic handled exclusively 
by one or more A-sociatcd companies without any perticipation by Long Lines. 





| 
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The fundamental concept of these procedures is that since all of the com- 
anies join in a uniform schedule of rates for the interstate business, 
1eir respective shares of the revenue from these rates should be s 
etermined that all compenies will receive their expenses (including taxes) 
incurred in rendering their share of the service, and that the balance, after 
these expenses, should be apportioned pro rata in proportion to the plant 
of each company used in the service, Te method is purportedly designed t 
give recognition to cifferent unit cost levels and to provide for adjustments 
monthly so as to reflect changing levels of cost and volumes of traffic, 
us, uncer these procedures, it is required that each month, each of the 
companies determines the net book cost of its plant Cevoted to the services 
€ 





involved and its related expenses including Federal income taxes, Thes 
expenses are recovered from the total interstate revenues in the pool, and 

the balance of the revenues is apportioned pro rete in proportion to the net 
plent investment of each participent, The result is thet each perticipating 
company enjoys the same rate of return on the amount of plant devoted to the 


services, At the time that the first of these revised contracts was filed, 





October 24, 19/4, advised .T&T thet "It should be under- 
ptance of these contracts for filing is not in any way 
r r 
' 


acceptance of the bases proposed therein for any 










6, ocparetions - as elmost all of the plent of the sociated 
companies is used the rencition of intrastcte services and inter- 
st ices 





n of the division of interstate revenue pro- 
a 








ny to make a monthly cetenination 
5 t ociated expens lich 
ons, The Jeter tions ar 
separction procedures cmbodied 


al, which procecures, in turn, 


} 7 vet 
cell y<cten, 


» The basic separation procedures were for:.uleted 
itt in 1942, 2 In June of 1942, the Co 
tion into t mattcr of seperatior (Dockct 
before the Conmission's Telephone Committc 
rissioners, Altiough proposed findings, concli ré 





cision wes evor rendcred » the Commissic 
r 1946, the Commission ordcred thc D.I.Fh, 

included in the pending invostigetion in Dockct No, 6326 for tt 
reason that the cxpcricnce to bo grincd uncor the new civision arrangaments 


as 
4 
+ 
o 
o 
>> 
4 
oO 
| 

+ 
4 








would help to demonstrete tho reasonableness of tac separations proccduros, 

8, Although the separctions procedures heve boon used as the besis for th 

jivision of intcrstcte revenucs, they heve novcr becn formally appraised b 

2/ Tho study followed t! v mmiss for on of 
the rates 2 charges of AT&T ( cc O, 6 During the poncency of 


th-t vroc 
own motior 


proccedurcs 
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this Commission, The two principcl modifications of the procedurcs which 
were cffcetuated in 1952 (Ch: rlcston Plen) en¢ in 1956 (Modified Phoonix Plen) 
werc approved informelly by thc Commission for use on an “intcrim besis", 
In this connection, it has boon recognized by the Commission that any cction 
with respcct to the procedures eccn only heave real oemney and significance 
in the interstate field wicn mado on the bcsis of a formal rato-making hearing 
record or in a procccding such as Dockct No, 6328, In any such procccding, 
the Commission would be required to pass upon the rcasonabloncss of the scpa- 
ration proccduros and methods as a basis for cctermining intorstetc revenue 
rcquiroments, In cll of the state rate casos which heave bcon hold sinco 
World Wer II, tho proccdurcs of tho SoparotiongManucl have beon in issue since 
thcy ar lso the kcystonc of any d rminetion of intrastcto rcvenuc requirc- 
ts. The large mejority of stetc jurisdictions heave acccptcd the uso of 
tne proccdures, Ccrtzin commissions hove criticized the results produced by 
the procedures, ci g thc disparity betwecn intrastate <nd intcrstatc retcs 
as evidence of their inequitableness, A few commissions, in rete-making 
proceedings, have departed from the principles of the Separations Manual and 
have applied modified procedures which in their opinion produced a more 
equitable allocation of plant investment and expenses between intrestate end 
interstate operstions rah ae New Hampshire, Idaho, West Virginia, 
S, Crroline cond bhississippi 
- For purposes of observing the level of interstate ecrnings, the Commission, 
in effect, has relied upon the results reported by the companies from their 
applicetion of the separation procedures in the division of revenue arrange- 
ments, However, the Commission has never formally passed upon the merits of 
the procedures, reserving any such ection for an appropriate formal proceed- 
ing such as a rate-making proceeding, wherein the procedures would be subject 
to review and evaluation, Thus, nherent part of any meaningful appraisal 
of interstate retes and ecrnings involves a determination cas to the provriety 
rations Mcnual 


o 


7 








, 
A 


of the principles of the Sey nd the method by which they 
ure cpplied by the Bell System companies to allocate between intrastate cnd | 
interstate operations more tnan ‘14 billions of gross plant investment and 


-> billions of opernting expenses «nd taxes, 








er to be kept in mind when appreising the level of interstcte 
d by the results of the D.I.F. procedures, is thet such pro- 
only interstate messcge toll telephone service, but 
service and oll privete line services (telephone, telegreph 
née program transmission) furnished by the Long Lines Department clone or 
jointly with the Associated Com nies, Thus, it is not possible from an 
examinction of the settlerent data reported by the Bell System to asccrtcin 
ot any time, th level of interstate earnings obtaining with respect to each 
of the sepcrate service classifications, For this reason, when a question 
is raised as to the rensoncbleness of the rates cpplicable to any one or more 
f the srecicl SETTLER, it is necessary to conduct special studies to cscer- 


tain the amount of investment cond exponses properly clloccble to those services, 
» for exemple, the current cost study being mace with respect to the private 
line services, ond the cost studies which have been made for television 
ion services, Of course, the interstate rcve-ues cf the Bell 
I lement procedures derive lcrgely 
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from interstate message toll telephone service, and, correspondingly, the 
lergest pert of the pl-nt invostment and expenses reflected in tho sottlo- 
ment procedures applics to thet service. However, for ¢oneral rato-making 
purposes, it is desirable if not necessary, to know what tho rolctive lovol 
of carnings is with respect to cach of the scorvices involved in ordor to 
insure that tho users of tho vcrious classificetions of service cro cach 
bearing a fair share of tho Bell System's total costs of furnishing intor- 
st<te services, Accordingly, any gcnoral investigation of the Bell System's 
interstate carnings, rete levels, cnc revenuc requircments should includo 
appropricte issucs looking toward c dotormination of the costs involved in 
furnishing tho spocicl scrvices os well es messcge toll tolophone scrvicos, 


RATE BASE OULSTIONS 


li, .s previously notec, thc indiccted current level of intorstcto ecrnings 
is predicated upon the roported results of Boll System's revenue sottlemonts 
under the division of intcrstatc revenuo contrects, The soecellcd rate beso 
usce by the compenics in these scttloments consists of telephone plent in 
service (cecount 100.1); property held for futuro use (cccount 100,3); ond 
plant cequisition cdjustmcnt (cccount 100,4), Tho scttlamcnt beso does not 
include plent under construction (cccount 100.2) nor coes it include any 
provision for ecsh working cepital cnd metcricl and supplies, For rate- 
making purposes, the compsny would contond thct an appropriate reto-bese 
should cncompess not only tho:c itcms upon which intcrstatc scttlamonts cre 
now cffoctuated, but should clso include construction work in progress cnd 
subdstenticl allowenees for cash working ecpiteal, matcricl ane supplics, cnd 
investments in effiliotes, On thc other hand, for the reasons hcreincftcr 
discussed, the stoff regards -11 of thc items montioned, with the cxecption 
of account 100,1 = tclophone plant in scrvicc, cs boing subject to quostion 
for retc making purposes, cs to the cxtont, if any, coach of these itcms cro 
alloweble in the intorstretce rate bese, It shoule be kept in mind that oven 
with rospcect to account 100,1, the amount of cllowence therefor as rcpro- 
senting investment in plent in scrvice would cepond upon the propricty of 
the scparation proccdurcs, the cxtcnt to which tho amounts in account 100,1 
represent plant which is currcntly used -nd useful in furnishing intcrstctc 
service, ond the recsoncblencss of Wostcrn Electric's priccs cnd profits on 
sclcs of equipment to the opcorsting comprnics, as discussed hercincftcr, In 
orcor to be complotcly eccrtcin that account 100.1 represonts plcent which is 
currently uscd cnd useful in furnishing sorvicc to the public, it would be 
desircble to mckc appropriate spcecicl studics to csccrtoin the cxtont of any 
execss plent which may bo contcincd in the accounts, Thereby, tho rato-pcying 
public would be scfo-guarded cgcinst boing burdened with company costs which 
arc not incurred in the rcndition of servico, 


12, Tho following specific mettcrs arc subject to qucetion in connection 
with the construction of on interstate reatc basco: 
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(a) Telephone Plant_ Under, Construction (Account 00,2) - Tiis account 
includes adcitions to plant under construction which upon completion will 
be used to furnish telephone service, Since the Bell System Companies 
follow the practice of capitalizing: interest curing construction and credit- 
ing such interest to non-operating income, the investors are thus compen- 
sated for the provision of funds during the construction perioc, If this 
account were included in the rate base, the company would concede that in+ 
terest during construction should be included in operating income, However, 
it could be argued that this treatment woul¢ necessitate a determination 
of the revenues and expenses which will be associated with such plant when 
it is placed in service, accompanied by appropriete adjustmerts in the 
operating results (test period) data upon which the Cermission is basing 
a revenue requirement determination and is fixing rates for the future. It 
would also require a cetermination as to when the construction will be com- 
pleted and placed in service, For 1955, plant under construction avcereged 
$303, 301,982 of which {86,040,743 was allocated to interstate operations, 


(b) Eroperty Held For. Future Use -_ (Account 100,3) - The amounts 
contained in this account represent mainly real estate owned by the com- 
panies which is not being used in telephone service, As in the case of 
the preceding item, whether or not any or all of such plant should be in- 
cluced in the rate base would derend upon a cetermination of when the prop- 
erty will be dedicated to public service and the revenues anc expenses 
that will then be assignable to its use, For 1955, the average amount in 
this account for the Bell System companies was ‘14,461,292, of which 
“4,307,200 wes allocatec to interstate operations. 


(c) Telephone Flant acquisition Adjustment - (Account 100.4) - 
The amounts in this account represent mainly thet part of the prices paid 
by the Bell compenies to non-affiliated telephone companies for the purchase 
of telephone property in excess of the original cost, less related depre- 
ciation, over anc abeve the cost of the property when first dedicated to 
public service, It has been the general practice under the accounting 
Fules of the Commission, to require the companies to amortize these amounts 
by making charges to surplus or income, since the amounts do not represent 
any part of the original cost of property at the time the property was first 
Gecicated to the public use, Consistent with the eccounting treatment, and 
the reasons therefor, it may be argucd that the amounts be excluded from a 
rate bese. The argument may be made however, thet notwithstanding the ec- 
counting treatment, the amounts represent plant value to the Bell companics 
and should be allowed along with the amortization cherges, In any cvent 
the amount involved is nogligible (about ‘400,000 assigned to intcrstate),. 





(d) Cash Working Capital - The purpose of an allowance for cash 
working capital in the rate bese is to permit the utility to earn a return 
on the funcs supplicd by investors to finance current operations bctween 
the time disbursements are made to provide service to the public and the 
timc revonues for that service are received by the company, A substantial 
number of commissions have edjustcd or disallowed the companics' claims for 


26086 O oS pt. 2, vol. 3 S 
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cash working capital requirements in the rate base to the extent that such 
requiremcnts are mot by funds supplied in one form or enother by non- 

investor sources, Te principal source of such non-investor funds hes been 
accruals for Feceral income taxes sinco there is a substantial lag betwoen 
such accruals end tho remittenee thereof to the Federel treasury. The Bell 
Systom, in reports filed with the Commission for the past fow years, shows 

a substantial clcim for cash working capital. Examination of the companics' 
uncerlying data to these roports indicate a negctive requirement for vay- 

mont of expenses and taxes in ccvonece of receipt of revonues, Hovwevor, 

this ncgative amount is more than offset by an cllocation of funds of tho 
Gencral Dopartment of A.T.&?, consisting of the cash balances and temporary 
investments of the Gencral Dopertmont, The Poll Sys-em conten?s, in offcct, 
thet these funds are hold evailable by tho Genorel Department for the use 

of Long Lincs Department and the Associetcd Companics upon short noticc, 
Therefore, it is argucc, thoy arc properly allocable to the interstatc opora- 
tions of these companics as cnsh wor’:ing capital of the system, (The allo- 
cation is based upon tho ratio of intorstatc plant to total plant in scrvicc), 
For the year 1955, a totel ecsh working capitel requiromont of £108,194,021 

is assigned to interstate by the Company as follows: 


Associctod Long Lines General 
Co..ponios_ Dopertment Department Total 
Cash £16,137, 308 $4,324,615 161,789,121 {182,251,844 
Operating 
Costs 
Acvaneed (42,692,214) (34,527,790) _.32362,181 (74,057,823) 
(26,554,906) (30,203,175) 164,952,102 108,194,021 


Thus, it appoers thet whcthor or not an allowenee for ecsh working 
capital is required rests principally upon e cetcrmination of the vclidity 
of the company's contention thrt Gencral Department funcs snoule be included 
in the computation, It appoars thet the funds held evailable by the Gencral 
Department are used primorily for advenees to the essociztcd companics for 
the purpose of finencing new construction ratior than to supply funds for 
curront operations. If it should be determined that the Gcneral Department's 
funcs aro allocable as ceeh working cepitel to interstate opcrations, thon 
the question would arise as to what portion of the cash balances mnintninod 
by tho system as a whole aro required for tho opcrations of the businoss. 
Tae treatment of these funds is not a specific issue in thc stctc ratc cases 
beceuso it is considered thet AT&T is compensetcd for holding funds available 
for tho Associcted Companies by the liconse contract paymconts made by th 
Associated Companics to AT&T, 


(ec) Material enc Supplics - Most stctc commissions have pro- 
vided for some allowance for mcterial cnd supplies in the retc base, For 
the yoar 1955, tho Boll Systom computes tho avorago amount of material and 
supplics cllocatcd to interstate opcrations to bo * 28,183,352. Questions 
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stcrn Electric Compeny S m: substertial profits on its sclcs of cquipmcnt, 
supplics cnd scorviccs to thc Poll Systcm comp-nics, \Westcrn's rcnortcd 
vcl of rcturn on investment in B.1l busincss curing this period hzs been 
consiccrsbly cbove the livcl of ccrnings of the Bcll Systcm comp-nics from 
their tclephone opceretions, Inzsmuch cs thc p-yments m-éc by the cssocinted 
omp-nics to stcrn cre cithcr enpitclized and subjcct to depr_ci-tion | 
ccounting or troated -s opcrcting cxpcnscs circetly, they hove dircet | 
ff-oct upon cny dctcrmin-tion of the Fell System's r-vinuc roquircmonts 
pplic-ble to tclcphone scrvice cnd to the reason blcncss of its rctcs,. A 
few of the stctc commissions hve hcld th-t beecusc of the intcr-company 
I-tionship, sturn's retc of rcturn on sclcs to the -ffilictce compcnics 
oulc¢ h he re f 11 r 
nics ] r C 
th D d t 
tio I i : s 1 int 
tc-mcking procccding, dctcrminction would b cquircd cs to tho rocson- 
blcness of the rmounts contrincd in the plrnt cccowts of thc opcr ting 
mpenics rcoprcoscnting thc profits dcrivcd by Wostcrn on scles of ccquipment 
to thosc comprnics, This, in turn, would involve qucstions -s to thc besis 
n which Westcrn's priecs cre fixce cs well -s the dcvclopment of cppro- 
prictc ysrd sticks by which to cv-lucte the rucsson-blencss of ‘icstcrn's 
priccs ne rnings rcl-tcd to thosc sc-los, 
F-tc of Return 
13. Th tcrminction of a ir «nd rorson-ble ratc of rcturn presents - numboz 
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market from other industries, both regul-ted 2nd nonerecul>ted; future 
recuiroments for addition:l]l cipit-1l; ind relative st-bility of mess2ge 
toll business 2nd sensitivity to ch=ngss in economic conditions. ‘there 

is no scientific formul: by which to derive fair r-te of return. The 
answer, in 2 p°rticul:r cise, is l°’reely devendent upon thc jucgment exer 
cised by the regul-tory comission in weiening 2nd i >prcising the fectucl 
c7.t2 pertinent to ch of the xbove mtters,. 


14, For illustrative purposes only, there ire summ=rized in this section 
some of the current cat- rel-ting to the cost of c2pit°l for tne Bell 
System comp-nies without *ttempting to >resent > r-tion*lization of the 
moethocs employed in developing tne catr. itu respect to th 11 System's 
debt c*pit7l, the 2ctu-l cost of such c*pit’l = .roxim-tcs 3.15. 1fter 
llowins for the cost of adcition-l cebt fin-ncine wnich is expcectsd to 
occur in the nocr future. ith rogzre to 2ell's equity capit:l, rnines- 
rico r-tios cf T&T cipitsl] stock for the yetr 1955 incic te tnat couity 
investors 7r> currently exmectine cirnings rer snare on .TkT common stock of 


about 8: of th ice they -re wi-ling to psy for the stock. itn tne ex- 
isting c2pit°’l structure of th 211 System of *bout 33% debt nc 67. equity, 
the ov-r*ll cost of encit*l woule be xbout 6.4>. dowever, if it were cee 
t=rmincé thet the Bell “yst-m coul¢e sitcly cerry 2 hi-aecr recent ge of 

t in its c sit 1 structur-, nd tht interst ‘te r-venuc requircments 
should b-soe on 2n “ssumed hichor cebt ratio, the overrll cost of cztpital 





r r-tc-m-king curvosss woule be materirily reduced, “or -ximpl-, if a 

c 9 re uscd with the chbove costs of d-bt 2nd 

1, the over 11 cost of c*pit-l *- ould be reeuccd to rbout 58>. 

j ect to som of the methods 

ll ss to th sclection of 
cost of ec-pit 1 t. rmime 

gul-tory bodizs predic*t 

2on th-ir fincines °s to the 








Ss pi rition to other f-ctors such 

s g-ner?l -conomic concitions; risk; rt. of return allowed other utilitics; 
te. It is aopercntly tn-> theory of th commissions tn7t cost of capitl 
d-t2 reflcet fully tie investor's pr-is+l of 211 of tacse f-ctors, 2nd 
tact such z>pr2is7l shoulc be controllinz, Cther commissions n°-ve t7k n 2 
different view of cost of e-nit 1 which thoy r re 1s only one siznificcnt 
f2octor “mone others thit shoulc be. considersd in fixin f-ir r-t- of mturn. 
In *ny cvent, in thc 2absenec of a form-l he*ring recordé urxon which -11 of 
these motters e*n be fully cevelon d, it is ncither fersidl nor *poropri tc 
to 1tt mpt > definitiv-: cctorain*tion of «ht is 7 proocr mt« of rcturn for 
Ecll's intorst°t> op:retions. 


Op-rmtine “xponses 2nd Tax 





15. The level of int rst-te ctrmin-s rcport<d to tne Commission by th st’ff isc 
uted fron dati 1s recortcd by th come-ny,1/-1thou:h pcriocic revicws cn¢ aucits 


0 





Inasmuch “s reported oper-tin *ponscs in? t2x°s irc derived fro. the 
comp7ny's 2llocations uncer the sep*rition procoeurcs, thc sme gcncral 
comnents m-dc *dov> with r-gtre to thos: proccdurcs ts rcl ted to th 
intrest“te rete bis ikcwisc “ply to opcrmtin x2enscs 2nc tixcs. 


’ J t A) 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3523 


erc medo by the staff of tho Boll System's accounting, for rato-meking »urposes 
adcitional stucies and anclyses would be avpropricte to determine whethor 
any roportcd opercting cxponses are cisallowcble in tirt they are not prudently 
incurred in the jurnishing of tclophonec service or cre not reprosentative 
of future operations, For cxemplc, thc following spocific opcrcting cx- 
penses reported by the compeny for its intcrstctc operations would be subject 
to ccreful cxceminrtion by the Commission: 
(e) Lieconse Contrect Fc - as thc Commission knows, tho 
Associated Comp nies of the Boll System crc reouired to pry to “T&T a feo of 
1% of rcvenuos for the services performed by the “.nerel Pepcertment of AT&T 
for the operating compzenics such cs resccreh end devolopmont, holding funds 
avedlable for advences, «nd rondcring cdvice cand assistance in mettcrs ro- 
latcd to the linc reing ond opcrations. Long Lincs is billed on the basis of 
costs of servicos rendored ratncr tian on & perecutcgc of revenuc br sis, 
However, in computing the lcvcl of cernings from totcl intcrstato operations, 
the compsny mckes an cllocction of the Gencrel Dopertment's cxmcnses and ine 
vcstmcnts which it assigns to intcrstctc opor:tions cs tne -llogoe costs of 
performing scerviccs in connection with intcrstatec operations, For the yocr 
1955, tho intcrstetc opcreting oxpcnses rcportce by the Bcll Systom include 
amount of '17,513,3C6 for Goncral Depzrtment scrvices which is consicercbly 
more than lf of thc total inturstetc rcvcenues of ‘1,174,644,737. Questions 
heve clso becn reiscd cs to the propricty of including some of the Genercl 
Depertment cxpcnscs as cost of scrviccs rcndorcd where such cxncnscs mey be 
morc propcrly relctcd to holding compcny oper: tions, Since 194°, whcn tho 
liccnso contract fee wes rccucod from 14% to 1%, tho rccesoncblenoss of tho 
liccnsec contreet payments hes not bon much in issue in the stctc rete crses, 
However, cs noted cbove thc amount which the Bcll Systcm clcims is ossign- 
nble to intcrstctc is not predientcc on the 1% of gross rcvcnucs but r-ther 
is bescd on 2n clloertion to interst-tce of - portion of the total investment 
end oxpenses of the Gencrel Doprrtment, 


if 
0 


4 10) 


) Fede ncome_ Trxe (11 Systcm for the p-st sovor-1 
ycors hes been filing c consoli?-tce Fc dc rol income tcx rcturn which rcsults 
in © substanticlly lower tex licbility for thc Systcm <s - whole cs comp-rcd 
with totel tex licbility computcd on the besis of scprretc returns, The 
formulc. used by the Pcll Systcm for clloerting thc consolidstcd tx emong thc 
inéividucl compsnics is b: ‘sod upon the so-called "sourec of income" method, 
Under this mcthod tho s-vings rcsulting from the consoli-ction inures to the 
General Depertmont of AT&T, with little or no benefit to the opcrrting com- 
penics, The qucstion is prescntced as to waicthcr the tcx -lloec-tion formulc 
produces fair snd cquitcble results for purposcs of csccrt-ining the cllow-ble 
Fudcorcl income tex licbility for intcrstcte rcetc mcking, There is +lso tho 
qucstion -s to the cllocction to intcrstctc operations of intcrest paymcnts 
on funded debt of thc Poll Systcm compcnics for Fodcrcl income tox purposos. 


(c) Other KE _opcrs ting cxpcnsos - some of the st-to r-tc ecscs 
v-rious othcr itams of opersting xT nscs heve bcon in issuc, These heve 
included (1) pension cxpcnsc, (2) tho rerson-bloncss of Westcrn Eicctric 
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prices on srlos of cquipmont, supplios end scrvicos which ero chrrgod to 
oporcting cxpcnses, -né (3) tho oxt.nt to which tho roportcd opor:ting 
cxpenses mey contcin cxocndituros for itcms of ¢ nonerccurring ncturo 
which should be ciszllowed or sdjustced in dotormining retos end revonuc 
requircments for thc futuro, 


16, The forcgoing is submittcd for discussion, 


et tu 
Sea tk ot talelanpall 


Herold G, Cowgill 
Chicf, Common Ceorricr Burcau 
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FEDERAL COMMUNICATIONS COMMISSION ITHH NO, © 
Washington 25, De Ce 36695 For Common Carrier agenda 


Commission Action 
October 10, 1956 October 17, 1956 


INTER—OFFICE MEMORANDUM 


FOR? Common Carrier Agenda 

TOs The Commission 

FROM: Chief, Common Carrier Bureau 

SUBJECT : Current interstate operating results of the Bell System 
companies. 


REFERENCES: (1) Memorandum (Mimeo. 32302), dated May 29, 1956 on current 
interstate earning of Bell System and 
(2) Associatod Memorandun (Mineo, 33913), 
dated July 10, 1956, reviewing questions involved in a 
determination of the reasonableness of the Bell System's 
interstate rates (Common Carricr Agenda, Item Noe 2, 
Septenddr 11, 1956). 


RECOMMENDED ACTION: For discussion together with reference memorandae 


1. In the two reference memoranda, the staff presented a summary of the 
operating results data reported by thc Bcll System with respect to its 
interstate operations, and discussed the trends and carnings lovels indicated 
thereby. The sccond reference memorandum, in response to a request by the 
Commission, also outlined certain of the more controversial questions which 
are involved in any regulatory appraisal of the Bcll Systcm's reported 
operating rcsults and revenue requirements for rate-dotermination purposcse 
The Commission deferred consideration of these two momoranda until intcrstate 
operating results for an additional period of time became available. The 
instant memorandum which supplements the two reference memoranda, bricfly 
presents the trends indicated in traffic, revenue, investment and return 
thereon based on reported data through August, 1956. 


2. Inthe refcrenee memorandum, the Cormission was advised that based on the 
reported results of the Bell System's revenue scttlements under the Division 
of Interstate Revenue Contracts through May, 1956, the indicated going level 
f interstato carnings was approaching 8$% on net book cost of plant. It was 
also estimated that the revision of the scparation procedures (Modificd 
Phoenix Plan), effeetive for accounting and settlement purposes July 1, 1956, 
would reduce interstate carnings by almost a full percentage point thus. 
reducing the indicated current level of carnings to the area of about 74%. 
Since the preparation of the reference memorandun, the results of Bcll System 
interstate operations for the months of June, July and August have been 
reccived showing carnings on an annual basis of 7.1%, 6.6% and 7.7% 
respectively. The ratio for June has been adjusted tc reflect the applica- 
ticn of the Modificd Phoenix revision in the Separation Procedures and is 


therefore on a comparable basis with the ratios for July and August. In 











3526 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


vicow of the dip in interstate carnings usually expericneed during the 

summer months, the average ratic of 7.15% for these three months indicates 
72% is still a fair estimate of the going level of interstate earnings. With 
regard to the rate of growth in the volume of interstate business, the 
percentage increases in messages and revenues show a slight downward trend. 
For the year 1955, the number cf messages was 11% greater than the number 
handled in 195 whereas for the first eight months of 1956 cver tho sane 
period of 1955 the increase was 9e7% The rate of growth in revenues was 
14.7% for 1955 compared to 13.0% for the first eight months of 1956, How 
ever, the percent growth figures fcr 1955 reflect the increase over tho 
depressed volume cf interstate business -f tho first half -f 1954. Thercfcre, 
the rate cf growth in messages and revenues experienced this year dees nt 
appear to warrant a rovisicn in the ostinate f the current level -f inter~ 
state earnings. 


3e With respect tc the future level «f interstate earnings, the ecnstructicn 
program cf Long lines and the Bell System ccmpanics and tho anticipated 
increascs in interstate cperating expenses due to wage increases are f 
considerable importance. During the past f-ur years, gr ss censtructicnf r 

tho Long Lincs Department has averaged ab-ut $115 millicn per year, Theo 

company estimates that gross ccnstructicn fcr the next few ycars will be 
approximately dcuble this rato with $215 millicn estimated f r 1956 and %25 
million estinated fr 1957. The ccnstructicn program ~f the Asscciated C mpanics 
will als> be at a higher level but the company did nt estimate the ancunt by 
which interstate plant will be affected by the Asscciated Companies! con- 
struction pregran. It is difficult to estimate the offect of this plant ex- 
pansion on the level -f interstate carnings inasmuch as the cffect is ccntingcnt 
upen the amount of additicnal revenues which will be preduced by the new plant 
and the ancunt -f time that may elapse befcre such plant beccmes fully rovenue 
preducing. With regard t- the effect «f wage increases  n interstate earnings, 
it is too early tc determine what pattern cf wage increases can be expected 

in the telephone industry in the next twolve mcnths, although sme increases 

may be anticipated in light cf the recent wage adjustment in the steel industry. 


lhe The foregcing is submitted for discussi-n tcgether with the matters pro- 
sented in the tw: reference memcrande which the Commission ccferrei for 
considcraticn tc this timce 


Ps oe / p, 
rs oA é J 


J 


Harcld Ge Cowgill / 
Chief, Ccmmon Carricr Bureau 


BStrassburg tHIBaker shm/p :CC 
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Mr. Materz. What happened‘ What action did the Commission 
take ? 

Mr. Srrasspurc. There was discussion and the decision was made to 
take no action. 

Mr. Maerz. And on October 9, 1957, did the Chief of the Common 
Carrier Bureau by memorandum state the following—and I quote 
from page 3—— 

Mr. SrrasspurG. Which memorandum are you reading from / 

Mr. Maerz. October 9, 1957. 

Mr. Strrasspurc. I have it, sir. 

Mr. Maerz. I quote: 

The foregoing data indicate no substantial change in the going level of inter- 
state earnings over what was reported to the Commission as of September 1956. 
The diminution in the earnings level which was anticipated by the Bell System 
at that time has not yet made its appearance. The staff view remains unchanged 
that the current indicated return of at least 7144 percent, using the company’s 
reported figures without major adjustment, is more than adequate to maintain 
the Bell System in a financially sound condition. 

Was this memorandum prepared by you / 

Mr. Strrasspure. It was. 

Mr. Marerz. And what action was taken by the Commission on the 
basis of this memorandum ? 

Mr. Srrasspurc. No action. 

Mr. Maerz. | offer this memorandum. 

The CnarrMan. Accepted. 
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(The memorandum referred to follows :) 


FEDERAL COMMUNICATIONS COMMISSION Item No_ 4. 
Washington 25, D, C. 50476 For Common Carrier Agenda 

Commission Action 
October 9, 1957 October 16, 1957 


INTER-OFFICE MEMORANDUM 


FOR: Common Carrier Agenda ** 

TO; The Commission 

FROM: Chief, Common Carrier Bureau 

SUBJECT s Current interstate operating results of the Bell System companies, 


REFERENCE: (1) Mamorandum (Mimeo, 36695), dated October 10, 1956, on 
current interstato operating results of Boll Systom (C.C. Agonda, 
Item No. 3, 10-17-56) and (2) Mouorandum (Mimeo, 33913), dated 
July 10, 1956, roviewing quostions involved in a determination 
of the rcesonableness of the Bell Syston's interstate rates. 
(C.C, Agenda, associated with Item No. 2, 7-18-56), 


RECOMMENDED ACTION: For information and discussion. 


1. The interstate operating rosults of the Bell System companies, including 
carnings levels and tronds in treffic and rovonues, woro reviewed for the 
Conmission in the two rofcronce mcnmoranda. At that tine, based upon oporat- 
ing data through August 1956, it appearod that 74% (roprosonting the ratic 

of not operating income to nvorago net book cost of plant) ws a foir osti- 
mete of the going lovel of Boll System intorstcte earnings. In making this 
estimate, effect was given to the additional amount of plant investment and 
exponses assigned to interstate operations under the revised separations 
procedures (Modified Phoenix Plan) which beceme offective for cocounting and 
sottlomont purposes July 1, 1956, It was also pointod out thet, with rospcot 
to tho future levol of intorstato oarnings, it wns too carly to cstimcte 

tho offect on such earnings of tho accelorated construction program of tho 
Bell Systom companios and anticipcted wee incroases, This memorandum brings 
the interstate oarnings picture up to date with o roviow of operating rosults 
for the yoar 1956 and the 12 months ondod June 30, 1957, 


2. Thoro has been little change in the indiccted lovel of interstate onrn- 
ings sinco the last reforence momorcndum whon the staff cstimated the thon 
current lovol of onrnings of 7% basod on oporating deta through August, 
1956, For tho 12 months period sinco July 1, 1956, during which intcrstcte 
revenues hrve been divided under tho Modified Phoenix Plan of separctions, 
tho avorage return on not book cost of plant was 7,39%, The following 
table (Table I) presents a comparison of the intorstato oporating rosults 
of tho Boll System companios for tho twelvo months ended Juno 30, 1957 with 
the yoars 1955 and 1956, Tho operating results date are shown on both the 
company basis of computation and the not book cost of plant basis, Tho 
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principal diffcrence in these two mothods is that tho company's claimed 
rate base includes such items ng Telephone Plant Under Construction, Cash 


Table | 
Rell Telephone System 
Total Interstate Operations Under DRC 
(Millions of Dollars) 


12 months 

Company Basis 1255 4246 
Average Not Investment $2, 325.6 $2, 665.0 2,922.0 
Gross Revenuos 1,174.6 1,317.4 1,381.8 
Total Deductions 1,004.1 1,125.1 1,182.2 
Net. Ecrnings 170.5 192.3 199.6 
Earnings Ratio 7.33% 7.22% 6.83% 
Earnings Ratio adjusted 

for Modified Phoenix 6,53% 6.82% 6.83% 
Net Book Cost of Plant Basis 
Average Net Book Cost 

of Tolophone Plant $2,092.1 $2, 306.7 $2, 503.5 

Gross Revenuos 1,167.5 1,304.3 1,368.0 
Total Deductions 1,005.6 1,124.9 1,182.9 
Not Operating Income 161.9 179.4 185.1 
Earnings Ratio 7.714% 7.784 7.39% 
Earnings Retio Adjusted 

for Modified Phoenix 6.94% 7.3€h 7.39% 


Working Capital, Materinls and Supplies and Investments in Affilicted 
Companies, Tho staff excludes these items from its basis of presenting the 
indicated curront level of enrnings inasmuch as there is 2 substantial 
question as to what allowance, if any, should be mado for these items for 
rato-making purposes, For the reasons set forth in the second roferonce 
momorandum, wheroin the differcnees in these two methods of computing the 
lovel of intcrstcte carnings are discussed, tho staff is of the opinion 
that the avorage not book cost of telephone plant is more nearly ropre- 
sentative of an alloweblo rate beso for rnte-making purposes. As show 

by the table, tho earnings ratios for the 12 months ended June 30, 1957 

are higher thin the adjusted ratios for the year 1955 and about the same 

as the adjusted ratios for the yenr 1956, The tablo indicates that the 
effocts of the wage increases and the accolerated rata of plent construc- 
tion discussed in the roforonce memornnda aro continuing to be cffset by 
the growth in interstate business, so as to maintain a going level of earn 
ings of at locst 74%. Detailed date with respect to the growth in inter- 
stato operations of the Bell System are contained in Table II attached hereto, 
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3. The continuing studios maintained by the staff indicato that, based 
on the current Bell System capital structure of about 35 percent dobt 

and 65 percent equity capital, the cost of capital for total operations 

of the Bell Systom is in the area of 6}% to . This determination of 
the cost of capital to the Bell System is based on the assumption that 

the current debt retio would bo maintained and used for rate-making pur- 
poses without adjustment. If it should be determined that the Bell Syston 
could safely carry a highor percentage of debt in its capital styucture, 
and that a higher debt ratio should be used for computing revenue require- 
ments, the overall cost of capital for rate-making purposes would be 
materially reduced, Also, it should bo noted that there are divergent 
views as to whother the determination of the ratio of return should be 
based ontirely on the utility's cost of capital or whethor other factors 
such as genore] economic conditions; competition and risk; rates of 
return allowed other utilitics; ete., should be considered in addition 

to cost of capital, 


Conclus 


4. The foregoing data indicate no substantial change in the going level 

of interstate earnings over what was reported to the Commission as of 
September 1956, The diminution in the earnings level which wes anticipated 
by the Boll System at that timo has not yot mede its appearance, The 

staff viow romains unchanged thet the current indiccted return of at 

least 74%, using the company's reported figures without major adjustment, 
is more than adequate to maintain the Bell System in a financially sound 
condition, 


5. The forogojng is submitted for ciscussion. 
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Mr. Hoirzman. You feel the same way about that memo as you did 
about the previous memo; is that correct / 

Mr. Srrasspure. On the basis of the facts as they existed at that 
time. We made the recommendation and we subscribe to it on that 
basis. 

Mr. HourzMan. Let's see if we can look back a little. In retrospect 
do you still feel that the memo was justified / 

Mr. Srrasspure. Yes; because our memos are prepared on the basis 
of facts as they exist at the time. 

Mr. Maerz. In other words, Mr. Strassburg, the Chief of the 
Common Carrier Bureau submitted six memorandums to the Commis 
sion between June 1955 and October 1957 calling attention to the fact 
that the Bell System was deriving a return from interstate telephone 
service in excess of 614 percent: is that right ? 

Mr. Strasspurc. That is right. 

Mr. Maerz. At any time 

Mr. SrrasspurG. Among other things, that we called their atten 
tion to, Mr. Maletz. 

Mr. Marerz. And on several occasions, at least two occasions in this 
period, didn’t the staff suggest that action be taken by the Commission 
looking toward a possible rate reduction 4 

Mr. Srrasspure. I believe on two occasions we made that very defini 
tive recommendation. 

Mr. Maerz. At any time since this $65 million rate increase was 
granted, on September 28, 1953, did the Commission authorize the staff 
to negotiate on an informal basis with the Bell System in an effort 
toagree upona voluntary rate reduction ? 

Mr. Srrasspurc. No. 

Mr. Maerz. At any time since this 365 million rate increase was 
eranted, did the Commission undertake to institute a formal rate 
investigation to determine whether the Bell System rates were un 
reasonably high / 

Mr. Srrasspurc. No. 

Mr. Maerz. Thus, even though the Commission oranted a S65 mil 
lion rate increase without a hearing, and even though this increase 
resulted in the Bell System obtaining a rate of return in excess of 
Hl, percent, the Commission, as I understand your testimony, would 
not sanction efforts to obtain a voluntary rate reduction or the institu 
tion of a formal rate investigation: is that mght 7 

Mr. Srrasspurc. The fact is that they did not. 

Mr. Maerz. I would like to, Mr. Chairman, repeat a question that 
vou put to Mr. Strassburg. To the extent that the Bell System was 
allowed a return in excess of 614 percent in 1955, in 1956, and hye 
is it not correct that long distance telephone users were charged an 
additional $159 million / 

Mr. StrasspurG. That may be the case, Mr. Maletz, true. But it 
does not follow. and | do not want tonrgue the point 

Mr. Marerz. Is your answer to that “Yes.” and then you can explain 
your answer / 

Mr. SrrassBure. On that basis alone, yes. 

Mr. M \LETZ. Would you like toexplain your alswel ¢ 

Mr. Srrasspurc. If you are assuming 614 percent, ves. 
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All 1 was going to say, sir, is that there are many factors that have 
to be considered, and I'am sure the Commission does consider them, 
In arriving at a judgment as to whether to take action or not. 

Mr. Maverz. Didn't the staff- 

The CHatrMaNn. Is one of the factors the visit that Mr. Crosland 
made to all the Commissioners’ Is that something of importance in 
this matter; if you know ? 

Mr. Strasspurc. I do not know that that is a fact, Mr. Chairman. 

Mr. Mar ETz. Didn’t the staff take the view in 1953, prior to October 
1, 1953, that even a 614 percent rate of return was in excess of capital 
costs of the Bell Sy stem ’ 

Mr. Srrasssurc. If you take the bare bones capital costs of the 
company, yes. 

Mr. Maerz. In other words, even 614 percent— 

Mr. Strasspurc. That is right. 

Mr. Maerz. Was in excess of the cost of capital requirements / 

Mr. Srrassspura. That is right. 

The point I am trying to make is that merely because we have had 
this 614 percent figure which was the culmination of this rate adjust- 
ment or these rate negotiations in October of 1953, that it does not 
follow that any time that rates get up to 7 or 714 percent, that those 
rates are necessarily unreasonable or unlawful. 

That is all I am saying. 

Mr. Houirzman. Who fixed the 6.5 figure ? 

Mr. Srrasssure. I think it came about by negotiation, Mr. Holtz- 
man. 

Mr. Hoitrzman. Agreed to by the Bell System / 

Mr. SrTrAsspure. Well, I do not know if you can say—no, I do not 
think you can say that the Bell System agreed to it. 

It was a negotiation. We were trying to be on the side of being as 
conservative as possible, and the Be ll System— 

Mr. Hotrzman. Was trying to be as liberal as possible. 

Mr. Srrasspurc. Natur: ally, and we were trying to come together 
within an area which would be outside of a controversial area. At 
least that was, I believe, the Commission’s objective. 

The CHairman. Mr. Eisenberg. 

Mr. E1senserc. Have you given us the figure, Mr. Strassburg, re- 
flecting the current rate of return from interstate operations / 

Mr. Srrasspura. I believe we gave you the figure for 1957. 

Mr. EtsenserG. Do you have any figures for 1958? 

Mr. Srrasspurc. We only have figures for the first 2 months. 

Mr. E1tsenperG. What is the last figure you have? In other words, 
what is closest to the present time? W ‘hat is the present rate of 
return ¢ 

Mr. Srrasspurc. If you just take an average for those 2 months, it is 
not going to mean very much, but it is 6.7 percent for those 2 months 
annualized. 

Mr. E1sensperc. And that is on net book cost ? 

Was that the phrase / 

Mr. SrrasspurG. Excuse me, Mr. Eisenberg ? 

Mr. E1senserc. Is that on net book cost ? 

Mr. Strrasspurc. That is on the same basis as net book cost. 
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Mr. E:senperc. Is there some disagreement between you and 
A. T. & T. as to whether that is a proper base on which to compute 
the rate of return ? 

Mr. Srrasspure. Oh, yes, there is. There is disagreement. 

Mr. E1senserc. What would be the differential if you used the 
A. T. & T. basis? 

Mr. Srrasspurc. Roughly four-tenths to five-tenths of a percent 
return. 

Mr. Ersenserc. Would that reduce the current average for the 1958 
period to within the 6 to 6.5 range? 

Mr. Srrasssure. That is right. In other words, if we made certain 
allowances that we otherwise excluded in setting up of our net book 
cost-rate basis, it, of course, would reduce the return. 

Mr. Etsenserc. And is it still your recommendation in view of 
that; is it now your view that there ought to be a rate hearing in- 
volving these interstate rates ? 

Mr. SrrasspurG. You mean in view of those 2 months, sir? 

Mr. Ersennerc. Is it presently your view that there should be 
rate hearing, that there is a necessity for a rate hearing? 

Mr. Srrasspura. It is a little difficult for me to answer that. I 
haven’t given it and we haven't given it any thought in the last 
mouth or so. 

We have been extremely preoccupied with the private line rate in 
vestigation which is going on. It is a rather backbreaking job in 
itself. 

But there have been changes, of course, in money costs. There 
have been changes in traffic ‘growth. There is definitely evidence, 
there seems to be evidence, of a retardation in the growth of inter 
state messages and traffic. 

I do not know what we would recommend today, sir. 

We would have to evaluate all those various developments. 

The CuHairman. Can you hold these temporarily because I want to 
vet on. 

Just one more question. 

Mr. Etsenserc. Let me just understand this. 

Is the current rate of return within the range of reasonableness 
which you set forth in your memo in connection with the 1953 recom 
mendation for an increase ? 

Mr. Hourzman. Are you talking about the 1958 return now / 

Mr. E1senserc. Yes, the current rate of return. 

The CHarrMan. Based on the 2 months you are speaking of. 

Mr. Eisenperc. Based on whatever information you have as to 
what the current rate of return is. 

Mr. SrrasspurG. There are so many other things to take into ac 
count, Mr. Eisenberg, it is difficult for me to say that our judgment 
today would be the same as it was then as to what is a range of 
reasonableness. 

Mr. Maerz. To complete the record, is it correct that in January 
1958 the Bell System earned a rate of return on interstate operations 
of 7.3 percent and in February of 6.1 percent / 

Mr. SrrasspurG. For the month of February 1958 the return on 
interstate net book cost of plant was 6.07. 
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Mr. Marerz. And what about January? You gave me a figure of 
7.3 percent. Would you accept that subject to “check, in order to 
move on ? 

Mr. Srrasspurc. We have it. Just a moment, Mr. Maletz—7.3. 

Mr. Hourzman. Is February generally a poorer month or a better 
month for the Bell System ¢ 

Mr. Srrasspurc. Being a short month, it is a poorer month. 

Mr. HoitrzmMan. So that the 6.3 does not necessarily reflect anything. 

Mr. Srrasspurc. No. You would have to analyze it in terms of the 
number of average business days and how it compares with February 
of the preceding year. 

The CuatrmMan. You had better be careful. You will have another 
application for another 6-percent increase. 

Mr. Mauerz. Is it a fact, Mr. Strassburg, that the Commission has 
never established, upon the basis of a public record, the fundamental 
principles and policies by which to judge the reasonableness of the 
Bell System’s interstate rates / 

Mr. SrrasspurG. On the basis of a public hearing record, a full 
evidentiary record, no, they have not made such a determination, that 
is for the Bell System interstate oper: ations. 

Mr. Marerz. Yes, sir. Can you explain why the Commission has 
never made a formal 7 ‘termination to determine the basis upon which 
a fair rate of return for interstate telephone service should be 
computed ¢ 

The CuarrMan. Lt do not think that is a fair «nestion to put. 

Mr. SrrasspurG. Thank you, Mr. Chairman. 

Mr. Maerz. | wonder if you will answer this question quite can- 
didly and 1 know your answers have been completely candid. Do 
you, in your honest judgment, believe that FCC regulation of tele- 
phone rates has been particularly effective ? 

The Ciaran. There again, Mr. Strassburg, if you do not wish to 
answer that question, you are free to decline. I recognize the tender- 
ness of your position. 

Mr. Srrasspure. It is not thatsomuch. It is such a relative matter, 
too, sir. There are any number of ways to answer that question. 

Mr. Horrzman. Mr. Chairman, I do think that the chairman 
should withdraw that. question completely. 

The CuarkMan. The question is withdrawn. 

Mr. Marerz. Mr. Chairman, may I turn for just a moment to rates 
of the Bell System for the intercity transmission of television 
programs ¢ 

Mr. Etsennerc. Before you get to that, as I understand it, you have 
never had a formal hearing at which standards for the determination 
of a reasonable rate of return have been adopted, is that right? 

Mr. Srrasssura. For the Bell System, that is correct. 

Mr. Ersenserc. In the absence of that, would you say that the stand- 
ards you are now using for these computations are conservative 
standards ? 

Mr. SrrasspurG. Very conservative from our standpoint, just at 
least so far as the rate base question is concerned, and the specific 
components involved in that rate base. 

Mr. E1senBere. oe conservative / 
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Mr. SrrassBurG. There are of course other items that we can ques- 
tion, and which do not enter into that difference between A. T. & T. 
and us so far as a rate base construction is concerned. 

Mr. Honitrzman. Mr. Chairman, on that question, here is one that 
may not be so tender. 

Do you not think that it is about time we had a public hearing so 
that standards could be arrived at ? 

Mr. SrrasspurG. Mr. Congressman, you have read or heard Mr. 
Maletz read the Bureau’s recommendations in these matters over 2 
period of years. I would much prefer to let that speak for itself. 

Mr. Etsenserc. Let me ask one further question, Mr. Chairman. 

The Cuarrman. Certainly. 

Mr. Etsensperc. Have you read to us all the recommendations that 
have been made with regard to the desirability of such a hearing 
since 1934? 

Mr. SrrasssurG. No, I have not done that, sir. 

Mr. Etsenserc. Do you know whether such recommendations have 
been made consistently by the staff since the enactment of the Federal] 
Communications Act ? 

Mr. Srrasspura. Oh, there have been recommendations made for 
rate investigation involving the Bell System, Mr. Eisenberg. That is 
a fact. And the Commission did, on two occasions, adopt show- 
cause proceedings against the American Telephone & Telegraph Co. 
looking toward rate reductions, but as I indicated earlier, there was 
no occasion to conclude those proceedings. 

There was some negotiated rate adjustment made which sort of 
washed out the issues. 

Mr. Ersenserc. I am curious as to whether this is a recent recom- 
mendation or whether this is simply something which since the enact- 
ment of the FCC has been consistently recommended by the staff and 
not done, not ordered by the Commission. You may not know. Maybe 
you have not gone back over the old files. 

Mr. Srrasspura. I have not reviewed the history that recently, s 

The Cuarman. The Chair wishes to make the following statement. 
Mr. Strassburg, you have testified in the Chair’s opinion to rather 
strange occurrences. 

The Chi ur is amazed, I emphasize the word “amazed” at the Com 
mission’s inaction in this very imports unt field of rates charged by the 

American Telephone & Telegraph Co., and I now instruct counsel of 
this committee to confer with the Chairman of the Federal Communi 
cations Commission on the need te consider a formal public hearing 
as to the rates charged by the American Telephone & Telegraph Co. 
and as to other matters that have been touched upon in this morning's 
hearings. 

Counsel is to report back to the committee within 2 weeks as to his 
deliberations and the reactions of the Federal Communications Com- 
mission’s Chairman to the request made and conveyed to the Com- 
mission as per this statement. 

Mr. Maerz. Mr. Chairman, may I proceed 4 

The CHamman. Yes. 

Mr. Materz. Mr. Strassburg, may I ask you some questions about 
the rates of the Bell System for the intere ity transmission of television 
programs? Do you recall that on March 13, 1957, this subcommittee 
issued a report on the television broadcasting industry ? 
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Mr. Srrasspure. I recall such a report. il 
Mr. Maerz. And do you recall that this committee stated in its 
report on page 113, and I quote: 


Nine years ago, in April 1948, the Commission instituted a formal investiga- 
tion of A. T. & T. common carrier charges for network transmission services 
which has never been brought to a close. 

In March 1955, after the proceedings had been pending before the Commission 
for 7 years, the Commission staff sought instructions from the Commission con- 
cerning the possible activation of the rate investigation. 

The specific occasion for this request for instructions was that a memorandum 
prepared by special counsel of the Senate Committee on Interstate and Foreign 
Commerce had stated among other things that it had “been a long time since 
the Commission had given consideration in a formal proceeding to the rates of 
the telephone company affecting broadcast operations,” and recommended that 
“the Commission should undertake at the earliest practicable date an examina- 
tion of the reasonableness of the telephone company charges relative to broad- 
cast operations.” 

In light of this recommendation, a memorandum to the Commission from Mr. 
Harold G. Cowgill, Chief, Common Carriers Bureau, dated March 9, 1955, stated 
that it appeared “appropriate at this time for the Commission to review the 
present status of the proceedings which it instituted in docket No. 8965 on April 
28, 1948, with respect to the reasonableness of the rates and regulations of the 

sell System companies and the Western Union Telegraph Co. for the intercity 
transmission of television programs. Such a review will enable the Commission 
to decide what further action, if any, may be desirable or warranted at this 
time in the proceeding.” 

On the basis of cost data from the telephone company, the aforesaid memo- 
randum expressed doubt whether downward revision of existing rates would 
be justified, but warned that such data had “not been subjected to the test of 
close examination on a publie record or to the critical review of interested 
representatives of the broadcast industry.” The memorandum further noted 
that 

“Although the proceedings in docket No. 89638 were originally instituted 
largely in response to protests, formal and informal, from representatives of 
the broadcast industry, there have been few, if any, direct representations made 
to the Commission since that time by the broadcast industry with respect to 
the level of the Bell System’s television transmission rates. On oceasion, 
inquiries have been made by the representatives of the industry as to the 
status of the proceedings. On other occasions, certain networks (ABC and 
DuMont) have expressed dissatisfaction with the rate levels before congres- 
sional committees; however, not to the Commission. For that matter, none of 
the four networks have complained to the Commission in recent years.” 

The Commission’s response to the request for instructions was to direct the 
staff “to bring back to the Commission its estimate as to the number of em- 
ployees, the amount of time and funds required for investigation of the Bell 
System television transmission rates (docket No. 8963).” 

sy memorandum to the Commission dated March 11, 1955, Mr. Cowgill pre 
sented the staff's reply to these questions. He stated that the staff believed 
that it had a sufficient number of qualified personnel to conduct formal pro- 
ceedings, if the Commission believed such action warranted, stating that— 

“The type of proceeding presented by docket No. 8963 is no more complex or 
momentous than any other proceedings which the Commission has conducted 
over the years with respect to domestie and international telegraph rates, or 
rates of the marine carriers. On the basis of our experience with such other 
proceedings, it appears that the rate proceeding in docket No. 8963 could be 
accomplished with the use of approximately 12 persons, representing about 
2 man-years with an expenditure of about $17,000.” 

The memorandum also concluded that “a decision by the Commission not to 
formally investigate the rates in issue in docket No. 8963, solely on the grounds 
of lack of necessary personnel, would be unwarranted.” 

Nevertheless, the Commission subsequently withdrew its instruction to the 
staff and the formal rate investigation has never been brought to hearing. 

The combined impact of high common-carrier transmission charges and restric- 
tive regulations governing the use of private transmission facilities has created 
a situation in which many rural television stations remote from the trans 
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mission network find it impossible to obtain essential network programs for 
live broadcast. Although 3 years ago the Commission recognized that this “may 
deter and hinder the development of a nationwide television system,” both aspects 
of the problem remain the subject of unfinished proceedings before that body. In 
light of the urgency with which a solution is needed, the length of time during 
which these proceedings have been allowed to drag on seems unconscionable. 


Mr. Strassburg, what has the Commission done with respect: to this 
matter of intercity telephone transmisison rates charged by the Bell 
System / 

Mr. SrrasspurG. The statt has put ina great deal of time in review- 
ing cost. studies which have been made by the Bell System with respect 
to its program transmission services in the video field, and I think we 
have put in more time on that than we have on any other project in 
recent years; and we have concluded, the staff has concluded on the 
basis of those reviews, that while the earnings from the service may 
not be quite as bleak as the company studies portray them, we do not 
think the adjustments that we have found might be warranted would 
bring them up to a level which would raise any question about the 
overall level, the reasonableness of the overall level of rates. 

Now that is the staffs point of view based on review of several] 
studies. 

The Commission’s position on the matter, I think, is reflected 
letter dated January 3, 1957, addressed to Senator Magnuson, both on 
the question of the rate levels for video program transmission and the 
so-called problem of the small broadcaster in remote areas. 

If vou care to, I would be glad to furnish the conimittee with a copy 
of that letter, because it does reflect the Commission’s vie wpoint better 
than I could attempt to represent it here. 

The CHarrMan. We will be very glad to receive it. 

( The letter referred to follows ce 


FEDERAL COMMUNICATIONS COMMISSION, 
Washington, D.C., January 3, 1957. 
lion. WARREN G. MAGNUSON, 
Senate Committee on Interstate and Foreign Commerce, 
Washington, D.C. 

IdeaR SENATOR MAGNUSON: This is in further reference to vour letter of July 
19, 1956, relative to the testimony of Mr. J. W. Boler, president of the North 
Dakota Broadcasting Co., before the Senate Interstate and Foreign Commerce 
Committee, regarding the regulations and policies of the Commission with re- 
spect to licensing television broadcasters to construct and operate their own 
radio relay facilities, and tariff rates and regulations of the American Telephone 
& Telegraph Co. applicable to television transmission services and facilities 

For the most part, Mr. Boler’s testimony before your committee is directed to 
the general question as to whether broadcasters should be authorized to provide 
their own relay facilities regardless of the availability of common-carrier fa- 
cilities. As you know, there has been pending before the Commission a general 
rulemaking proceeding (docket No. 11164) designed to explore this question. The 
arguments advanced by Mr. Boler with respect to the alleged inequities and de- 
ficiencies of the existing rules and policies of the Commission and the deterrent 
effects thereof on the development of television service in the smaller communi- 
ties of the Nation have all been presented to the Commission by the pleadings 
filed by Mr. Boler and others in the proceeding. 

The Commission has not been unmindful of the various considerations raised 
by Mr. Boler and, accordingly, for sometime past, has been granting applications 
filed by television broadcasters for authority to construct and operate their own 
radio relay systems in cases where common-carrier facilities would have to be 
constructed in order to serve the broadcaster, and where it has been shown that 
the broadcaster can more quickly provide such facilities for himself. Such au- 
thorizations have been granted in cases involving nonavailability of common- 
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carrier facilities, and the effect has been to provide the means by which many 
small stations have been able to obtain network programs and services on an 
economical basis. The Commission intends to continue to make such authoriza- 
tions on a case-by-case evaluation pending the outcome of the proceedings 
in docket No. 11164. 

With respect to Mr. Boler’s alleged difficulties in dealing with representatives 
of A. T. & T. in connection with his application to this Commission for an au- 
thorization for a private relay system from Minneapolis to Fargo, we have, of 
course, no first-hand knowledge of the conversations or dealings to which he 
refers in his testimony. As Mr. Boler states, the Commission’s rules presently 
contemplate the authorization of such private systems only in cases where com- 
mon-carrier facilities are not available. In pursuance of this provision of the 
rules, the Commission’s staff has customarily requested the applicants for pri- 
vate relay authorizations to furnish a statement from the common carrier op- 
erating in the area involved as to the availability or nonavailability of common- 
carrier facilities. However, under the present policy, failure to obtain such a 
statement does not preclude grant of an authorization. 

Insofar as the charges of A. T. & T. for television transmission service are con- 
cerned, as you know, the company, at the request of the Commission, has made a 
series of studies designed to show its investment, expenses, and return on invest- 
ment attributable to the rendition of such service. Based upon our reviews and 
analyses of these studies and the level of earnings indicated thereby, we have 
concluded that we would not be warranted at this time in instituting formal ac- 
tion on our own motion looking toward downward adjustments in the overall 
level of rates applicable to the service. However, we are giving continuing 
onsideration and study to the rates and rate structure involved, and we shall 
take appropriate action to effect such adjustments therein as our studies show 
to be desirable. 

By direction of the Commission : 

GEORGE C. McCONNAUGHEY, Chairman. 

Approved by Commission, item 2, general agenda, January 3, 1957. 


Mr. Maerz. Mr, Strassburg, I would like to ask you about the 
consent decree and propound just a few questions with respect thereto. 
Are you familiay i a general way with the consent decree in the 
\. T. & T. case? 

Mr. Srrasspure. Ina very general way. Yes. 

Mr. Maerz. [ take it that as chief of the telephone division, you 
have had occasion to examine section | X of the decree which requires 
Western: 


to maintain cost accounting methods that conform with such accounting prin 
ciples as may be generally accepted and that afford a valid basis, taking into 
uvecount the magnitude and complexity of the manufacturing operations in- 
volved, for determining the cost to Western of equipment sold to A. T. & T. 
and Bell operating companies for use by them furnishing common-earrier com 
munications services 

Are you familiar with that provision ? 

Mr. SrrasspurG. Yes, sir. 

Mr. Maerz. Let me ask you this. Does section IX enable the 
Federal Communications Commission to exercise more effective regu 
lation of the Bell System ? 

Mr. SrrasspurG. My personal opinion is that it doesn’t contribute 
agreat deal. I haven’t thought it through. We really haven't made a 
real study of how we could implement this section in order to fortify 
or strengthen the mechanics and the procedures which are now avail- 
able to us with respect to Western. I must admit that I have some 
trouble with interpreting its true application and meaning. 

Mr. Maerz. Have you formed a tentative conclusion as to whether 
section TX would enable the FCC to exercise more effective regula- 
tion of the Bell System ? 
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Mr. Srrasspuxe. I think it at least can be said it has a salutary 
effect in the sense that we probably, in view of this provision, could 
strengthen our approach to the problem or at least get more response 
from the telephane company as the occasion may arise. 

[ just don’t know. It isa very difficult thing. 

Mr. Mauerz. Now the decree has been in effect since January 24, 
1956. Up to the present date, during this period from January 24, 
1956, to the present moment, has section LX been found by you to be of 
any value to the Commission in exercising more effective regulations 
of the Bell System ? 

Mr. Srrasspurc. We really haven’t explored sufficiently nor had 
occasion to e xplore it sufficient ly. 

Mr. Marerz. I understand that. I am just asking you about the 
period from January 24, 1956, to the present. Have you found sec- 
tion IX to be of any value? 

Mr. SrrasssurG. Your question is a little difficult to answer. All 
I can say on that, Mr. Maletz, is that it hasn’t changed our operations 
in any respect. It hasn’t changed our approach to the problem in 
any re spect. 

Whether in the future it might upon further examination and 
circumstances may develop in the future, [ cannot sav NOW. 

Mr. Hourzman. Mr. Strassburg, there was some testimony here 
from the officials of A. T. & T. that this was the indentical procedure 
that they had followed prior to the decree. 

Now would you say that that was accurate, their accounting method 
L am talking about. 

Mr. Srrasssura. In other words, if by that they meant this decree 
did not present any occasion for them to change their accounting 
methods, I believe I understand that to be their posit ion. 

Mr. Hortzman. Now can you tell us whether section LX of the de- 
eree contributes in any way to giving you better supe rvision over 
their records ? 

Mr. Srrassspure. At this moment nowithstanding the two years that 
may have elapsed since the decree was signed, I still do not have an 
answer to that. I do not know how it would, but I want it under- 
stood that we have not really explored it fully. We have not gone 
into it and we do not know what circumstances might arise in the fu- 
ture where we might be able to invoke the provisions of paragraph TX 
of the decree to obtain certain effects or benefits that are not now 
available. 

Mr. Houtzman. Is it your impression that there was no change in 
their accounting system by virtue of section LX of the decree? 

Mr. srrasssurc. To my knowledge there was no change as a result 
of section LX of the decree. 

Mr. Hourazman. Then how could section IX of the decree better 
help you to regulate or supervise if there was no change? 

Mr. Srrasspurc. As I say, at this time I just do not know. I do not 
have all of the possibilities in mind that might obtain under a given 
set of circumstances. If we reached am impasse, if we really made a 
detailed examination of Western’s cost accounting system and we 

found fault with it, what the next step might be by virtue of the de- 
cree, we just do not know at this stage. We have not tested it. 
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Mr. Maerz. Mr. Strassburg, has the Commission since 1939 when 
the FCC report on the telephone investigation was issued, ever under- 
taken an independent audit of Western’s costs and prices to deter- 
mine whether Western’s prices to the Bell companies are reasonable 
or unreasonable / 

Mr. Srrasssurc. What do you mean by an independent audit of 
their costs and prices, Mr. Maletz ? 

Mr. Marerz. Has the FCC made an audit of Western’s costs and 
prices of Western’s operations to determine whether Western’s prices 
to the Bell companies were reasonable or unreasonable ¢ 

Mr. Srrasssura. In the 1948 study that we conducted jointly with 
the NARUC, we went into some phases of Western’s accounting sys- 
tem. We didn’t go into the underlying procedures. 

We didn’t go into the underlying work papers and records of West- 
ern Electric, and to this date and since 1939, we haven’t done that 
type of audit, if that is what you have in mind. 

Mr. Marerz. What I have in mind is what you had in mind, at our 
meeting on December 6, 1957. That very question was asked you as 
[ reeall, and I believe you reeall. 

Mr. Srrasspura. Yes. 

Mir. Materz. And in this connection, [ am quoting from the memo- 
randum which is now in the record, “he” meaning you— 
indicated that the Commission has not, nor can it undertake an independent 
audit of Western's costs and prices to determine whether its prices to the Bell 
Co. are reasonable or unreasonable. This is because the Commission has only 
five people in its New York regional office assigned to these regulatory matters. 

Is that a correct statement? Do you recall making that statement? 

Mr. Srrasspure. I recall making that statement. It is a very sub- 
stantial undertaking. It would take a lot more than five. I may have 
been wrong about the number of people in the New York office at the 
time who were available, but I think it is right, give or take a few. 

Mr. Maerz. In your judgment, do the State regulatory commis- 
sions have the resources to make audits, independent audits, of West- 
ern’s costs and prices, for the purpose of ascertaining whether West- 
ern’s prices to the Bell companies are reasonable or unreason: able? 

Mr. Srrasspure. I have never made a detailed audit of the facilities 
available to each of the 47 commissions in the United States, but my 
impressions would be, just from my casual association and contacts 
with State commissions, that they are, with few exceptions, not 
equipped to make that type of a detailed audit. 

Mr. Matrrz. Is it a fact that because of lack of personnel, instead of 
making an independent audit of Western’s prices to the Bell compa- 
nies, the FCC “i had to use a less satisfactory method, namely, to 
determine whether Western’s profits are out of line with profits of 
other manufacturing industries ? 

Mr. Srrasssurc. We do, of course, review Western’s earnings. I 
don’t know that we make a regular comparative study of Western's 
earnings with those of other manufacturers, but we do attempt to 
maintain surveillance over the earnings as reported to us by Western 
Electric on Bell System business. 

Mr. Materz. Is it correct 





Mr. STrAssBURG. And I might also point out at this time, you know, 
Mr. Maletz, Western’s prices rand profits are in issue in this pending 
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investigation of the private line rates and services of the American 
Telephone & Telegraph Co., and we are going into that subject, we 
hope with effectiveness. 

The CuarrMan. I just want to say, Do you mind if we conclude your 
testimony this morning so we won't have to call you back this after- 
noon? There is only about 10 minutes more of interrogation. Is that 
all right with you ? 

Mr. Srrasspureé. I am at your disposal, Mr. Chairman. 

Mr. Maerz. Is it correct that by memorandum dated June 13, 1955, 
which you have already identified, the Chief of the Commission’s 
Common Carrier Bureau pointed the following out to the Commis- 
sion, and I quote from page 5. 

Mr. Srrasssure. Let me get it, please. June 13, page 5. 

Mr. Maerz. Yes, and I quote from page 5: 


With regard to Western Electric it should be noted that in the past 5 vears, the 
company’s gross sales have increased from $737 million in 1950 to $1,486 million 
in 1954, of which $1 billion represented sales to Bell System companies. Western's 
return on average net investment increased from 8.6 percent in 1950 to 10.3 
percent in 1954. These returns relate to the company’s total business. On sules 
to Bell cumpanies alone, Western asserts that its 1950 return ratio was 8.6 pe) 
cent and in 1954, 8.0 percent. These returns raise a regulatory question as to 
whether Western’s prices to its sister companies of the Bell System may be 
unreasonable and to the extent that they are or have been, whether the claimed 
investinent and operating expenses of the operating companies for ratemaki 
purposes should be adjusted to eliminate any excessive Western profits 


Do you recall that statement ? 

Mr. Strasspurc. Yes, sir. 

Mr. Maerz. You prepared that memorandum, I believe you tes 
tified. 

Mr. Srrasspurc. That was prepared in conjunction with others. 

Mr. Maerz. Was this matter called to the attention of the Depart 
ment of Justice at any time in November 1955, this specific quotation / 

Mr. Srrassspure. No, sir. 

Mr. Maierz. And by memorandum dated July 10, 1956, which: is 
already in the record, the Chief of the Common Carrier Bureau 
advised the FCC as follows, and I quote from page 8, the part 
headed “Western Electric Co. Profits” : 


Since World War IT the Western Electrie Co. has made substantial profits on 
its sales of equipment, supplies, and services to the Bell System companies. 
Western’s reported level of return on investment in Bell busniess during this 
period has been considerably above the level of earnings of the Bell System 
companies from their telephone operations. Inasmuch as the payments made 
by the associated companies to Western are either capitalized and subject to 
depreciation accounting or treated as operating expenses directly, they have a 
direct effect upon any determination of the Bell System's revenue requirements 
applicable to telephone service and to the reasonableness of its rates. A few 
of the State commissions have held that because of the intercompany rela 
tionship, Western’s rate of return on sales to the affiliated companies should 
be no higher than the rate of return allowed the operating companies on their 
telephone operations. Those commissions have reduced the amounts allowed 
in the rate base for plant in service and in depreciation expense to eliminate 
these alleged excess profits. In an interstate ratemaking proceeding, a determi- 
nation would be required as to the reasonableness of the amounts contained in 
the plant accounts of the operating companies representing the profits derived 
by Western on sales of equipment to those companies. This, in turn, would 
involve questions as to the basis on which Western's prices are fixed as well 
as the development of appropriate yardsticks by which to evaluate the reason- 
ableness of Western's prices and earnings related in those sales. 
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Was the Justice Department ever advised of this staff observation 
with respect to Western Electric ? 

Mr. Srrasspure. No. 

Mr. Maerz. Don’t you think that these two quotations which | 
have read would have been quite material in a Justice Department 
determination as to whether or not to insist upon divorcement of 
Western Electric / 

Mr. Srrassspure. I don’t think I am qualified to answer that, Mr. 
Maletz. 

The Coarrman. You made that statement. Now, may I ask you 
this Mr. Strassburg. The Bell companies own Western Electric. 
That. is correct, isn’t it? 

Mr. Strasspurc. That is correct. 

Mr. Cuarrman. The Western Electric can charge anything it wishes 
to the Bell companies, can it not? There is no competition to speak 
of, is there ? 

Mr. SrrasspurG. We would like to think that the regulatory process, 
sir, W oule | keep them from doing that. 

The CramrmMan. And the only way that you could curb any prices 
or supervise the prices that Western charges the telephone companies 
in interstate rates is by your control over the rates of those interstate 
rates of the operating companies. 

Mir. SrrasspurG. It is a form of indirect regulation. 

The CuairmMan. It is only indirect at best. 

Mr. Srrasspurc. We have some direct contacts with Western when 
we have questions about their prices or profits, as Mr. Maletz knows, 
having gone through our files. 

There have been numerous occasions on which we have written to 
Western requesting price adjustments or questioning the level of their 
rates. We know that on some occasions, we have been at least instru- 
mental, I would like to think that we have, in bringing about cer- 
tain substantial reductions in prices of Western after consultation 
with Western Electric officials. That is the use of the indirect ap- 
proach of regulation. 

The Cuarmman. You only have a small number of members on 
your staff as you have indicated before, throughout the country, some 
51 employees, is that correct 4 

Mr. Srrasspure. That is roughly correct. 

The Cramman. For this huge operation that extends all over the 
country ¢ 

Mr. Srrasspure. That is correct. 

The Ciaran. Do you think that those men have the expertise to 
pass upon the reasonableness of charges of the Western Electric to 
the American Telephone & Telegraph Co. ? 

Mr. Srrasspurc. Well, I think we have some very qualified men, sir, 
but I am glad you raised the question, because I think to a large ex- 
tent there are a lot of answers that could be founded in more effective 
regulations, through better staffing of the Commission, more realistic 
budget. appropriations. 

The Cuarrman. Can the FCC prescribe a uniform system of ac- 
counting for Western Electric / 

Mr. Srrasspurc. There is some question as to our authority to do so. 
I have always assumed that we do not have the authority to so pre- 
scribe, Mr. Chairman. 
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More recently, some question has been raised as to whether, in view 
of all of our powers in taking the Communications Act in context, 
whether we don’t have that inherent authority, but I am still not pre- 
pared to say that we have that authority. 

The Cuarrman. Mr. Eisenberg. 

Mr. Exsenserc. Mr. Strassburg, are you famiilar with this tele 
phone investigation in 1939 in a general way 4 

Mr. Srrasssurc. Not intimately familiar with it, sir. 

Mr. Eisenserc. Let me read you from page 601 what is denom- 
inated the first recommendation of the Commission, and these are rec- 
ommendations for legislation. 

The first one is: 

To specifically authorize the Commisison to prescribe basic cost accounting 
methods to be followed by manufacturing companies under contract with oper 
ating telephone companies for the general supplying of materials or equipment 
and by manufacturing companies subsidiary to or affiliated with operating 
telephone companies through corporate structure. 

Do you know whether that legislation requested by the Commission 
in 1939 was ever enacted 

Mr. Srrasspure. No, it was never enacted. 

Mr. EISENBERG. Do you know if as a result of this investigation, 
however, or maybe independently of it, whether Western changed any 
of its accounting practices after 1959 ¢ 

Mr. Srrasspurc. I believe there have been some changes, Mr, Eisen- 
berg. I don’t know how fundamental they have been, con far reacl 
ing they have been. 

I would have to refresh my recollection on it, and I would have to 
make some inquiries into our materials at the Commission. 

Mr. E1senserc. Now, one other question. Do I understand that 
because Western is a subsidiary or is wholly owned by the Bell 
System, that if payments made to Western for equipment are chal 
lenged by the Commission on the basis of unreasonableness, that West 
ern has the burden of demonstrating that they are reasonable? 

Mr. Srrasspure. I believe that it would be the case. 

Mr. E1sennerc. Now, if Western were not affiliated with the Bell 
System, would the Commission have such authority ? 

Mr. Srrasspura. We would have authority to inquire into the prices 
being paid by an operating company to an independent manufac- 
turer if we had any reason to suspect that there was collusion or any- 
thing of that nature, or that the operating company was imprudent 
in its dealings or arrangements. 

But if we were dealing with a competitive and « om ple tely independ- 
ent market, no, I don’t think we would undertake to maintain any 
surveillance over what the independent does. 

Mr. E:senserc. And in the absence of collusion, would the mere 
fact that the independent equipment manufacturing company was 

sarning high profits be a basis for disallowing the charges paid by the 
telephone operating companies ? 

Mr. Srrasssure. Only if the company, the operating company, was 
completely imprudent in going to paying higher charges if lower 
charges were available elsewhere. 
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Mr. Ersenserc. But, do I understand correctly that whatever regu- 
latory authority you have over Western, whether it is direct or indi- 
rect, isa result of Western’s relationship to the Bell System ? 

Mr. Srrasspure. Yes. 

The CuarrmMan. That will end the proceedings for this morning, 
but before we conclude, I want to say to you, Mr. Strassburg, and that 
can be applied to your associates here, that you have been an intelli- 
gent, outstanding, and dedicated public servant. 

I want to testify to that. You have been cooperative and thoroughly 

candid with this committee and with the chairman. It is a pleasure to 
have a witness like you before us. We appreciate your honesty and 
your courage under trying circumstances, and I want to offer you my 
fullest commendation. 

Mr. Srrasspurc. | appreciate those sentiments, Mr. Chairman. We 
try to call them the way we see them on the staff. I am speaking for 
all of us on the staff, and I have no reason to do it any differently be- 
fore this committee. 

The Cuairman. I just want to speak of the candor and cooperation, 
also, of the members of your stati. We will now conclude this morn- 
ing’s hearing, and we will reassemble tomorrow morning in the Judi- 
ciliary Committee room at 10 o’clock when we will hear from Mr. Ed- 
ward Crosland, assistant to the president of the American Telephone 

Telegraph, and Mr. Victor H. Kramer, attorney, of Washington, 
formerly connected with the Antitrust Division of the Depa ‘tment of 
Justice, 


(Whereupon, at 1:05 o’clock p. m., the committee adjourned to re- 
convene Thursday, May 1, 1958, at 10 a. m.) 
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Houser or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:03 a. m., in room 
356, Old House Office Building, Hon. Emanuel Celler (chairman) 
presiding. 

Present: Representatives Celler (chairman), Rodino, Rogers, 
Holtzman, Keating, and Miller. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel, and Milton Eisenberg, associate counsel. 

The CHatrmMan. The committee will be in order. 


Mr. Maletz. 


TESTIMONY OF EDWARD B. CROSLAND, ASSISTANT TO THE PRESI- 
DENT, AMERICAN TELEPHONE & TELEGRAPH CO.; ACCOMPANIED 
BY HUGH B. COX, COUNSEL, AMERICAN TELEPHONE & TELE- 
GRAPH CO. 


Mr. Materz. Mr. Chairman. 

Mr. Crosland, would you state your name and business affiliation 
for the record ¢ 

Mr. Crostanp. My name is Edward B. Crosland—C-r-o-s-l-a-n-d. | 
am assistant to the president of American Telephone & Telegraph Co., 
with offices at 195 Broadway, New York City. 

Mr. Maerz. And how long have you been assistant to the president 
of A. T.& T.? 

Mr. Crosnanp. Since April 1, 1955. 

Mr. Materz. What position did you occupy in the Bell organiza 
tion prior to becoming assistant to the president / 

Mr. Crostanp. My first employment by the Bell System was with 
the Southern Bell Telephone Co. in Atlanta, Ga., as an attorney. | 
was later made general attorney for that organization, and in 1952 
I was transferred to the American Telephone Co., in Washington 
D. C., and given the title of assistant vice president and attorney. 

Following that, on April 1, 1955, as T have stated, I was made assist- 
ant tothe president. 

Mr. Mauerz. In general, what are your responsibilities as assistant 
tothe president of A. T. & T.? 

3547 
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Mr. Crostanp. In general, I think I can describe my responsibili- 
ties best by stating that we keep abreast of, coordinate and assist in 
the handling of all matters affecting the Bell System, including the 
American Telephone Co., the long-distance department and the asso- 
ciated companies, having to do with our interstate operations and 
national problem. 

Mr. Maerz. Is it one of your responsibilities as assistant to the 
president to have frequent contact with individual Commissioners 
of the Federal Communications Commission about various matters 
of concern to A. T. & T.? 

Mr. Crosianp. Yes. 

One of my duties requires many contacts with all members of the 
Commission, Mr, Maletz, if I may use that expression, sir. 

Mr. Maerz. In the past several years or since you have occupied 
the position of assistant to the president, have you actually had such 
contacts ¢ 

Mr. Crosnanp. Yes, sir. I have had quite a number of contacts, 
more or less on a regular basis with members of the Commission. 

May I explain why, sir’? 

Mr. M \LETZ. Please do, sir. 

Mr. Crostanp. Our interstate business comprises approximately 22 
percent. of the total business of the Bell System. That involves 
approximately an investment of $3,373 million. 

The Federal Caan ications Commission regulates all of our 
activities in connection with our interstate services, which include 
OU lessaLt toll einai Our priv: ite line service 5 OUL TY and radio 
service, and our overseas services. 

Of nece ssity, many proble ms arise vith repect to the se matters. 
[ coniact the Commission quite often to explain to them our position 
and to give them information with respect to matters whie h are of 
concern to us and to them. But I have not contacted them with 
respect to matters involved in adjudicatory or adversary proceedings. 

I might add that I would judge that 75 percent of our activities 
before the Federal Communications Commission are devoted to ad- 
ministrative matters as opposed to those involved in adjudicatory or 
adversary proceedings. 

Mr. Marterz. Were vou familiar with the A. T. & T. antitrust suit 
and the major issues there involved 7 

Mr. Crostanp. Yes, sir. 

Mr. Materz. Do you recall a so-called chronology of events pre- 
pared by Mr. Moulton, which was made part of the record of the 
hearings before this subcommittee at page 747 of the transcript? 

Mr. Crostanp. In a very vague and general sort of way, sir. 

Mr. Materz. Do you recall that under entry of August 26, 1955, 
Mr. Moulton made the following notation 

Mr. Crostanp. May I see a copy of the chronology, sir? 

Mr. Cox. I will give it to vou. 

I have given it to Mr. Crosland. 

Mr. Maerz. Yes, thank you, Mr. Cox: and I quote: 

Foote called Moulton to advise that he and Judge Barnes had had an extended 
discussion with the Attorney General. He reported that nothing definite had 
been decided, but he felt they were making progress. Foote asked whether the 
NARUC or State commissions had ever considered the divestiture of» Western 

ud was teld that we knew of no instance in which divestiture had been sug- 
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gested by any State regulatory authority. (We have reason to believe, but have 
no official knowledge, that at the conference with Barnes and the Attorney Gen- 
eral, Foote urged a settlement along the lines set forth in the memorandum for 
Judge Barnes and that the Attorney General directed Judge Barnes to discuss 
the matter with FCC Chairman McConnaughey and possibly with the NARUC.) 

Let me ask you this: Did Mr. Moulton at any time inform you that 
the Attorney General had directed Judge Barnes to discuss the 
matter with Chairman McConnaughey of the FCC? 

Mr. Crosnanp. Yes, sir; Mr. Moulton advised me of that fact. 

Mr. Materz. About when did Mr. Moulton so advise you ? 

Mr. Crostanp. I have no definite recollection, Mr. Maletz, at all 
as to the date when Mr. Moulton advised me of that fact, but I would 
assume from this chronology that it was sometime along in the period 
suggested here. 

Mr. Maerz. At any time between August 26, 1955, and November 
8, 1955, did you discuss privately with Chairman MecConnaughey 
A. T. & T.’s position with respect to divorcement of Western Electric 
from the Bell System ? 

Mr. Crostanp. Mr. Maletz, may I first, before answering that ques- 
tion—I do not understand what you mean by the use of the term 
“private.” Now, any statements I may— 

Mr. Maerz. I mean a discussion with Chairman MeConnaughey 
at which no one else was present besides vourself and Mr. MeCon- 
haughey. 


Mir. Crosnanp. Yes, sur. that is right, sir, but I might add that 
when I saw Mr. Me¢ onnaughey that IT would liave been happy for 


anyone else to be present to listen, too. 

May I say, too, Mr. Maletz - 

Mr. Maerz. I did not quite get the answer to the question, Mr. 
Crosland. Did you discuss the matter with Chairman McConnaughey 
between August 26, 1955, and November 8, 1955 ? 

Mr. Crosnanp. Yes, sir. I said I did discuss it with him during 
that time. 

Mr. Marerz. Was anybody else present at any discussion that you 
had with Chairman MeConnaughey ? 

Mr. Crostanp. Mr. Maletz, I have no specific recollection as to the 
times when I discussed this matter with the members of the Com- 
mission. 

Mr. Maerz. I am just talking about Chairman MeConnaughey at 
this point. 

Mr. Crosnanp. Well, any one of them I might say in answer. I have 
no specifie recollection of any particular times or dates when I dis- 
cussed this matter with the members of the Commission. However, I 
know that I did discuss it with them on several occasions in con- 
nection with my duties which I mentioned earlier to try to keep them 
informed of the matters that affected them. I felt that his was cer- 
ainly a matter which I should discuss with them and I discussed it 
with them, I am sure, prior to August 1955. 

Mr. Materz. Do you recall now about how many times be‘ ween 
August 26, 1955, and November 8, 1955, you had discussions with 
Chairman McConnaughey with respect to this matter ? 

Mr. Crostanp. No, sir: I do not. 

Mr. Maerz. Would it be 1, 2.3, or 
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Mr. Crostanp. Any answer I would give to that question, Mr. 
Maerz, would be a pure guess. I have no records of it. 

Mr. Materz. Would you say it was more than once? 

Mr. Crosuanp. Beg your pardon, sir? 

Mr. Materz. Would you say it was more than once / 

Mr. Crostanp. I would say it could have been more than once; 
yes, sir. 

Mr. Maerz. More than twice? 

Mr. Crostann. Again, Mr. Maletz, you are asking me to guess as to 
how many times I talked with him and Lam sorry but I cannot answer 
your question any better than that. 

Mr. Mitier. Mr. Chairman, may I make a statement with regard 
to the question ? 

The CuHarrMan. Yes. 

Mr. Miiuier. In order possibly to save time, I suppose Mr. Crosland 
it is true that you talked many times with all of the Commissioners ¢ 

Mr. Crostann. Yes, Mr. Miller, with respect to many problems. 

Mr. Miiier. And in each case it was not only in connection with 
this but with many other things ¢ 

Mr. Crostanp. That. is very true, sir. 

Mr. Miuirr. And I think you would probably characterize these 
meetings, if the counsel wishes to so express them, as private but not 
secret / 

Mr. Crostanpb. That is exactly right, sir. There was nothing sinis 
ter at all in connection with my visits with the members of thie 
(‘ommission. 

Mr. Mitier. So you would be willing to stipulate that you saw them 
many times, each one of them / 

Mr. Crostanp. Very definitely, sir. I don’t think there was any 
impropriety or anything improper about any one of the visits with 
any of the members of the Commission. I would have beet very 
happy to have anybody from the outside listen to what I said. 

The Cuatrman. Mr. Crosland, nobody has imputed any impro- 
priety so far at all. 

Mr. Crostanp. Thank you, Mr. Chairman. 

The Cuamman. I mean so far as I can gather from the questions. 

Mr. Miuuer. Mr. Chairman, the counsel wanted to know, did he 
see him once, twice: did he visit with one Commissioner or a lot of 
Commissioners. It may save a lot of time if we have it on the record 
that he has seen each of the Commissioners a lot of times, no question 
about it. 

Mr. Maerz. Do you rec: all, Mr. Crosland, testimony before this 
subcommittee with respect to a letter signed by the Attorney General 
dated November 8, 1955, setting forth A. T. & T.’s position and seek- 
ing the views of the Federal Communications Commission with re- 
spect to divorceme ~g of Western Electric / 

Mr. Crosianp. I do not know what part of the testimony you are 
referring to, Mr. Maletz. But I understand that a copy of the letter 
from the Attorney General to the Chairman of the FCC has been 
entered in this record. 

Mr. Materz. Yes. Do yourecall Mr. Moulton’s testimony ? 

Mr. Crostanp. Ina general way: yes, sir. 
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Mr. Maerz. Do you recall his testimony that he helped Mr. Foote 
with that letter to the extent of submitting to Mr. Foote a statement 
of A. T.& T.’s position ¢ 

Mr. CrosLtanp. Yes, sir: and I believe he said at that time that that 
was in order to be sure that our position was accurately stated, sir. 

Mr. Maerz. Do you recall that Mr. Moulton testified that the third 
and fourth paragraphs of the Attorney General’s letter were based 
on Mr. Moulton’s communications to Mr. Foote ? 

Mr. Crostanp. I do not have that specific recollection as to what he 
said, Mr. Maletz. 

Mr. Maerz. The reference is page 541 of the transcript of testi- 
mony of Tuesday, April 15, 1958. 

Mr. Crostanp. May I read what he said, sir / 

Mr. Maerz. Please do. 

Mr. CrosLtanp (reading) 

Mr. Mouttron. Well, I cannot tell at this distance, but I would think that the 
statements in the third and fourth paragraphs, which are statements of our 
position, were based on my communication or whatever it was to him. 

Mr. Maerz. Yes. Did Mr. Moulton inform you that the Attorney 
General had actually sent the letter to Chairman MecConnaughey, of 
the FCC? 

Mr. Crostanp. No, sir; he didn’t inform me that the Attorney Gen 
eral had actually sent the letter, but he informed me that he under- 
stood that a letter would be sent to the FCC. 

Mr. Maverz. Was it your understanding, we will say in the middk 
of November 1955, that a letter had actually been sent ? 

Mr. Crostanp. Mr. Maletz. I do not reeall that I was ever told 
specifically that a letter had been sent by the Attorney General. 

Mr. Mauerz. Was it your understanding that a letter had been 
sent / 

Mr. Crostanp. Well, 1 guess the best way to answer that is that I 
imagine that a letter was about to be sent or had been sent in the 
middle of November. 

Mr. Marerz. I see. Between November 8, 1955, and November : 
1955, did you then discuss with individual members of the Federal 
Communications Commission the implications from the A. T. & T. 
point of view of the divorcement of Western Electric from the Bell 
System / 

Mr. Crosnanpb. Yes, sir. I did discuss during the month of No 
vember the position that we were stating to the Attorney General. 
And may I point out, Mr. Maletz, that this was purely a legal prin 
ciple that we were discussing with respect to the regulatory aspects 
of this case. 

Mr. Maerz. Mr. Crosland, there were attorneys representing 
A. T. & T. who were negotiating with the Department of Justice, 
were there not / 

Mr. Crostanp. Yes, sir, that is correct, sil 

Mr. Maerz. Did those attorneys on A. 'T. &. T.’s legal staff pi wtici 
pate in these discussions that you had with the FCC Commissioners / 

Mr. Crostanp. Mr. Maletz, I think I have pointed out that I am 
an attorney myself. I have tried many cases throughout the years 
and I discussed the matter with the muniied of the Commission and 
felt qualified to do so. 
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Mr. Maerz. You did not participate in any of the negotiations 
with the Department of Justice ? 

Mr. Crostanp. No, sir, I did not, sir. 

The Coarrman. Why did you limit your negotiations to the Federal 
Communications Commission ? 

Mr. Crostanp. They were not negotiations, Mr. Chairman. 

The CuatrMan. Discussions. 

Mr. Crosianp. If I may say So, sir, the discussions with the Federal 
Communications Commission were had by me because the Federal 
Communications Commission was under my jurisdiction as far as our 
activities were concerned. That was my job, in other words. 

The Cyaan. You did not feel that your job entitled you to 
negotiate on the question of divorcement with anybody connected with 
the Department of Justice ? 

Mr. Crostanp. The legal department, sir, handled the case with the 
Department of Justice, sir, as far as the legal aspects were « oncer ned. 

The Cuatrman. Did the legal department of the A. T. & T. discuss 
the question of divorcement, if you know, with the Federal amet 
cations Commissioners? 

Mr. Crostanp. Not to my knowledge, sir. I had already informed 
them about our position with respect to our attempt to settle this anti- 
trust case, sir. 

The Cuarrman. Were you instructed by anybody to confer with the 
Commissioners of the Federal C ae ations Commission 

Mr. Crostanp. Mr. Chairman, I do not believe that I was instructed 
as such. I considered it as part of my duties to keep the Commission 
informed. 

As a matter of fact, Mr. Chairman, the Commission, as you know, 
under section 218 of the Communications Act is required to keep 
abreast of all matters affecting their regulatory authority, and in 
compliance with that provision, I felt it my duty as well to advise 
them of this matter which certainly had a grave implication as far as 
the exercise of their jurisdiction in regulatory matters was concerned. 

The CHatrmMan. Mr. Maletz. 

Mr. Maerz. Mr. Crosland, in November of 1955, was Mr. Moulton 
not handling the antitrust suit and negotiating with attorneys in the 
Department of Justice? 

Mr. Crostanp. That is correct, sir. 

Mr. Maerz. At any time in November 1955 did Mr. Moulton par- 
ticipate with you in any discussions with FCC Commissioners? 

Mr. Crostanp. No, sir, he did not. 

Mr. Maerz. With respect to the company’s position ¢ 

Mr. Crostanp. And I saw no reason for it, Mr. Maletz, because 
[ felt that I was perfectly capable of discussing the issues myself with 
the members of the Federal Communications Commission. 

Mr. Marerz. Did you not feel that Mr. Moulton was more familiar 
with all aspects of the case? 

Mr. Crostanp. I do not doubt that at all, Mr. Maletz, that he was 
far more familiar with all aspects of the case, but I think it would 
have been a waste of manpower had Mr. Moulton been required to go 
along with me in connection with these discussions. 

Mr. Maerz. Is it not correct that in the course of the negotiations 
with the Department of Justice at least three representatives of 
A. T. & T. participated ? 
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Mr. Crostanp. Well, Mr. Maletz, let me say this, sir: The primary 
point that I discussed with the Federal Communic: itions Commis- 
sion, and as I said, I did this on several occasions, beginning shortly 
after I took over these duties—I felt it not only my right to talk with 
them about this but an obligation on our part to discuss this with 
the Federal Communications Commissioners because it did very defi- 
nitely affect their regulatory authority. The point that we discussed 
in the main, or primarily, was the one relating to regulation, that is, 
what effect the divorcement of Western Electric would have on the 
powers of a regulatory body. 

Mr. Maerz. With what FCC Commissioners did you discuss the 
matter between November 8, 1955, and November 30, 1955? 

Mr. Crostanp. Mr. Maletz, again I do not have any specific recol- 
lection of how many times I discussed the matter, but I am sure that I 
must have discussed it with all of them. 

Mr. Maerz. Did you discuss this with all of them on an individual 
basis, that is, did you speak to each Commissioner separately ? 

Mr. Crosianp. Yes, sir, that is my recollection of the matter. 

Mr. Marerz. Would you tell us to the best of your recollection what 
you told these Commissioners about this lawenit during this period 
from November 8, 1955, to November 30, 1955 

Mr. Crostanp. Mr. Maletz, I do not think I told them anything 
differently with respect to the lawsuit from the discussions I had had 
prior to the dates you mention. 
~ Mr. Marerz. What did you tell them ? 

Mr. Crosntanp. Well, again I say this is purely to the best of 1 
recollection, but I discussed with them the effect that divorceme nt 
that Western Electric would have on telephone service. In our opin- 
ion, unquestionably, the cost of telephone service would be increased 
if Western were divorced from the system, it would retard our 
ability to make advancements in the art and it would certainly result 
in grave damage to the defense effort. 

In addition to that, though, as I said, the primary matter dis- 
cussed with them was the effect that the divorcement of Western from 
the system would have on their authority and on all regulatory 
bodies with respect to the control of Western’s prices and profits. 

Mir. Manerz. Did you at this 

Mir. Crosnanp. May I finish my answer, sir? 

Mr. Marerz. Yes, sir. 

Mr. Crostanp. With respect to that, Mr. Maletz, it has already been 
developed in this record, that any expenditures made by a utility at 
arms’ lengt . bargaining are deemed to be reasonable. 

Now, if a Bell System company were to purchase equipment or 
materials tras an outside supplier, in order for a commission to 
make disallowances in a rate case with respect to items of invest- 
ment, rate base, or items of expenses because of unreasonable pay- 
ments, the Commission would have to prove, the burden would be on 
it to prove, that the prices paid were unreasonable, and it would have 
to show fraud, collusion, or gross mismanagement. This is quite diffi- 
cult to do. 

Now, on the other hand, with respect to dealings between affiliates 
In a system such as ours, the Supreme Court of the United States has 
held in the case of Smith against Illinois Bell in 1930 that these deal- 
ings are not at arm’s length and the burden of proof in rate proceed- 
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ings falls on the company. It is required not only to show that the 
prices paid by the companies for materials purchased from Western 
are reasonable, and that is done by showing that they are as low or 
lower than we can purchase elsewhere in the market, which has been 
supported in many cases, but in addition to that, the Court imposed on 
us an obligation to show that the profits earned by Western on these 
sales are reasonable. 

Now, for example, if we purchased equipment from North Electric 
Co., if the North Electric Co., or some other independent manufac- 
turer, should make a large profit on a transaction, the Commission 
could make no disallowance. But in the case of Western Electric 
because of its being affiliated with the Bell System, the Commission 
could make a disallowance. 

Now, to my mind that is purely a legal principle, but it is a very 
important one and has a very definite effect on the ability of the Com- 
mission to regulate properly and effectively. 

Now, that, in general, was the story that I told the members of the 
(commission, sir. 

Mr. Maerz. Did you initiate these meetings with the Commission 4 

Mr. Crostanp. Yes, I did. 

Mr. Maerz. At any time during this period in November 1955 did 
you discuss the matter with any member of the staff of the Federal 
(Communications Commission ? 

Mr. Crostanp. No, I did not, sir. 

Mr. Maerz. Why not? 

Mr. Crostanp. Mr. Maletz, I have confined in the main my contacts 
with the Commission to the Commission level itself. 

We have such a tremendous number of problems that have to be dis 
cussed with them from time to time, that we have to keep them advised 
of and up to date on, that it is a question of time more than anything 
else, I think, as to why I haven't discussed any matter with the staff. 

Other people in my organization keep the staff abreast of matters 
that are pending. 

Mr. Maerz. Is it your general procedure to limit your contacts to 
Commissioners of the FCC rather than to discuss matters with mem 
bers of the Commission and members of the staff as well? 

Mr. Crosianp. In practice, that is the way it has worked out, sir; 
ves. 

Mr. Maerz. Have you had occasion since 1955 to entertain or give 
anything of value to any FCC Commissioner ¢ 

Mr. CrosLanp. Since when, Mr. Maletz; lam sorry.si 

Mr. Maerz. Since you became assistant to the president of 
A.T.&T.! 

Mr. Crostanp. To entertain them ? 

Mr. Maerz. Yes, or give anything of value or anything like that. 

Mr. Mintver. Mr. Chairman, I still would like to raise objection that 
I fail to see how these matters come within the purview of this sub 
committee. 

The CuarrMan. The question will be withdrawn. 

Mr. Cox. What happened to the question, Mr. Maletz ¢ 

Mr. Marerz. I beg your pardon. 

The Cuarrman. The question is withdrawn. 

Mr. Cox. Do you want to answer it # 
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Mr. Crostanp. Mr. Chairman, I would like for the record to show 
that I have no hesitancy to answer that question. I have not enter- 
tained them to any great extent or given them any gifts of value. 

Mr. Miter. I just think this whole area is irrelevant to the issue. 

Mr. Maerz. At any time between 1955 and the present date, did 
you have any discussion with any FCC Commissioner with respect 
to interstate rates of the Bell System ? 

Mr. Crostanp. Oh, yes, Mr. Maletz. 

[ constantly keep the members of the Commission advised of our 
earnings situation. I have done that on many occasions, more or 
less on a regular basis. 

At the end of each quarter, I have made an effort to see the mem- 
bers of the Commission, discusss with them the financial situation 
that we are confronted with, our tremendous needs for additional 
capital, and the fact that our earnings are too low and have been 
too low for quite some time. I have done that on a regular basis; 
ves, sir. 

Mr. Maerz. Doesn’t the Bell System submit detailed reports of 
financial condition to the staff of the ee ? 

Mr. Crostanp. Yes, sir, we do very definitely, sir. 

Mr. Maerz. What would be the need, theny. for your discussing 
this matter with individual members of the FCC ¢ 

Mr. Crosnanp. I don’t think the detailed reports we filed with 
the members of the staff, Mr. Maletz, by any means would serve as 
a basis for the Commissioners to be informed of all of the factors 
which of necessity affect our earnings situation. 

Mr. Marerz. What factors would they not be informed about ¢ 

Mr. Crostanp. Through our reports, sir. 

Mr. Marerz. Through vour report. 

Mr. Crostanp. They would have no information with respect to 
the requirements of our construction progs: am which I might Say 
right here has been the largest that has ever been undertaken. It has 
been unprecedented during r the last 3 years. 

In 1956, our construction program was $2,200 million. In 1957, 
it was $2,500 million, and in 1958, it will be $2,200 million. 

In order to carry on that construction program, we are required 
to go into the money market to raise considerable amounts of new 
money. 

As a matter of fact, to « ‘arry on our construe tion program, we have 
to raise two-thirds of our capital expenditures in new money from 
investors. Industry generally, though, only has to raise about 26 
percent of its capital ‘expenditures in new money from investors. 

That sort of thing, the reports that we give to the staff wouldn’t 
show at all. This is the sort of matter I discussed with them. We 
have talked with them about the competition we are presently con- 
fronted with in the money market. It has been getting much more 
severe in recent years because other industries have had to go into the 
market for money and that is continuing. 

Our reports wouldn’t show that at all to the staff. 

Incidentally, the same comments I make to the Commissioners about 
these things, would also be made to the staff by people in my organ- 
ization. We try to keep them abreast of all these problems. 
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We talked about the problem of our surplus per share, what is neces 

sary, and the fact that we today, for instance, have a surplus sufficient 

to cover dividends for 234 years, whereas electric companies have 
dividends cove1 ‘age of 3 years. 

That wouldn’t show up in our reports to the staff or the Commission. 

The CuarrMan. In any of these conversations you had with the Com- 
missioners individually or collectively, did any of the Commissioners 
suggest to you that there might be a reduction in rates? 

Mr. Crosianp. Mr. ( Yhairman, in 1955, at the time I was disc ‘Ussing 
with the members of the C ommission the questions relative to the anti- 
trust suit, the Commission urged that we adopt a change in our separa- 
tions procedures. 

Maybe I should explain what separations mean. 

All of the investment, revenue, and expenses of the telephone com- 
panies, has to be divided between interstate and intrastate operations 
in order that the respective commissions can exercise their jurisdic- 
tional functions. 

Now, the NARUC and the Federal Communications Commissio: 
urged us in 1955 to adopt what was called “the modified Phoenix plat ” 
That was the name given to it by those in the industry. 

The modified Phoenix plan would result at that time in transferring 
approximately $127 million in investment from intrastate to inter- 
state, and $22 million in expenses. 

In other words, it would have reduced our interstate earnings 5) 
about eight-tenths of 1 percent or incurred our earnings requirements 
by $40 million. 

Now, at that time, the Commission let me know that they were some 
what concerned about our earnings level. We urged very strongly 
that they should not adopt the modified Phoenix plan without giving 
us offsetting revenues in the amount of $40 million, which they were 
taking away from us so to speak. We argued very strenuously with 
them on this point. This was a negotiated matter between the 
NARUC, the FCC, and ourselves. But with respect to this, I was 
wholly unsuccessful and the FCC adopted the plan without giving us 
the offsetting revenues. 

We went along with it because, as far as regulation is concerned, 
we feel it is absolutely essential that separations procedures be 
uniform. 

The absence of uniformity, that is, if the State commissions and 
the Federal Commission don’t adopt the same separations procedures, 
would result in our either earning twice on the same amount of invest- 
ment or we will not at all. 

Usually the latter would be the case. 

Mr. Materz. Mr. Crosland, would you say in the course of the last 
several years you have had frequent telephone conversations with 
individuals and Commissioners of the FCC # 

Mr. Crostanp. No, sir, I wouldn’t say that I had had frequent 
telephone conversations with them, sir. 

Most of my conversations have been with their offices or themselves 
in an effort to make an engagement to see them when I come down 
from New York. 

Mr. Maerz. The subcommittee has obtained from the Federal 
Communications Commission a list of long-distance telephone calls 
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passing between you and individual members of the FCC, between 
1955 and 1957. 

The first is from Commissioner Lee to you on April 20, 1955, a 
4-minute conversation. 

Do you recall the nature of that telephone conversation, sir? 

Mr. Crostanp. No, sir, Mr. Maletz, I am sorry. 

Mr. Miniter. What was the date of that, ple vase ? 

Mr. Materz. April 20, 1955. 

Mr. Crostanp. It is quite a long time ago. My memory is not that 
good, sir. Iam sorry. 

Mr. Maerz. “+ you live in Westfield, N. J.? 

Mr. Crosuanp. I did live in Westfield for about 6 months. 

Mr. Materz. Did you live there on February 13, 1956? 

Mr. Crostanp. Yes, sir, I did. 

Mr. Materz. On Febru: ary 13, 1956, according to information sup- 
plied the committee by the Federal Communications Commission, 
Commissioner Mack called you at Westfield, N. J.—Westfield, N. J., 
98466. 

By the way, was that your number ? 

Mr. Crosutanp. Mr. Maletz, I move so often, I have so many tele- 
phone numbers, I am sorry, but I can’t tell you whether it is or not. 

Mr. Materz. According to the FCC records, Commissioner Mack 
called you at Westfield, N. J., and spoke to you for 10 minutes. 

Do you recall the nature of that conversation 

Mr. Crostanp. No, sir, I am sor ry, Lcan’t. 

Mr. Maerz. On March 16, 1956—— 

Mr. Miniter. Mr. Chairman? 

The CuatrmMan. Yes? 

Mr. Miniter. Mr. Chairman, we have here, of course, a list of all of 
these telephone calls which apparently the counsel is intending to in- 
terrogate the witness about. 

Now, there isn’t any intention on my part to make any objection 
here in order to foreclose this evidence from getting into the record, 
because the witness has already testified that it is his business too, and 
it is his obligation too and he does talk to the Commissioners, or many 
of them, all the time about many things. But I would like to point 
out that beginning with this telephone conversation which Mr. Maletz 
has now referred to, February 18, 1956, that all the subsequent ones 
are telephone conversations w hich took pli ice after the consent decree 
was entered into and which has no relation possibly under any cir- 
cumstances to the consent decree program that we started to investi- 
gate by way of this hearing. 

The CuAirman. There is a matter pending before the Commission 
at this very time, and I think the question is very pertinent to the 
consent, decree. 

So I must overrule the objection. 

Mr. Miter. I thought, Mr. Chairman, you said we weren’t going 
into the pending case when we started this hearing. 

The Carman. It all has relevance to the consent decree so I must 
overrule the gentleman. 

There are only a few more of these anyhow. 

Mr. Miter. Well, we will stipulate there are many if he wants to 
go date by date, if there is any point. 
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Mr. Materz. Wecan dothat. 

Mr. Keating. Mr. Chairman, could we shorten the thing by asking 
the witness if he talked with the Commissioners about the consent 
decree ? 

The Cuarrman. You can do it, but I want it done this way on spe- 
cific dates. 

So will you, counsel, list all these dates of conversation and who 
they were from and to whom and ask him in bulk ? 

Mr. Maerz. Mr. Chairman—on March 16, 1956, oe 
Mack called Mr. Crosland collect at New York City at 9:43 a. m. 

Again on March 16, 1956, Commissioner Mack called Mr. Crosland 
in New York City at 10:17 a.m. 

On March 16, 1956, “Siemen” called Mr. Crosland at New York 
City. 

Who is this person : “Siemen ¢” 

Mr. Crostanp. There is a Mrs. Siemen who is Commissioner 
Doerfer’s secretary, sir. 

Mr. Maerz. In other words, there were 3 calls on this 1 day, March 
16, 1956. 

On April 12, 1956, Commissioner Mack called Mr. Crosland in 
Montgomery, ak at 12:05 p. m. and reversed charges. 

On September 17 . 1956, Commissioner Lee ealled Mr. Crosland in 
New York City, reversing charges. 

On December 10. 1956. Commissioner Mack called Mr. Crosland in 
New York City. 

On the same date, December 10, 1956, Commissioner Lee also called 
Mr. Crosland in New York City, reversing charges. 

On June 17, 1957, Commissioner Doerfer called Mr. Crosland in 
New York City. The conversation, according to the records lasted 
10 minutes. 

On October 1, 1957, Commissioner Mack called Mr. Crosland in 
New York City. The conversation lasted for 9 minutes. 

Let me ask you this, Mr. Crosland: Do you recall the nature of 
any of these telephone conversations ¢ 

Mr. Crostanp. Mr. Maletz, unfortunately, I do not, no, sir. 

The CHatrmMan. You don’t recall anything about any of these 
telephone conversations / 

Mr. Crostanp. Mr. Chairman, it is not unusual for me to have 
called the members of the Commission myself and left word for them 
to call me back. 

The CHamman. These are calls by members to you. 

Mr. Crostanp. Yes. sir. but it could have been in response to a 
call IT made to them which IT would make normally on a station-to- 
station basis. eall their office down here or come through our tie-line 
to Washington. 

The CHatrmMan. Isn’t it unusual for a Commissioner to call you 
at. your home or call you at all these places? 

Mr. Crosnanp. No, sir, I don’t think if during the day they were 
unable to reach me and they called me during the night, if that 1s 
the only time they had an opportunity to call—I see nothing un- 
usual about that. 

The Crairman. If, for example, these would say, “Return call, 
operator so-and-so,” that would be a different matter. That might 
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be returning your call, but these are direct calls by Commissioners 
to you. 

Mr. Crosnanp. Mr. Chairman, it doesn’t necessarily mean, Mr. 
Chairman, that that is a call initiated by them by any means. 

As I pointed out, most of the time I call the Commission I will 
call on a station-to-station basis to the ; ‘ederal Communication Com- 
mission, talking to the secretary of the Commissioner, and I will ask 
if he is not there to have him call me back when it is convenient. 
That could have been the case. 

I am sorry, sir, but I just don’t have the specifie—— 

The Carman. You don’t remember any of these calls‘ You 
don’t have any present recollection of the nature of the conversations 
carried on in these calls at all? 

Mr. Crostanp. No,sir. Lam sorry, sir, but I can’t. 

The CHarrmMan,. It isall right. 

Mr. Crostanp. I just would 

The CuairmMan. Mr. Keating. 

Mr. Keatrine. I just wanted to ask—— 

Mr. Crostanp. Having so many problems—Excuse me, Mr. Keat- 
ing. 

Mr. Krarine. I wanted to ask the counsel to summarize how many 
of those were collect calls. I alw: wuvs like to see the Government nh nake 
somebody else pay for their calls. 

Mr. Marerz. There were 12 calls, and 

Mr. Crostanp. Mr. Chairman, may I say this, that I would like 

The CHamman. In a moment, Mr. Keating has a question. 

Mr. M .LETZ. Three were collect calls. 

Mr. Krarinc. So there were nine that weren't collect calls / 

Mr. Ma.erz. That is right. 

Mr. Kratinc. Were any of those reversed calls? 

Mr. Materz. Yes, I bracketed them together. One collect call and 
two reversed. 

Mr. KEATING. I see. 

Well, now, if you are able to recall, Mr. Crosland, the nature of 
that conversation, 1f it should develop that those calls were of benefit 
to you rather than to the Government, I imagine you would be will- 
ing to take up with your board of directors the reimbursement to the 
Government of those nine calls, wouldn’t you ? 

Mr. Crostanp. I would have no hesitancy about that, Mr. Keating. 
I don’t know whether the board of directors would be the place to 
take it up. 

Mr. Keatrine. You might get a wholesale rate on those calls that 
the Government wouldn’t get. 

Mr. Crosianp. Yes, sir; that is right. 

M: ay I say, I am sure of this, that none of those calls had to do with 
any pending issues before the Commission regarding an adversary 
matter. 

The Cuatrman. Why are you so sure / 

Mr. Crostanp. Because I never discussed any. 

The Cuatrman. You said a moment ago you don’t recall the nature 
of those conversations. Now you say they ‘didn’t refer to something. 

Mr. Crosianp. Mr. Chairman, may I point out that earlier in my 
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testimony I tried to make very clear to the committee that I have 
studiously avoided ever discussing with the members of the Commis- 
sion matters involved in adversary proceedings or adjudicatory pro- 
ceedings, that my contacts with them have been entirely with respect 
to administrative matters. 

When a matter becomes involved in an adversary proceedings, then 
[ no longer attempt to discuss it with them, because I don’t want to 
embarrass myself, them, or the company I represent. 

The Cuatrman. They referred to pending matters in the FCC in 
which you were interested, didn’t they ? 

Mr. Crostanp. There are many matters I am interested in before 
the FCC that are not involved in adjudicatory proceedings. 

The CuHatrman. Did any of them have to do with the consent 
decree ? 

Mr. Crostanp. Mr. Keating, unfortunately again, sir, I can’t tie 
ny of these calls in with any specific matter. 

Mr. Miuier. Actually they were all after the consent decree. 

Mr. Crostanp. They were all after the consent decree, and I would 
have had no occasion to discuss the consent decree with them particu- 
larly at that time. 

The Cuatrman. No further questions, and thank vou, Mr. Crosland. 

I want to say this, too, that I have “hed from counsel, you have 
been cooperative with this e mmittee, and we are very oratet il to vou 
for it : 

Mr. Crosuanp. Thank you very much, Mr. Chairman. 

The Cuarrman. The next witness 

Mr. Minuer. Can I ask him some questions ¢ 

Che CHairmMan. I am sorry. 

Mr. Mitier. No one else wants to ask him? 

Mr. Kreatine. No. 

The CuatrmMan. Go right ahead. 

Mr. Mitier. Mr. Crosland, yesterday the chairman of the committee 
asked a question of Mr. Strassburg. Do you know Mr. Strassburg? 

Mr. Crosnanp. Yes, sir: I do, sir. 

Mr. Mirzrer. Staff member of the FCC? 

Mr. Crosnanp. Yes, sir. 

Mr. Minter. Which question appears on page 1142 of the trans- 
script. 

The question was as follows. 

Do you have a copy of the transcript? 

Mr. Cox. I think we do. Just a moment, Mr. Congressman. I 
will see if I can find it. 

Yes, I have vesterday’s transcript. 

Mr. Miruer. Yes. 

On page 1142, the chairman asks this question of Mr. Strassburg: 

Judging from the rate that was fixed originally, and insofar as these profits 
have so materially increased, and since there was no reduction of rates and 
the Communications Commission made no attempt to reduce the rates or in- 
augurate any inquiry or investigation as to the rates, why isn’t it fair to say that 
the phone users pay additional $159 million? Why isn’t that proper, to state 
that? 
the Chairman said— 
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Now, I now ask you whether in your opinion it is fair to say that 
the phone users have been, or are being, required to pay unre: asonable 
high charges ? 

Mr. Crostanp. Mr. Miller, I think unquestionably it is not fair to 
say that telephone users have been required to pay unnecessary high 
charges, and the first answer I can think of is the fact that interstate 
rates today are 20 percent lower than they were in 1940. 

Now, during that same period of time, prices generally have more 
than doubled and, further than that, our earnings from these rates 

ave been too low and they are too low right now. 

Since 1952, our average return has been approximately 6.6 per 
cent, and nchensy today it is lower thanthat. For the first quarter of 
1958, it is 6.5 percent. Without doubt those earnings are definitely 
too low, in view of the great problems with which we are confronted. 

Mr. Keating. Mr. Chairman, I don’t see the pertinency of Mr. 
Miller’s question here. We are not conducting a rate proceeding- 

Mr. Mitter. Mr. Keating, you were absent yesterday when I raised 
the point when the counsel, Mr. Maletz, got into the question of rates 
and charges and the Federal Communications supervision of the rates 
and charges of the utility, and at that time I made the objection which 
is in the record that that was without the purview and beyond the 
resolution creating this inquiry, and, as a matter of fact, within my 
judgment was without the jurisdiction of this committee and was 
properly for the Interstate and Foreign Commerce Committee, and 
I was overruled and counsel was permitted to explore the entire rates 
and charges. 

Mr. Keatina. It is not really before the committee. It is a matter 
of rate structure for the administrative agency, unless it is being 
abused, in which case it would be up to the Interstate and Foreign 
Commerce Committee to look into that. 

Mr. Mier. L agree. 

Mr. Keatina. 1 unfortunately was not able to be here. If the 
chairman has ruled that we are going into a rate case here, I don’t 
know— 

The CHatrMan. No, the Chair did not rule on that. The Chair 
ruled that the adequacy of public regulation was one of the principal 
issues in respect of the consent decree. That is why we went into this 
in the way it was done. 

[ would like to ask you, Mr. Crosland 

Mr. CrosLtanp. Yes, sir. 

Che CuatrmMan. Do you know Mr. Strassburg ? 

Mr. Crostanp. Yes, sir, 1 know Mr. Strassburg. 

The Cuarrman. How long have you known him? 

Mr. Crostanp. I met Mr. Strassburg, oh, a would be sometime, I 
guess, in 1952 or 1953, when I first came to Washington. 

The CuatrmMan. That is over 20 years. 

Mr. Crostanp. No, sir, 1953. 

The CrratrmMan. Oh, I thought you said 1933. 

_ Mr. Crostanpn. I have not seen Mr. Strassburg very often. I bump 
into him from time to time, is all. 


The Cratmrman. He has a very responsible position with the FCC, 


has he not? 
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Mr. Crostanp. Yes, sir, he has a responsible staff position with the 
FCC. 

The Cuatrman. And you have respect for his opinions ? 

Mr. Crostanp. I have respect for his opinions, but I think he is 
entirely wrong if he has stated that our earnings have been more than 
adequate. 

The Cuatrman. I didn’t ask that. I asked if you have a general 
respect and confidence in his opinions. 

Mr. Crosuanp. Yes, sir, I have respect for his general—for the man 
as an individual. 

The CHatrmMan. Do you recall his testimony—vyou were not here 
vesterday, were you ? 

Mr. Crosnanp. No, sir, I was not. 1 was informed of the general 
purport of his testimony. 

Mr. Maerz. Mr. Chairman 

Mr. Miturr. I have not finished. If I may, I have 1 or 2 more 
questions. 

Maybe you answered this already, Mr. Crosland: my second ques 
tion to you was going to be why you stated, or why vou do state, that 
current earnings are too low. 

Mr. Crositanp. Mr. Miller, there are many reasons for that. Dur 
ing the postwar period, we have been required as I mentioned earlier, 
to raise inordinately enormous amounts of new capital to meet our 
obligation to the public to pro\ ile telephone service and to meet 


defense requirements that had been imposed on us, and which we are 
happy to meet, But it takes a tremendous amount of capita oO do 
that. 


Now, during this period of time, we have raised one-quarter of all 
the equity capital that has been raised by all industry in America. 

In order to do that, we have to compete with other industry, as | 
mentioned earher, for this new capital. We get our hew money | v1 
marily from our share owners, which, I mig! 

1,600,000 throughout the United States, and our approximatel, SOOLO00 
employees. 

Now, under earnings—unless our earnings are comparable at least 
with those with whom we have to compete in the money markets, we 
can’t expect our employees or our share owners, or other investors, 
to continue to invest in our business. This is a very serious problem 


tows, 


it mention, number 


Now, If anything should happen to drive our earnings down, and 
if they are not improved, as a matter of fact, the communications sery 
ice in this country, which is the greatest in the world today, will cer 
tainly suffer from it. 

Now, in the postwar period, the Bell System earnings have fallen 
way behind those of other companies with which we have to compete 
in the money market. These other industrial concerns—these other 
concerns have more than doubled their earning levels during this 
period while the Bell System earnings have remained constant. 

Now, incidentally, Mr. Miller, [ have a chart which I think very 
forcefully drives this point home, and with your permission, sir, Mr. 
Chairman, I would like for you gentlemen to take a look at it for just 
amoment. It will not take but a second of your time. 

The Cuatrman. All right. 
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Mr. Crostanp. I have two charts. I will come to the other one in 
a moment. 

I are give these to you now, if I may, Mr. Chairman. 

The CuamrmMan. I hope, Mr. Crosland, that you will have an oppor- 
tunity to go into these matters in detail in a proceeding which I hope 
that the Federal Communications Commission will in: 1ugurate as to 
the adequacy or inadequacy of your present rates. 

I think such an investigation is song overdue. Then you will have 
a complete opportunity, I take it, to go into a very, very detailed 
explanation of the situation. We will take it in a very cursory way 
now. 

Mr. Minter. On the other hand, Mr. Chairman, many of us feel 
that perhaps such an investigation is not necessary. I think there 
ought to be an opportunity to make this record full and complete on 
those questions on which there has been interrogation. 

The CHarrman. | know-—— 

Mr. Mitzer. Such a proceeding might lead to higher rates, if you 
want that. 

The CuarrkMan. It might lead to lower rates. 

Mr. Mitrer. It might lead to higher rates. 

The Cuatrman. That is true. Then I think the public should have 
the opportunity of public inspection and public inquiry, so that every- 
body can 

Mr. Mriter. But the public has had the advantage of the investiga- 
tion of this committee into one side of the rate question. Now, let us 
take the other and have the record fair. 

Mr. Keating. [don’t want to pay any higher rate. 

The CuatrmMan. Nor do your constitutents want to pay any higher 
rate. 

Mir. Keating. Yes. 

The CHainMan. Go ahead. 

Mr. Minner. All right, Mr. Crosland, go ahead. 

The Cuatrman. Mr. Crosland, you are not going into an extended 
—— 


Mr. Crosnanp. No, sir, this will take just a few moments, because I 
think it is very easy to point out why our rates are too low, Mr. Chair- 
man. That is the renson IT will not have to consume too much of your 
thine. =ir, "1 cannot agree with the statements that were made yester- 


day, Vany means. 

T hie chart, Mr. Chairman, and Mr. Miller, depicts return on capital 
by the 50 largest aaa in the United States, as compared 
with that of the Bell System. 

These comparisons are made on 11-year periods over the last 33 years, 
and, if you will notice from the bars on this chart, the Bell Systems 
earnings have remained constant in each of these periods, whereas 
the manufacturers with whom we have to compete have enjoyed very 
greatly increased earnings during the periods. 

The Cuatmman. Mr. Crosland, just a minute. Pardon the inter- 
ruption. 

Mr. Crosntanp. Yes,sir. 

The CHarrmMan. But you are making comparisons between the Bell 
System and 50 largest manufacturers, is that correct ? 

Mr. Crostanxp. With whom we have to « ‘ompete in the money market 
for new capital, Mr. Chairman. 
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The CuarrmMan. The Bell System is a public service corporation, 
and the 50 largest manufacturers are not public service corporations, 
are they ? 

Mr. Crostanp. Don’t misunderstand me, Mr. Chairman. I am not 
maintaining: 

The Cuarrman. Am I right in that regard, or not ? 

Mr. Crostanp. Yes, I am not maintaining at all that we should 
have earnings on the same level these manufacturing corporations 
have, but I certainly think they should be far more comparable to these 
earnings than they are. 

If you will notice, the earnings of others are in the 12 to 14 percent 
range, whereas ours—— 

The CuatrmMan. Do you think you can make a comparison between 
50 manufacturers and the Bell System, which is a regulated monopoly. 

Mr. Crostanp. These are the people with whom we have to compete 
for capital, Mr. Chairman. It is to point out that there has been an 
increasing difference between their rate of earnings and ours, and it 
certainly is a grave danger signal insofar as the future is concerned, 
unless we have higher earnings. 

These corporations certainly have enjoyed the prosperity of the last 
10 years, which we have not, but we must compete with these people 
in the money markets. 

Now, I might make an observation with respect to this matter. 
If the pre-1940 relationship between the earnings of manufacturers 
and the Bell System had held, the Bell System postwar return would 
have averaged about 8.4 percent, instead of 5.8 percent, but unfor- 
tunately it has not done that. And again I say this points very clearly 
to the fact that we must have higher rates of earnings in order to be 
able to compete in the money markets for the necessary capital. 

Mr. Miniter. Of course, Mr. Crosland, if you couldn’t compete, if 
your rate was not such to permit a rate of return which permitted you 
to compete in the open money market, there would be no other answer 
to the Bell System except Government subsidy, or Government na- 
tionalization of the industry, would there? 

Mr. Crostanp. Mr. Miller, I think that is very accurately stated. 
As a matter of fact, I think we would soon find ourselves in the posi- 
tion in which the railroads are in today. 

Mr. Mriurr. Exactly. 

The Cyarrman. Mr. Crosland, do you want this placed in the 
record ? 

Mr. Crosianp. If you will put it in the record, I would like very 
much for it to be included. 

The Cuatrman. It will be accepted 
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been some improvement in the Bell System return, the disparity is still for too great 


Mr. Crostanp. Now, Mr. Chairman, I passed out a second chart 
which compares the market price of A. T. & T. stock over the last 37 
years with the Dow-Jones industrial average. : 

If you will notice, this chart certainly shows that the investors are 
aware of the wide gap between our earnings and those of others. For 
a long time, you will notice, that these curves were about parallel, but 
in the postwar period the picture has been quite different, and I might 
observe that our share owners have expressed to us very strongly 
their concern about the fact that we have not increased their dividends. 
And this certainly shows very plainly to me and very forcefully that 
the investor takes a very dim view of our earning situation. 

The CuairMan. Do you want this in the record ¢ 

Mr. Crostanp. Yes, sir: if I may have them included. 
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The Cuarrman. I instruct counsel to read very briefly from the pre- 
vious testimony in the record at this point. 

Mr. Maerz. Mr. Chairman from the transcript at page 1160: 

Mr. Maerz. Thus, even though the Commission granted a $65 million rate in- 
crease without a hearing, and even though this increase resulted in the Bell 
System obtaining a rate of return in excess of 64% percent, the Commission as 
I understand your testimony would not sanction efforts to obtain a voluntary 
rate reduction or the institution of a formal rate investigation, is that right? 

Mr. StrAsssurG. The fact is that they did not. 

Mr. MA.tetz. I would like to, Mr. Chairman, repeat a question that you put 
to Mr. Strassburg. To the extent that the Bell System was allowed a return 
in excess of 6% percent in 1955, in 1956 and 1957, is it not correct that long 
distance telephone users were charged an additional 159 million dollars? 

Mr. StrasssurG. That may be the case, Mr. Maletz, true. But it does not fol- 
low, and I do not want to argue the point 

Mr. Maerz. Is your answer to that yes, and then you can explain your an- 
swer? 

Mr. SrrassspureG. On that basis alone, yes. 

Mr. Maerz. Would you like to explain your answer? 

Mr. STRASSBURG. If you are assuming 6% percent, yes. 

All I was going to say, sir, is that there are many factors that have to be con- 
sidered, and I am sure the Commission does consider them, in arriving at a 
judgment as to whether to take action or not. 

Mr. Miter. Just one more question on that, Mr. Crosland. 

Mr. Crostanp. Yes, sir. 

Mr. Miter. I think you stated, or it shows in the charts, that the 
average earnings since 1952 were about 6.6. Do you happen to know 
what were the average earnings of the Bell System from 1934, when 
the Commission was aren through 1952 4 

Mr. Crositanp. Yes, sir, I do, sir. Our average earnings from 1934 
thr ag 952 were at the 7 percent level. 

The Cuamman. You don’t have to answer this question, if you 
don’t wish, Mr. Crosland. 

Do you think that it would be appropriate to have a public hearing 
by the Federal Communications Commission as to the Bell Telephone 
interstate rates now ? 

Mr. Crostanp. Mr. Chairman, I don’t see that a public hearing is 
necessary at all, sir, at the present time. 

The CuarrmMan. I see, your answer is no? 

Mr. Crostanp. My answer is “No.” I think it is not necessary. It 
would not serve any useful purpose. Hearings are not necessary at 
all for the Federal Communications Commission to determine an ade- 
quate earnings level. 

Mr. Minter. Mr. Chairman, I would only like to observe that the 
answer to the last question that Mr. Crosland made, that from 1934 
through 1952, the average earnings were 7 percent. 

Mr. Crostanp. That is right, sir. 

Mr. Miniter. And since the advent of this administration, they have 
been reduced to 6.6. 

The CHamman. I would like to make an observation that since the 
attitude of the telephone company is reflected in what Mr. Crosland 
says, they don’t want to take a chance in an investigation because 
then the rates might be reduced. 

Mr. Minter. But they might go up too, and I would not want to 

take that chance. 


The CHamman. They would rather take the chance that the rates 
would go up. 
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Mr. Mitier. That is a matter of principle, Mr. Chairman. 

The Cuarrman. The rates might go down, but I don’t think we 
ought to pursue this matter. 

Mr. Kearrne. May I ask a question. 

The Cuarman. Yes. 

Mr. Keatina. Are rate hearings always public hearings? 

The Cuarrman. The testimony was sometimes they are and some- 
times they are not. Sometimes they are on an informal basis. The 
Federal Communications Commission seeks to get as much infor- 
mation as it can on an informal basis, but Mr. Strassburg aid where 
a major proposal is involved, there was ordinarily a public hearing. 

Mr. Miuer. Yes, I think the testimony also was to the effect that 
there was a rate reduction of that amount without a public hearing. 

The Cuarrman. I don’t think there was. 

Mr. Crostanp. Yes, sir, Mr. Chairman, may I answer that question ? 

There have been over the years a number of rate reductions all of 
them on a negotiated basis. 

Mr. Mutter. $250 million rate reduction since 1940. 

Mr. Crostanp. That was the amount. 

The CuarrMan. Wait a minute. 

Mr. Mixer. $250 million. That is from Mr. Doerfer’s opinion in 
the rate case. 

The Cuatrman. Well, as long as you want to be reminded, let’s 
read what the reductions were. 

Mr. Maerz. These are reductions, Mr. Chairman, in A. T. & T.’s 
Long Lines telephone rates from 1940 to present date, according to 
figures furnished the committee by the FCC staff. 

On May 1, 1940—I am speaking only of long lines, May 1940, re- 
duction of $5.3 million. July 10, 1941, a reduction of $12.3 million. 
On February 15, 1941, a reduction of $21.3 million. On November 1, 
1944, a reduction of $5.15 million. July 1, 1945, a reduction of $20,- 
835,000. February 1, 1946, a reduction of $15,475,000. 

According to Mr. St rassburg’s testimony, there has been no rate 
reduction in respect of the long-lines department since February 1, 
1946. 

Mr. Keatine. What is the total of that ? 

Mr. Mitter. May I, Mr. Chairman, read just one sentence from the 
concurring opinion of Commissioner Doerfer in this Bell System case 
we are referring to? 

I feel compelled, however, to comment on the dissenting opinion. The philos- 
ophy expressed therein disapproves a rate increase without a full public hearing, 
but fails to disagree with rate reductions without a full public hearing. The 
Federal Communications Commission, since 1940, has effected a reduction of 
over $250 million without a public hearing. It is my view that the call of duty 
requires prompt disposition of rate matters both ways. 

The Cratrman. As long as you are reading Mr. Doerfer’s state- 
ment, I think you should put the dissenting opinion in. 

Mr. Mitirr. Let’s put the whole thing in. I think the whole thing 
is in the record. 

The Cuatrman. I think it is in the record. 

Mr. Miuuer. Yes. 

Mr. Keratina. Have there been any increases ? 

Mr. Mier. Yes. 
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The CHatrMan. Over a hundred and fifty-odd million in a very 
short period of time. 

Mr. Keartine. And $250 million decreases? 

Mr. Miter. $250 million since 1940. 

Mr. Keatina. Maybe the witness could enlighten us here on this 
situation. 

Mr. Crostann. Thank you, Mr. Keating. 

As a matter of fact, there have been, I think, three increases over 
the years. One in the amount of $14 million—I have forgotten exactly 
what the second one amounted to. I could get that figure for you, 
though, if you would like to have it, and the $65 million increase that 
Mr. Miller referred to, at which time our earnings, of course, were 
down around 4.8 percent. 

I might add, sir, with respect to the reductions Mr. Maletz men- 
tioned a moment ago, and you, Mr. Miller, our volumes of service 
back in those days when the rate reductions were made were quite low. 
If you price those reductions out on a basis of today’s volumes, these 
rate pedwetioel would amount to approximately $475 million. 

Our return during that period of time the reductions were made 
averaged 7 percent. 

The CuatrmMan. That is a very sensitive segment of the entire pro- 
ceedings, and I would suggest that you might put in the record from 
your point of view all the ¢ changes of rates ever since the Federal Com- 
munications Commission started. 

Could you do that, Mr. Cox? 

Mr. Cox. We can supply that with the other material we are going 
to supply to you. 

The CHarrMan. Fine. 

(The information referred to appears at p. 3811.) 

Mr. Keating. May I ask one question ? 

Mr. Crosland, are you now located in New York ? 

Mr. Crosianp. Yes, sir. 

Mr. Kratrinc. But were you for sometime in Washington ? 

Mr. Crostanp. Yes, sir, from 1952 until 1955, April 1955. 

Mr. Kearrnc. And has your company maintained someone in 
Washington to look after their interests over a period of many years? 

Mr. Crostanp. Oh, yes, sir. Today part of our staff is here in 
Washington. The other part is in New York, but over the years, 
we have done that. 

Mr. Keatine. It didn’t start with you? 

Mr. Crostanp. No, sir, not by any means. 

As a matter of fact, the job that I hold, a comparable job was in 
existence or created back in 1934 when the Federal Communications 
Commission was established. There has been someone in this ca- 
pacity ever since that time. 

Mr. Krarine. Been in existence ever since 1934? 

Mr. Crosianp. Yes, sir. 

The Cuatrman. Thank you, Mr. Crosland. 

Mr. Crostanp. Thank you, Mr. Chairman. 

Mr. Cox. I believe, Mr. Chairman, that Mr. Crosland is the last 
representative of the Bell System asked of us. 

The Cuatrman. That is right. 
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Mr. Cox. I think that this might be an appropriate time for me to 
say that we are grateful to the subcommittee and to the staff for the 
courtesies shown to us. 

The Cuamman. I want to say, also, that we are grateful to you, 
Mr. Cox, you have been very helpful, and it is very pleasant to 
have a man like yourself work with us, as you have. 

Mr. Cox. I am indebted to you for that observation, sir. 

Mr. Keatina. Better watch out after that. [Laughter.] 

The Cuarmman. Our next witness is Mr. Victor Kramer, formerly 
with the Department of Justice. 

Mr. Kramer. 


TESTIMONY OF VICTOR H. KRAMER, ATTORNEY, WASHINGTON, D.C, 


Mr. Maerz. Mr. Kramer, would you state your name, occupation, 
and business address, for the record. 

Mr. Kramer. My name is Victor H. Kramer. My business address 
is the Barr Building, Washington, D.C. My occupation is attorney 
at law, in private practice. 

Mr. Materz. How long have you been in the private practice of 
law ? 

Mr. Kramer. It is 8 months, I believe, Mr. Maletz. 

Mr. Maerz. Since September 1957 ? 

Mr. Kramer. Since September 3, 1957. 

Mr. Maerz. And immediately before that, were you a member 
of the staff of the Antitrust Division of the Department of Justice? 

Mr. Kramer. I was. 

Mr. Maerz. During what period were you a member of the 
Antitrust Division staff? 

Mr. Kramer. I commenced employment there on July 27, or 
July 28, 1938, and I continued on the payroll of the Antitrust Di- 
vision until September 3, 1957, except for 2 years in which I was 
in the Navy during World War IIL. 

Mr. Maerz. Is it accurate to say that with the exception of 
military service you spent your entire professional career, up to 
September 1957, as a member of the Antitrust Division staff? 

Mr. Kramer. Well, not quite. 

While I was on the Antitrust Division payroll, throughout that 
time, there was a short period in 1938 when I was working for 
the Temporary National Economic Committee, and there was a short 
period in 1943 when I served with Hugh Cox, who was then Assistant 
Attorney General in charge of the War Division. But at all times, 
my recollection is that my salary was paid by the Antitrust Division. 

Mr. Ke,rttna. Is that the Cox—— 

Mr. Maerz. Yes. 

Mr. Keatrne, What is going on? 

Mr. Materz. That is the Mr. Hugh Cox who just left the com- 
mittee room ? 

Mr. Kramer. Yes, sir. I also worked with him for many years in 
the Antitrust Division. I regard him as a close friend, and I know 
he is a fine lawyer. 

Mr. Marrrz. On a successive basis, what positions did you hold 
while you were with the Antitrust Division ? 
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Mr. Kramer. From the summer of 1938 until I went into the Navy 
in November 1943, I was a special attorney assigned as a very junior 
lawyer to the tri ial staff of the Hartford-E mpire case, and I would 
say that at least 80 percent of my time during that 5-year period 
was on that case. 

From December 1955, when I returned from military leave, until 
March 1946—— 

Mr. Miter. 1956? 

Mr. Kramer. I meant to say 1945, the first year. In other words, 
for a period of 4 months I was on the staff of the Consent Decree 
Section of the Antitrust Division. 

From March 1946 until August 1950, I was Assistant Chief of 
the Complaints and Small Business Section of the Antitrust Divi- 
sion, and I might add that the name of that section was changed 
to Trial Section in 1947 or 1948. 

From August 1950 until January 1951 I was Chief of the Trial 
Section. From January 1951 until my resignation in September 1957, 
I was Chief of the General Litigation Section, all in the Antitrust 
Division. 

Mr. Matetrz. As Chief of these sections, did you have responsi- 
bility for supervising any major antitrust cases ? 

Mr. Kramer. I did. 

Mr. Maerz. Let me ask you this first. What was the nature of 
your duties as Chief, first, of the Trial Section, and later as Chief 
of the General Litigation Section ? 

Mr.- Kramer. Speaking generally, my job was to administer the 
affairs of the Section, to help the trial law yers in the Sections in any 

way that I could, and to give aid and comfort to the field offices in 
carrying on their litigative activities. 

In addition, on several occasions I was asked to go into the field 
to help out in the trial of actual cases. 

Mr. Materz. I believe I have already asked you whether as Chief 
of these Sections you had responsibility for supervising any major 
antitrust cases, and you indicated that you did. 

Mr. Kramer. I did. 

Mr. Materz. Woud you name some of the major antitrust cases 
which came under your supervision as section chief ¢ 

Mr. Kramer. Yes. The Du Pont-General Motors case; the United 
Fruit case; the Investment Banking case; the Times-Picayune case; 
the Lorain Journal case; and undoubtedly several others that do not 
come to my mind. 

Mr. Materz. Did you act as trial counsel for the Government in 
connection with any major antitrust case ? 

Mr. Kramer. I did. 

Mr. Matrrz. Would you name some of these cases? 

Mr. Kramer. The Lorain Journal case; the Times-Picayune case ; 
the Investment Banking case; and I participated for a short time in 
the trial of the Du Pont-General Motors case. 

Mr. Materz. At any time that you were in the Department of 
Justice, did you receive any award for meritorious service? 

Mr. Kramer. Yes, I did. 

Mr. Mauerz. When was that? 
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Mr. Kramer. Just prior to my resignation, in August 1957, the 
then Deputy Attorney General, now Attorney General William 
Rogers, was kind enough to award to several of my associates.and 
to me the Department's Sustained Superior Performance Award. 

Mr. Maerz. Mr. Kramer, as Chief of the General Litigation .Sec- 
tion, did you have direct supervision in 1954 and 1955 of the 
A. T. & T. suit? 

Mr. Kramer. I had general supervision of the case. Mr. Walter 
Murphy of the staff of the General Litigation Section, of which I 
was then Chief, was in actual charge of the case. 

Mr. Maerz. And did Mr. Murphy work under your: general 
supervision ? 

Mr. Kramer. He did. 

Mr. Maerz. In 1954 and 1955, did von take an active part in the 
negotiations leading up to the consent judgment in this case? 

Mr. Kramer. I did. 

Mr. Materz. And were you familiar with the issues that were dis- 
cussed in the course of these consent decree negotiations ? 

Mr. Kramer. I think I was. 

Mr. Maerz. I think you indicated that Mr. Murphy was the sen- 
ior trial attorney in active charge of the case. Is that Mr. Walter 
Murphy ? 

Mr. Kramer. Yes, it is. 

Mr. Materz. As of 1955, how long had Mr. Murphy been with the 
Antitrust Division ? 

Mr. Kramer. I do not know for sure, but certainly 10 years or 
more. 

Mr. Maerz. In 1954 and 1955, did Mr. Murphy also take an active 
part in the negotiations leading up to the consent judgment ? 

Mr. Kramer. Yes, he did. 

Mr. Maerz. In your opinion, was Mr. Murphy familiar with the 
issues involved in the A. T. & T. case? 

Mr. Kramer. I certainly think he was. 

Mr. Mauerz. Let me ask you this: Is it or is it not a fact that you 
declined to sign the consent decree in the A. T. & T. case? 

Mr. Kramer. It is a fact. 

Mr. Mavetz. That you declined to sign the decree? 

Mr. Kramer. Yes, sir. 

Mr. Mauerz. Why did you decline to sign the decree? 

Mr. Kramer. W ell, stated most briefly, ‘Mr. Chairman, I declined 
to sign it because after a great deal of soul se: irching I did not see 
how I could sign it and remain consistent with the oath which every 
attorney takes when he joins the Department of Justice to support and 
defend and protect the Constitution and the laws of the United States 
adopted thereunder. 

The Cuarrman. What law was violated, if I may use that term, by 
this consent decree, in your soul searching ? 

Mr. Kramer. I did not think any law was violated. I did not think 
that this decree could possibly be consistent with the Sherman Act. 

The CHarrMan. You mean that it was alleged it violated the spirit 
of both of the antitrust laws; is that it? 

Mr. Kramer. I did not think it conformed to the spirit of the 
Sherman Act. 
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The CuatrMan. I see. 

Mr. Maerz. Did you feel it would have been inconsistent with 
your oath of office to have signed this decree ? 

Mr. Kramer. Well, I felt so at the time. 

Mr. Maerz. At any time in 1955 did you prepare a memorandum 
stating why you would not sign the proposed decree, or setting forth 
reasons why in your judgment the proposed decree was not in the 
public interests ? 

Mr. Kramer. Yes, I believe I did. 

Mr. Marerz. And what was the approximate date of this memo- 
randum ? 

Mr. Kramer. Some time in the fall of 1955. 

Mr. Maerz. Would that be in November or December of 1955, ac- 
cording to the best of your present recollection ? 

Mr. Kramer. I think so. 

Mr. Materz. To whom was this memorandum addressed ? 

Mr. Kramer. It was either addressed to Mr. Edward A. Foote, then 
First Assistant in the Antitrust Division, or to Stanley N. Barnes, 
then Assistant Attorney General in charge of the Antitrust Division. 

Mr. Maerz. Will you tell the committee, Mr. Kramer, to the best 
of your recollection what the gist of this memorandum was? 

Mr. Kramer. I will be happy to try todo so. And may I say that 
I anticipated that I would be asked a question along these lines. 
Accordingly, yesterday I undertook to prepare to the best of my rec- 
ollection a brief statement, certainly no longer than the memorandum, 
as to the gist of my objection to the proposed judgment, and with 
the chairman’s permission, I would prefer to read this document which 
I prepared just yesterday. 

The Cuatrrman. You have that permission. 

Mr. Hotrzman. Mr. Chairman, at that point, I understand we do 
not have the memorandum. 

The Cuarrman. No. 

Mr. Hourzman. Have we made requests for this memorandum, Mr. 
Chairman? 

The CHatmrman. Yes, we have. We have made requests on two 
distinct occasions for all files on the consent decree, and they were re- 
fused by the Department of Justice. 

Mr. Hourzman. I think it is most regrettable that the Department 
of Justice has not seen fit to cooperate with this committee. 

Mr. Ersenserc. Have you ever conferred with anybody in the De- 
partment of Justice about your testifying here today? 

Mr. Kramer. I have. 

Mr. Etsenserc. Have you received permission to do so? 

Mr. Kramer. I would like to—in view of your question, I would 
like to read to you the correspondence that the Department of Justice 
and I have had concerning my testimony today. 

The CuHarrman. Let us get first things first. Let us read your 
memorandum, and then you can come to the correspondence that you 
mentioned. 

Mr. Kramer. Very well, Mr. Chairman. This is my statement: 

The complaint against Western Electric and A. T. & T. companies 
alleged that the Bell System owned about 85 percent of all the facil- 
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ities used in local telephone service and that A. T. & T. owned more 
than 98 percent of the long-distance facilities (par. 42). 

The complaint further alleged that Western Electric manufactured 
and sold over 90 percent of all telephone equipment (par. 45). 

The complaint charged (in par. 59) that the defendants A. T. & T. 
and Western were engaged in a conspiracy to monopolize and had 
monopolized interstate trade and commerce in telephone equipment 
in violation of sections 1 and 2 of the Sherman Act. 

It is important to note that the complaint did not allege that 
A. T. & T. or the Bell companies were monopolizing or restraining 
trade in telephone service, even though they controlled more than 85 
percent of that service. Thus, the alleged violation of law was lim- 
ited to commerce in the manufacture and sale of telephone equipment. 

As the Supreme Court has pointed out time and again, the Sherman 
Act condemns every scheme for interstate monopolization, and does 
not distinguish between good and bad monopolies. On several occa- 
sions, the Congress has decided that certain industries should not be 
subject to the rigors of the Sherman Act. Railroads provide an ex- 
ample of an exception carved out from the Sherman Act by the Con- 
gress. But there is no exception in the law for manufacturers of 
telephone equipment. 

When I was informed by Mr. Foote, then first assistant in the Anti- 
trust Division, in the fall of 1955 that the Attorney General desired 
to settle this case without taking any steps to divorce Western from 
A. T. & T. or to otherwise limit its role as exclusive supplier of equip- 
ment to the Bell System, I pointed out that no judgment on that basis 
could accomplish the objectives of the Sherman Act. 

I was told by Mr. Foote that the Attorney General and he were of 
the view that any divestiture of Western from A. T. & T. would be 
certain to result in a substantial increase in the cost of telephone serv- 
ice to the consumer, and that, therefore, divestiture of Western from 
A. T. & T. was out of the question. 

The Cuarmman. At that point, you say you were “told by Mr. Foote 
that the Attorney General.” You were not told this by the Attorney 
General ? 

Mr. Kramer. I was not. 

In reply, I stated, first, that no field investigation had been made to 
determine whether or not existing manufacturers were in a position 
to compete with Western in supplying telephone equipment to the 
Bell System. I urged that the few and relatively small manufacturers 
of telephone equipment that were then supplying independent tele- 
phone companies be investigated. The object. of the investigation 
that I proposed was to determine their ¢: ipacities for competition in 
this field and to obtain their reactions to the representations made to 
us by counsel for Western and A, T. & T. that these companies would 
be unable to supply any equipment to the Bell System at as low a 
price as did Western Electric. My recommendation was not adopted. 

Second, I pointed out that the Sherman Act has as its major premise 
the proposition that monopolization is contrary to the public interest 
and that, in the long run, comer: results in producing more goods 
for more : people at lower’ prices. I added that I recognized that, under 
certain circumstances in some industries, the major premise ‘of the 
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Sherman Act might be erroneous and that that might even be the 
case in the manufacture of telephone equipment. 

But, I said, Congress, and Congress alone, has the power under our 
Constitution to decide to make an exception from the Sherman Act. 
I added that, with all due respect, I regarded it as improper for the 
Department of Justice to substitute its judgment for that of the Con- 
gress. I pointed out that the Department might well take its problem 
to Congress, and, while the case was pending, urge Congress to amend 
the law, but that if Congress failed to act within a year or two, the 
Attorney General would have no choice but to press the suit for trial. 

We also discussed briefly the national-defense considerations. I 
pointed out that, in the absence of a directive from the President of 
the United States that considerations of national defense made trial 
of the case impossible, we were in no position to fail to press the case. 
No such directive was ever issued. 

Finally, I pointed out that, if my arguments did not convince the 
Attorney General, it would be far wiser to dismiss the complaint 
without prejudice than to enter into a consent decree that would recog- 
nize Western Electric as a chosen instrument of monopoly. I pointed 
out that antitrust consent decrees are designed to endure for genera- 
tions, and that this decree would prevent a future Attorney General, 
whose opinions might differ with those of the then Attorney General, 
from bringing any effective antitrust action against Western Electric. 
In short, the decree would operate as a kind of umbrella over West- 
ern’s monopoly. 

I would like to state in conclusion to this rather long answer, Mr. 
Chairman, that at no time during the A. T. & T. negotiations did I 
have any cause to believe that any of my superiors were motivated 
by anything other than a high sense of duty and responsibility to the 
public interest. But we did disagree—and sharply—as to where that 
public interest lay. 

The Cuatrrman. Now you might read the correspondence. 

Mr. Kramer. On April 23, 1958, I sent the following letter to the 
Attorney General: 





DearR Mr. ATTORNEY GENERAL: The Committee on the Judiciary of the House 
of Representatives has requested me to appear next week and give testimony 
in connection with its investigation of the Department of Justice’s negotiation 
of the final consent judgment entered against Western Electric and American 
Telephone & Telegraph Cos. in 1956. As you know, I, with others on the staff 
of the Antitrust Division, participated in the negotiation of that judgment with 
counsel for and executives of the defendants. f 

The committee may, in the course of its examination, ask me questions the 
answers to which you may regard as privileged from disclosure pursuant to } 
canon 37 of the canons of professional ethics and pursuant to the doctrine of | 





executive privilege the scope of which you outlined in your statement to the i 
i 


Senate Judiciary Committee on March 6, 1958. ' 
I write to inquire whether you desire me to assert any such privilege en 
behalf of the Department of Justice. If you do, I shall abide by your instruc- 


tions. If you advise me that you do not wish me to assert any privilege on ; 
behalf of the Department, or, if you do not give me any instructions in response f 
to this inquiry, and if the committee directs me to do so, I shall feel obligated A 
to testify freely concerning all pertinent matters within my knowledge. i 


In view of the fact that I expect to appear as a witness during the next 
calendar week, I shall appreciate your prompt reply to this letter. 
With best personal regards, I am, 
Respectfully, 
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Yesterday, April 30, 1958, I received the following letter from 
Judge Victor R. Hansen, Assistant Attorney General in charge of the 
Antitrust Division : 


Dear Mr. Kramer: The Attorney General has referred to me your letter of 
April 23, 1958, in which you state that you have been asked to appear before 
the Celler committee to testify concerning your participation while employed in 
the Department in negotiations leading to the settlement of United States v. 
Western Hiectric Co., Inc. and American Telephone & Telegraph Co. You inquire 
whether we desire that you assert any privilege in this connection. 

Under all the circumstances peculiar to this case, we do not at the present 
time think it appropriate or desirable to suggest to you that you assert any 
privilege on behalf of the Department with regard to any information within 
your knowledge which is relevant to the negotiations of the decree in the Western 
Electric case. 

Accordingly, we do not desire to make any suggestions to you concerning the 
scope or nature of your testimony. 


The Cuatrman. I sent you a letter under date of April 23, Mr. 
Kramer, which I would like to read: 


Victor H. KkAMER, Esq., 
Washington, D. C.: 

As you know, our House Antitrust Subcommittee is presently holding hearings 
in respect to the antitrust consent decree in the case of United States v. Western 
Electric and American Telephone & Telegraph Co. 

The subcommittee invites you to testify at these hearings for the purpose of 
answering various questions that have arisen with respect to events leading up 
to entry of the decree, together with the effect of the decree in the public 
interest. 

Tentatively, it appears that the subcommittee would appreciate your appearing 
before it on Thursday morning, May 1, 1958, 10 a. m., room 346, Old House Office 
Building. However, it is possible that your appearance might have to be delayed 
until the following Wednesday or Thursday (May 7 or 8). In any event, Mr. 
Herbert N. Maletz, chief counsel for our subcommittee, will be in touch with 
you in the next few days to fix a firm date for your appearance. 

Your cooperation with the subcommittee in its inquiry would be very much 
appreciated. 


Mr. E1senperc. Is this other correspondence to be inserted in the 
record? 

The Cuatrman. Yes. Those letters that we read will all go in the 
record. 

(The letters referred to are as follows:) 

APRIL 23, 1958. 
Victor H. KRAMER, Esq., 
Washington, D. C.: 

As you know, our House Antitrust Subcommittee is presently holding hearings 
in respect to the antitrust consent decree in the case of United States vy. Western 
Electric and American Telephone & Telegraph Company. 

The subcommittee invites you to testify at these hearings for the purpose of 
answering various questions that have arisen with respect to events leading up 
to entry of the decree, together with the effect of the decree in the public interest. 

Tentatively, it appears that the subcommittee would appreciate your hearings 
before it on Thursday morning, May 1, 1958, 10 a. m., room 346, Old House Office 
Building. However, it is possible that your appearance might have to be delayed 
until the following Wednesday or Thursday (May 7 or 8). In any event, Mr. 
Herbert N. Maletz, chief counsel for our subcommittee, will be in touch with you 
in the next few days to fix a firm date for your appearance. 

Your cooperation with the subcommittee in its inquiry would be very much 
appreciated. 

Sincerely yours, 
EMANUEL CELLER, Chairman, 
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WaSHINGTON, D. C., April 23, 1958. 
Tue ATTORNEY GENERAL, 
Department of Justice, Washington, D. C. 


Dear Mr. ATTORNEY GENERAL: The Committee on the Judiciary of the House 
of Representatives has requested me to appear next week and give testimony in 
connection with its investigation of the Department of Justice’s negotiation of 
the final consent judgment entered against Western Electric and American 
Telephone & Telegraph companies in 1956. As you know, I, with others on the 
staff of the Antitrust Division, participated in the negotiation of that judgment 
with counsel for and executives of the defendants. 

The committee may, in the course of its examination, ask me questions the 
answers to which you may regard as privileged from disclosure pursuant to 
eanon 37 of the Canons of Professional Ethics and pursuant to the doctrine 
of executive privilege the scope of which you outlined in your statement to the 
Senate Judiciary Committee on March 6, 1958. 

I write to inquire whether you desire me to assert any such privilege on behalf 
of the Department of Justice. If you do, I shall abide by your instructions. If 
you advise me that you do not wish me to assert any privilege on behalf of 
the Department, or if you do not give me any instructions in response to this 
inquiry and if the committee directs me to do so, I shall feel obligated to testify 
freely concerning all pertinent matters within my knowledge. 

In view of the fact that I expect to appear as a witness during the next calen- 
dar week, I shall appreciate your prompt reply to this letter. 

With best personal regards, I am, 

Respectfully, 
Victor H. KRAMER. 


DEPARTMENT OF JUSTICE, 
Washington, April 30, 1958. 
Vicror H. KRAMER, Esq., 
Washington, D.C. 

Dear Mr. Kramer: The Attorney General has referred to me your letter of 
April 23, 1958, in which you state that you have been asked to appear before 
the Celler committee to testify concerning your participation while employed in 
the Department in negotiations leading to the settlement of United States v. 
Western Flectric Company, Inc., and American Telephone & Telegraph Co. You 
inquire whether we desire that you assert any privilege in this connection. 

Under all the circumstances peculiar to this case, we do not at the present 
time think it appropriate or desirable to suggest to you that you assert any 
privilege on behalf of the Department with regard to any information within 
your knowledge which is relevant to the negotiations of the decree in the Wes- 
tern Electric case. 

Accordingly, we do not desire to make any suggestions to you concerning the 
scope or nature of your testimony. 

Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 


Mr. Maerz. Mr. Kramer, to the best of your knowledge, was At- 
torney General Brownell apprised of the nature of your memorandum 
or of your views respecting the proposed consent decree ? 

Mr. Kramer. I have no means of being certain. I havea recollection 
that I was advised by Mr. Foote that all the papers pertinent to the 
judgment, that is to say, the proposed judgment, were being and were 
sent along with the proposed judgment to the Attorney General for 
consideration prior to his approval or disapproval. 

Mr, Maerz. During the period from 1953 to September 1957 did 
you have any meeting of any kind with Attorney General Brownell 
with respect to any antitrust matter? 

Mr. Kramer. With respect to any? 

Mr. Maerz. Yes. 

Mr. Kramer. Oh, yes, certainly. 
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Mr. Marerz. How many such meetings did you have with Mr. 
Brownell ? 

Mr. Kramer. Well, I cannot be certain, but certainly more than a 
dozen in the course of the 4 or 5 years that he was Attorney General, 

Mr. Maerz. During this same period from 1953 to September 1957, 
did you have any meeting of any kind with Mr. Brownell with respect 
to the A. T. & T. case? 

Mr. Kramer. I do not recall any. 

Mr. Maerz. At any time during this period did Mr. Brownell 
seek to obtain your views about the proposed decree in the A. T. & T. 
case ? 

Mr. Kramer. I do not know whether he sought to obtain my views, 
because the customary way in which the views of the staff are obt: ained 
by the Attorney General would be through one of my superiors. I do 
not recollect that he ever asked me directly for my views. But it was 
not frequent that an Attorney General at any time would directly seek 
a staff member’s views; he would go through the Assistant Attorney 
General. 

Mr. Matrrz. But to the best of your recollection, Mr. Brownell did 
not seek your views directly, is that correct? 

Mr. Kramer. On the A. T. & T. case? 

Mr. Maerz. On the A. T. & T. case. 

Mr. Kramer. No; to the best of my recollection, he did not seek 
them directly. 

Mr. Maerz. You have already testified that during 1954 and 1955 
Mr. Murphy was the senior trial attorney working in the case and 
that he acted under your general supervision, is that right ? 

Mr. Kramer. Yes; I have so testified, Mr. Maletz. 

Mr. Materz. Did Mr. Murphy also decline to sign the A. T. & T. 
decree ? 

Mr. Kramer. He so advised me; yes. 

Mr. Materz. Did he advise you that he declined to sign the decree? 

Mr. Kramer. He advised me that he agreed with me, and I think 
the substance of the conversation was that if I was not going to sign 
it that he would like to assert the same privilege, if you will, and as 
a consequence, neither of us signed it. 

Mr. Materz. Did Mr. Murphy also submit a memorandum explain- 
ing the reasons why he declined to sign the decree or setting forth 
the reasons why he believed the decree not to be in the public interest? 

Mr. Kramer. Well, I would prefer to answer by saving that he 
submitted a memorandum stating why he was against the proposed 
consent decree. 

Mr. Matetz. He did submit such a memorandum ? 

Mr. Kramer. Yes; he did. 

Mr. Maerz. To whom did he submit this memorandum ? 

Mr. Kramer. I think he submitted it to me, but it was addressed 
to Judge Barnes or Mr. Foote. 

Mr. Materz. Do you recall the approximate date of Mr. Murphy’s 
memorandum ? 

Mr. Kramer. No better than sometime probably between the middle 
of November and the end of the year 1955. 

Mr. Materz. Do you recall in general the nature of Mr. Murphy’s 
memorandum ? 
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Mr. Kramer. Yes; I think I do. 

Mr. Maerz. Would you tell the committee what the nature of Mr. 
Murphy’s memorandum was ? 

Mr. Kramer. I think that in many points it covered the same 
ground as did mine, and in a few points I think it may have gone into 
somewhat more detail. I think I recollect that he discussed the ques- 
tion of the adequacy of State regulation of Western’s charges to the 
Bell System companies in more detail than mine did. But I can’t 
be any more precise than that. 

Mr. Maerz. Do you know whether Mr. Murphy was afforded op- 
portunity to present his views respecting the proposed decree to At- 
torney General Brownell ? 

Mr. Kramer. Could I have that question read back. 

Mr. Maerz. Would you read the question. 

(The question by Mr. Maletz, as recorded, was read by the reporter.) 

Mr. Kramer. Well, his memorandum was received, and as I say, 
I believe I was informed that it would be transmitted to the Attorney 
General along with other pertinent papers. 

Mr. Maerz. Do you know whether Mr. Murphy discussed the mat- 
ter with Mr. Brownell ? 

Mr. Kramer. I wouldn’t know, but I would doubt it very much, 
because Mr. Murphy was particularly careful, I believe, to see that 
the section chief was present at any time that he saw a superior, and 
I recall no meeting with Mr. Murphy with the Attorney General. 

Mr. Maerz. Do you know Mr. William D. Kilgore, Jr.? 

Mr. Kramer. I do. 

Mr. Maerz. Was he a member of the Antitrust Division staff on 
December 1955 ? 

Mr. Kramer. Yes; he was. 

Mr. Matetz. What position did he then occupy ? 

Mr. Kramer. He was then Chief of the Jadginail and Judgment 
Enforcement Section. 

Mr. Maerz. Does he still occupy that position ? 

Mr. Kramer. He does. 

Mr. Maerz. Did Mr. Kilgore participate actively in the settle- 
ment negotiations which took place in December 1955? 

Mr. Kramer. He did. 

Mr. Marerz. At any time did you gain the impression that Mr. 
Kilgore was opposed to the proposed settlement ? 

Mr. Kramer. Yes, I did. 

Mr. Maerz. How did you gain that impression ? 

Mr. Kramer. I gained the impression from remarks that Mr. Kil- 
gore made to Mr. Foote and to me concerning the decree. 

Mr. Materz. What was the general nature of those remarks? 

Mr. Kramer. Of course, I cannot recall—— 

Mr. Mitxer. Are these witnesses not going to be called? Are they 
not the best judges of what they will testify ? 

The Cuamman. We have asked the Department of Justice to sub- 
mit the memorandums and documents and data concerning this case: 

Mr. Miter. You will ask these witnesses to appear? 

The Cuamman. The Department of Justice has asked them to be 
pfesent next week as their witnesses. 
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Mr. Horrzman. Mr. Chairman, I might say that I am very dis- 
turbed about having a very cooperative, honest witness before our 
committee having to fish into his recollection concerning various 
memorandums when we could have the whole story before us if the 
Department of Justice had just been a little more cooperative. It is 
a pity that we have to fish into the recollection of things that occurred 
so many years ago. 

Mr. Muxer. Particularly when it is relevant to the hearing. 

The Cuarrman. It is my estimation that when the chief trial attor- 
ney refuses to sign a consent decree and give his consent to the De- 
partment to go forward 

Mr. Miter. I do not see anything outstanding about that. You 
and I are both lawyers, and I have a great respect for your opinion 
as a lawyer and a gentleman, but I do not agree with you very often. 
And because he disagreed with others in the Department does not 
impress me one way or the other. 

The Cuatrman. We have the whole staff in disagreement. Thus 
far we have the testimony of Mr. Kramer who said he disagreed with 
the action taken by the Department. We have the testimony of Mr. 
Murphy, the senior trial counsel, who said he disagreed. And now 
we have Mr. Kilgore, the chief of the Judgment Section. 

Mr. Miturr. Did Mr. Kilgore sign the decree ? 

Mr. Kramer. He did. 

Mr. Materz. To your knowledge, did Mr. Kilgore submit a memo- 
randum at any time expressing reasons why he was opposed to the 
decree ? 

Mr. Kramer. I have no knowledge of whether he did or did not. I 
never saw any such. 

Mr. Materz. It is a fact, is it not, that Mr. Kilgore signed the 
decree ? 

Mr. Kramer. He did. 

Mr. Materz. How do you reconcile the fact that Mr. Kilgore, ac- 
cording to your testimony, was opposed to the decree on the one hand 
and on the other hand signed the decree? 

Mr. Kramer. Well, this is a question that raises questions of staff 
relations, human psychology, and human judgment. I will be glad 
to give you my opinion. 

Mr. Miter. Is this opinion also based upon the last statement in 
your prepared statement: that you have no cause to believe that any 
of your superiors were motivated by anything other than a high sense 
of duty? 

Mr. Kramer. That is what I was going to allude to, Mr. Miller. - 

Mr. Miuuer. I just wanted to refresh your recollection. 

Mr. Kramer. One of the most troublesome points is, I think, that a 
civil servant has, if he occupies a responsible position in Government, 
to determine, particularly in areas fraught with public policy prob- 
lems as the antitrust area, to determine just to what extent and on 
what occasions, his views, even though they may differ with his 
superiors, are to be subordinated to them. And the older I grew, the 
more often I found that there was a reasonable position for a person 
who differed with me. And as a consequence, I had many differences 
of opinion over the course of my many years at the Department which 
T subordinated. 
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I realize—I even see now that there is another side to these issues. 
But this one struck me as raising such a clear issue that I felt on this 
occasion I could not sign that decree. There have been other occa- 
sions when I had grave doubts, not very many, but there have been 
others. But on this occasion I felt that I had to take this kind of a 
position I did; it was taken not only with deep regret, but frankly 
with some misgivings, because if you differ with your superior, the 
Attorney General, as sharply as I did on this occasion, you wonder 
whether you are going to be of any service to him subsequently. 

I was happy to learn that my services were still desired in the 
Department Reeds my sharp disagreement. But as I say, on this 
occasion I felt I could not sign it. 

Now, Mr. Kilgore’s disagreement was obviously not nearly as strong 
as mine, and he signed the decree. 

I have only given this testimony, Mr. Chairman, because I was 
asked. I am of the view—and I hope you will not regard me as 
forward in saying it—but obviously the best way to get Mr. Kilgore’s 
views is through Mr. Kilgore. 

Mr. Maerz. Mr. Kramer, you, as Chief of the General Litigation 
Section, having general supervision of the case, Mr. Murphy, the 
senior trial attorney in the case, and Mr. Kilgore, the Chief of the 
Judgment and Enforcement Section, all were opposed to the consent 
decree; is that right ? 

Mr. Kramer. Well, I know that Mr. Murphy and I were opposed, 
and my testimony was that I believed that Mr. Kilgore was opposed. 

Mr. Maerz. And beyond that, you and Mr. Murphy declined to 
sign the decree; is that correct ? 

“Mr. Kramer. That is correct. 

Mr. Matetrz. Do you feel that Attorney General Brownell’s de- 
cision to settle the case on the basis he did represented a serious error 
in judgment ? 

Mr. Kramer. Yes. Nothing more than that, though. 

Mr. Maerz. Confining yourself to those antitrust matters with 
which you are familiar, would you say that the settlement was per- 
haps the most serious error of judgment of Mr. Brownell in the anti- 
trust field ? 

Mr. Mitxer. I object, Mr. Chairman. 

The Carman. That question is withdrawn. 

Mr. Maerz. Mr. Kramer, did it come to your attention that in the 
early part of January 1955, Mr. T. Brooke Price, then vice president 
and general counsel of A. T. & T., discussed the case with Mr. Foote 
at Mr. Foote’s home? 

Mr. Kramer. It did not come to my attention until I read Mr. 
Price’s testimony in which he so stated. I believe it was last month 
before this committee. 

Mr. Maerz. Prior to the present hearings, I take it you did not 
know of this meeting? 

Mr. Kramer. Oh, no. 

Mr. Materz. And in the course of reading this transcript, did it 
come to your attention that Mr. Price prepared a memorandum of this 
meeting which quotes Mr. Foote as stating in part: “Kramer would 
rather dismiss than take a weak decree.” Was this an accurate state- 
ment of your position ? 
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Mr. Kramer. It was an accurate statement of the fact. I do not 
like that word “position.” I stated that I would rather, and recom- 
mended, as I have already said in my prepared answer to the one ques- 
tion, that I would rather see the complaint dismissed without preju- 
dice than to have this decree or any weak decree—as Mr. Foote appar- 
ently characterized it, or at least as Mr. Price says he characterized 
the decree—on the records. 

The Cuatrman. You pointed out in your statement, I recall, when 
you were reading it, that a consent decree is perennial, that is, it goes 
on sterially: sind FE it binds all future Attorneys General so that they 
are estopped from proceeding against any kind of—anything that 
they might deem a monopoly or violation of the antitruust laws. 

Mr, Kramer. W ell, Mr. Chairman, I did not go quite that far. I 
said that consent judgments tend to act as an umbrella, that is to say, 
they make it more difficult to bring a new suit against a putative 
monopoly. And they absolutely bar bringing a suit based on activi- 
ties covered or against which allegations are made in the complaint 
on which the original consent decree is based. 

The Cuarrman. In other words, rather than face that situation, you 
would rather have the case dismissed so that future Attorneys General 
would not be estopped from proceeding ? 

Mr. Kramer. If you would substitute the word “hampered” for 

“estopped,” I would say yes to your question. 

The Cuarman. Allright. Use the word “hampered.” 

Mr. Materz. In the course of the detailed consent decree negoti- 
ations that took place in December 1955, did you suggest to Mr. 
Horace Moulton or any other A. T. & T. counsel or representative 
dismissal of the case without prejudice rather than acceptance of the 
proposed decree ? 

Mr. Kramer. Yes, I did casually mention that at one of our meet- 
ings when the decree was being negotiated at the end of 1955. 

Mr. Maerz. And to whom, specifically, did you make that sug- 
gestion ? 

Mr. Kramer. Well, in a small room with a few people there, it is 
hard to state. I threw it out on the table, and I believe I looked at 
Mr. Moulton when I made the remark. 

Mr. Marerz. Did Mr. Moulton indicate that dismissal at this junc- 
ture instead of a consent decree was not acceptable to his client? 

Mr. Kramer. He did not indicate the slightest interest in pursuing 
that line of negotiation. 

Mr. Hortrzman. May I ask a question at that point, Mr. Chairman? 

The CuatrMan. Yes. 

Mr. Hourzman. Mr. Moulton testified that the Department drove 

a “hard bargain.” Would you tell us how that hard bargain is con- 
i Bory if you can, with his lack of interest in anything but a con- 
sent decree, even in a dismissal of the complaint at that time? 
Would you consider it a hard bargain ? 

Mr. Kramer. No, I did not. 

Mr. Hourzman. That the Department of Justice drove. 

The CuarrmMan. He said he did not. 

Mr. Kramer. I did not consider it a hard bargain, no. 

Mr. Materz. Mr. Kramer, I did not quite understand the answer 
to this question, and I would like to repeat it, if I may. Did Mr. 
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Moulton indicate in any way to you that dismissal of this case at this 
juncture without prejudice in leu of a consent decree was not 
acceptable ? 

Mr. Kramer. I would not say, Mr. Chairman, that Mr. Moulton 
went that far. You must remember that there were 6 or 7 people 
in a room and we were negotiating. Mr. Foote was in charge of the 
negotiations. I suppose—and I am guessing now—that if Mr. Foote 
had said, “Well, that is what we will do,” Mr. Moulton might well 
have said “fine.” Mr. Foote said nothing, as I recall it, and Mr. 
Moulton did not indicate any interest in pursuing that suggestion. 
I do not think I can be any more specific than that. 

Mr. Maerz. May I put the question to you in a slightly different 
form? Did Mr. Moulton indicate to you that he preferred the 
consent decree proposed rather than dismissal of the case without 
prejudice? 

Mr. Kramer. That is the conclusion I drew from what happened. 

Mr. Maerz. You did draw that conclusion ? 

Mr. Kramer. I did. 

Mr. Maerz. Now, I think you testified 

Mr. Miter. I would like to amend counsel’s question to ask 
whether Mr. Moulton so stated ? 

Mr. Kramer. He never so stated. 

Mr. Minter. Will you read counsel’s question. 

(Question read.) 

Mr. Mitier. Then my question to you is: You say that is a con- 
clusion you draw from what happened, but did Mr. Moulton at any 
time in your presence make that statement ? 

Mr. Kramer. He did not. 

Mr. Maerz. What was the basis for your drawing this conclusion ? 

Mr. Kramer. I have participated, of course, in negotiations for 
many consent decrees over a long period of years, and never before 
in my experience had any suggestion to dismiss a complaint ever 
been made by counsel for the Government without having counsel 
for the defendant grab it and run. Mr. Moulton did not, and that 
is the basis for my conclusion. 

Mr. Miter. That is the sole basis? 

Mr. Kramer. The sole basis. 

Mr. Hotrzman. And a pretty good basis, I might add. 

Mr. Maerz. In November or December 1955—I believe you 
answered this question in part, but I would like to repeat the ques- 
tion at this juncture—in November or December of 1955, did you 
recommend to your superiors in the Department of Justice that the 
case should be dismissed without prejudice rather than accepting the 
decree that was being proposed ? 

Mr. Kramer. I did, and I recall that that was one of the points I 
made in the memorandum concerning which you questioned me earlier 
this morning. 

Mr. Materz. In other words, you felt, did you not, that dismissal 
without prejudice was preferable in the public interest to entry of the 
decree proposed ? 

Mr, Kramer. Very definitely. 
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Mr. Matrerz. Let me ask you this: At any time to your knowledge 
did any member of the Antitrust Division staff think that the Gov- 
ernment’s suit was without merit ? 

Mr. Kramer. Not that I know of. 

Mr. Maerz. Did any member of the Antitrust Division take the 
position that the Government would lose the suit on the merits, 
should it be tried ? 

Mr. Kramer. I never heard anyone take that position in the Anti- 
trust Division. 

Mr. Materz. Did any member of the Antitrust Division staff feel 
that the defendants had not violated the antitrust laws? 

Mr. Kramer. I do not know; they never told me they thought 
that way. 

Mr. Materz. Had the case been tried, do you feel there was a 
reasonable possibility that the Supreme Court would have required 
divorcement of Western Electric ? 

Mr. Kramer. I think the only way that I could answer that—— 

The Cuarrman. That is a tough question. 

Mr. Kramer (continuing). Fairly, is to tell you what our dis- 
cussions were along that subject at the time. This was a subject that 
was rather thoroughly canvassed between Mr. Murphy, Judge Barnes 
Mr. Foote, and myself. Mr. Murphy and I felt that our chances o 
prevailing on the merits were substantially better than even in the 
district court, that our chances of getting divestiture were substan- 
tially less than even in the district court, and that on appeal we 
had a reasonable possibility of upsetting a judgment which did not 
not give any divestiture relief as between Western and A. T. & T. 

I believe that is about as far as I can go in answering that kind of 
question. 

Mr. Materz. Let me ask you about the correspondence between 
Attorney General Brownell and Chairman McConnaughey of the 
Federal Communications Commission respecting possible divorce- 
ment of Western from the Bell System. 

At that time did you know that on November 8, 1955, the Attorney 
General wrote a letter to Chairman McConnaughey of the Federal 
Communications Commission setting forth the position of the A. T. 
& T. respecting the effect of divorcement of Western on public regula- 
tion, and seeking the views of the Commission with respect thereto? 

Mr. Kramer. To the best of my recollection, I think I do remember 
that. 

Mr. Maerz. Were you in favor of such a letter being sent by the 
Attorney General to Chairman McConnaughey of the Federal Com- 
munications Commission ? 

Mr. Kramer. I believe at the time I mildly opposed the letter. 

Mr. Materz. And why did you mildly oppose the letter ? 

Mr. Kramer. I had had, with the permission of Judge Barnes, 
some months prior to the letter a very brief meeting with 1 or 2 
members of the Commission’s staff, and I believe one of them—but 
I am not sure—was Mr. Strassberg or Strausberger. I cannot re- 
member our conversation ; it was at least 3 years ago. 

He exhibited, it seemed to me, some apprehension regarding dis- 
cussing anything on the merits of the A. T. & T. decree with a staff 
member of the Antitrust Division, even though I believe I made it 
clear that Judge Barnes had approved the visit. 
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In addition to that, I was aware that the Chairman of the Com- 
mission then, Mr. McConnaughey, had been associated as counsel for 
the Ohio Bell Telephone Co., and I was afraid that his experience 
with that company, coupled with this vague apprehension that the 
staff showed to me when I visited them, would result in an answer 
which would perhaps not fully reflect the views that the staff had, 
and might reflect the views of the telephone company. 

By the “telephone company,” I mean the defendant, American 
Telephone & Telegraph Co. 

Stating it most briefly, I thought that the answer was a foregone 
conclusion, and that not too much weight should be given to it. 

However, I said little, because it seemed to me almost absurd for 
a member of the staff of the Department of Justice to object to get- 
ting the views of a correlative agency of the Government. 

That concludes my answer. 

Mr. MAterz. Did ou at any time gain the impression that Mr. 
Foote had discussed the matiee belotulond with Mr. McConnaughey ? 

Mr. Kramer. I did not have any impression one way or the other 
on that. I don’t even know that the thought had occurred to me. 

Mr. Maerz. I would like at this point, Mr. Kramer, to direct your 
attention to the adequacy of public regulation of the Bell operating 
company rates at the State and Federal level. 

According to a document included in the record of the present hear- 
ings at page 379 of the transcript, Justice Department officials took 
the position that State regulatory commissions lacked the staff and 
ability to deal effectively with Western Electric accounting practices. 
Furthermore, the Price memorandum of the meeting with Mr. Foote 
in January 1955 indicated Mr. Foote as thinking that: “commissions 
can’t effectively check W. E. costs.” 

Have these documents come to your attention ? 

Mr. Kramer. I don’t remember, Mr. Chairman. 

Mr. Materz. Did you feel that the Justice Department lacked in- 
formation as to the adequacy or inadequacy of State regulatory agen- 
cies to determine the reasonableness of Western’s prices to the Bell 
operating companies ? 

Mr. Kramer. Yes, I did. 

Mr. Maerz. Did you recommend that the Antitrust Division look 
into this matter? 

Mr. Kramer. Yes, I did. 

Mr. Materz. Was any study ever undertaken by the Division in 
accordance with your recommendation ? 

Mr. Kramer. Yes, there was. 

Mr. Maerz. What kind of study was undertaken ? 

Mr. Kramer. Mr. Elmo Flynt, who was not a lawyer, but who had 
served on the staff of the Communications Commission during its study 
in the 1930’s of A. T. & T., and who had come to the Antitrust Division 
im 1938, was assigned by Judge Barnes to make a study on this ques- 
tion. 

My recollection is that his study was initially at least confined to 
documentary sources, and did not include any interviews with State 
commissions. 

In addition, Judge Barnes himself, I believe, talked with informed 
persons on or formerly connected with the appropriate regulatory 
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commission in California which had to do with Bell operating company 
charges. 

Mr. Maerz. In general, what did Mr. Flynt’s study indicate? 

Mr. Kramer. Well, speaking most generally in answer to that ques- 
tion, it indicated that 4, 5, or 6 of the State commissions were sufficiently 
well staffed and well financed as to conduct reasonable inquiry into 
the problem of Western’s charges to the Bell operating companies, and 
that most, if not all, of the balance were hopelessly unable to conduct 
the kind of thorough investigation that was thought to be necessary 
in order to effectively regulate Western’s charges to A. T. & T. 

Mr. Maerz. Subsequently, did you recommand a more compre- 
hensive investigation of this matter by the Antitrust Division? 

Mr. Kramer. I do not remember, Mr. Chairman, whether I did or 
didn’t. 

Mr. Marertz. It is correct, is it not, that Mr. Foote came with the 
Antitrust Division on June 6, 1954, as a confidential assistant to Judge 
Barnes? 

Mr. Kramer. Well, he came about that time, and his title may have 
been confidential asistant. Certainly, he worked closely with Judge 
Barnes. 

Mr. Marerz. At this point, Mr. Chairman, I would insert a press 
release supplied to this committee by the Justice Department indi- 
cating that Mr. Foote was appointed to the Justice Department June 
6, 1954, as a confidential assistant to Mr. Barnes, and that on July 8, 
1955, he became first assistant to Assistant Attorney General Stanley N. 
Barnes, head of the Antitrust Division. 

(The document referred to is as follows:) 


[For immediate release, Friday, July 8, 1955] 
DEPARTMENT OF JUSTICE 


Attorney General Herbert Brownell, Jr., announced today that Edward A. 
Foote, has been appointed first assistant to Assistant Attorney General Stanley 
N. Barnes, head of the Antitrust Division of the Department of Justice. 

Mr. Foote, who was born March 19, 1905, in Cleveland, Ohio, has been in the 
Justice Department since June 6, 1954, as a confidential assistant to Mr. Barnes. 

After graduating from Yale University in 1927, he traveled around the world 
for 2 years and then entered Western Reserve University Law School, from 
which he received his law degree in 1931. He began the practice of law in the 
firm of Andrews, Hadden & Burton, of which the now Justice of the Supreme 
Court, Hon. Harold H. Burton, was a partner. He practiced privately in 
Cleveland, and also in Chicago. 

Mr. Foote entered the Navy in 1941 as a lieutenant, and when discharged in 
January 1945, was a lieuteant commander. He served as executive assistant to 
the Director of Aircraft Production of the Bureau of Aeronautics, and during 
the latter part of his service was executive assistance to Adm. Paul FE. Pihl, officer 
in charge of the chief logistics planning unit for the Navy. 

After the war, Mr. Foote became associated with the Newark Evening News, 
both as president of its original radio station, and as counsel to the newspaper. 
Later, he returned to private practice of law in the District of Columbia. 

In 1948 and 1949, he was special assistant to the Director of Strategic ma- 
terial in the Economic Cooperation Administration. Late in 1949 he became 
executive assistant to the president of the Great Lakes Carbon Corp., and 
represented that company in Washington until he joined the Justice Department. 

Mr. and Mrs. Foote, the former Dorothea Scudder Doeg, make their home in 
Washington. 

He is a member of the American Bar Association and of its antitrust section, 
and of the District of Columbia bar, and the Federal Bar Association. He is 
also a member of Phi Delta Phi. 
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Mr. Maerz. Do you recall, Mr. Kramer, when Mr. Foote first 
participated actively in the A. T. & T. suit ? 

Mr. Kramer. I do not, except that it was in 1954. 

Mr. Matrrz. Was it the latter part of 1954? 

Mr. Kramer. Yes. 

Mr. Maerz. According to a document supplied to this committee 
and included in the record at page 379 of the transcript, Mr. Foote 
participated in a 3-hour meeting in Judge Barnes’ office with A. T. & T. 
representatives on November 4, 1954, at which meeting you were also 
listed as attending. 

Does this refresh your recollection as to when Mr. Foote first became 
active in the case ? 

Mr. Kramer. Well, I don’t remember that meeting. I, of course, 
have no doubt it occurred; so that the answer is that it does not help 
me refresh my recollection. 

Mr. Materz. In any event, would you say that for the balance of 
1954 and thereafter, Mr. Foote was extremely active in the case? 

Mr. Kramer. I don’t like the word “extremely.” 

He was very active in the case, commencing sometime during the 
latter half of 1954 until it was settled by consent judgment early in 
1956. 

Mr. Maerz. To the best of your judgment, was he assigned to work 
on the case by Judge Barnes or by the Attorney General ? 

Mr. Kramer. I don’t know. 

Mr. Maerz. Was he, in effect, given charge of the handling of the 
case subject to the supervision and control of Judge Barnes and the 
Attorney General ? 

Mr. Kramer. I never so understood and was never so informed. 

I understood that he was given charge of the settlement negotiations 
but not of the conduct of the case. Mr. Foote would have been the 
first to point out that his experience in antitrust litigation at that 
time, at least, had not been sufficiently intensive to permit taking 
charge of the actual preparation of the litigation. 

Mr. Marerz. Do you know the reason why Mr. Foote was assigned 
to the case? 

Mr. Kramer. Well, I never said he was assigned to the case. I said 
he was assigned to take charge, under Judge Barnes, of settlement 
negotiations. | 

Mr. Matrrz. Do you know the reason therefor ? 

Mr. Kramer. Ican guess. I don’t know. 

Mr. Mitier. Well, we don’t care about that. 

_ Mr. Marerz. According to Mr. Price’s memorandum which has been 
included in the record of these hearings at page 38: 

Foote knows little about antitrust law but sees a practical problem requiring 
a practical solution. 

Would you agree or disagree with Mr. Price’s characterization as to 
Mr. Foote’s familiarity with the antitrust laws? 

Mr. Kramer. I would disagree, because it is incomplete; and, there- 
fore is misleading. 

Mr. Materz. Would you give us your characterization, then ? 

Mr. Kramer. Mr. Foote, on several occasions, told me both privately 
and with others present, that he was not familiar with the details of 
the decisions by the courts in the antitrust field; but he did show, it 
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seemed to me, over the course of a year or so prior to the settlement, 
a fairly good familiarity with the principles of antitrust law, the doc- 
trine, the economic philosophy, if you will, and so forth. 

I think he had thought considerably about it. 

Mr. Maerz. Mr. Price also testified at page 417 of the transcript: 

Foote came into this thing cold from the outside. He did not know anything 
about our case, and he did not know anything much about the Antitrust Division 
either. 

Would you say that is a fair characterization ? 

Mr. Kramer. What was the date of that memorandum, sir? 

Mr. Matrrz. Sometime in January of 1955. 

Mr. Kramer. I think it is a little harsh on Mr. Foote. 

Mr. Foote worked hard, and I would say that by that time he knew 
quite a bit about the Antitrust Division. 

He didn’t know much about how to try an antitrust case or how to 
prepare one for filing, or about the ins and outs of litigation; but he 
had very decided views, and I think they were founded on experience 
and on premises concerning the philosophy of the antitrust laws. 

Mr. Maerz. Would you say that Mr. Foote was interested in en- 
forcing the antitrust laws? 

Mr. Kramer. Oh, yes; certainly. 

Mr. Maerz. Mr. Price’s memorandum of this meeting with Mr. 
Foote in January 1955, also quotes Mr. Foote as stating that it was: 


* * * silly to consider trying the present case. 


Let me ask you this: 

Did Mr. Foote indicate to you at any time that in his judgment it 
was “silly to consider trying the present case” ? 

Mr. Kramrr. I don’t recall whether he ever said that or not. He 
certainly indicated he thought that the objectives of the suit were 
silly. In fact, he thought they were harmful and even evil. 

Mr. Maerz. Let me ask you this: 

Did you have frequent discussions with Mr. Foote about this case ? 

Mr. Kramer. Oh, yes, innumerable. 

Mr. Matetrz. What views did Mr. Foote express to you about this 
lawsuit ? 

Mr. Kramer. He thought’ it was silly, unwise. He felt very 
strongly that any results of divestiture—or, rather, I should say that 
one result of divestiture of Western from A. T. & T. would inevitably 
be to raise the cost of telephone service to the consumer, if not for- 
ever, for a substantial period of years. And he thought that any 
law that required that was nonsense. 

Mr. Maerz. Had you not recommended a field investigation of 
Western Electric’s competitors for the purpose of getting information 
on that very problem ? 

Mr. Kramer. Yes, I did. 

Mr. Marerz. And did you make your recommendation to Mr. 
Foote ? 

Mr. Kramer. I did. 

Mr. Maerz. What happened to that recommendation ? 

Mr. Kramer. It was never acted upon. 

I made that recommendation.either before or after my summer 
vacation in 1955, which was in August. And I made it forcefully 
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but only orally. And I believe that he indicated politely—but I 
thought definitely—that he didn’t think it would be wise. 

I have a vague recollection that he felt that it might start a, 
oh, kind of a backstage debate in the industry over the settlement or 
the proposed settlement, and, in the end, might cause more trouble 
than good. But that is a vague recollection. 

At any rate, I felt strongly about it, because I recall pointing out in 
my memorandum that I had asked for it and it hadn’t been approved. 

Mr. Materz. Did Mr. Flynt’s study indicate State regulation of the 
prices charged by Western to the Bell operating companies was, with 
the exception of possibly 5 or 6 States, inadequate ? 

Mr. Kramer. Oh, yes. I have already so testified. 

Mr. Maerz. Let me ask you this: 

Would you say that Mr. Foote’s position paralleled the position of 
A. T.& T.? 

Mr. Kramer. I am going to answer that question, if I may, cate- 
gorically, and then explain my answer. 

Mr. Materz. Please do. 

Mr. Kramer. The answer is “yes.” I believe that Mr. Foote was 
persuaded by the forceful arguments of counsel for A. T. & T. 

There were many meetings with counsel for A. T. & T. over a long 
period of time in which Mr. Foote participated. 

Counsel for A. T. & T. are among the most able expositors of a point 
of view that it has ever been my pleasure to listen to. Their ability 
is heightened by their complete sincerity and their conviction that 
A. T. & T. does what it does better than anybody else on earth. And 
they sincerely believe it. And they were able to persuade Mr. Foote, 
I believe, that that was the fact. 

Mr. Materz. They weren’t able to persuade you, though? 

Mr. Miuier. I was just going to ask that question. 

What is your opinion of the contribution of A. T. & T. to the tele- 
phone service of this country? 

The Cuarrman. They weren’t able to persuade you, though, were 
they, Mr. Kramer? 

Mr. Kramer. I can’t answer that question categorically, because my 
point of view never reached that question. 

I repeatedly kept insisting that the issue was not whether A. T. & T. 
and its subsidiaries do it cheaper; the issue is whether you can allow 
Western Electric to continue as a chosen instrument for monopoly. 

This comes back to the one prepared answer I gave-—— 

The Cuamman. You say you can’t have a good monopoly? 

Mr. Kramer. That is correct. 

And I said that Congress is not always wise; it may well have made 
a material mistake in not thinking of this issue as one to exempt from 
the Sherman Act. 

Mr. Miter. We will stipulate that. 

Mr. Kramer. And I said the way to find out whether they had made 
a mistake would be to go to Congress, present this point of view—if 
you adhere to it and believe it to be a fact, and let Congress decide. 

Mr. Etsensere. I would like to ask you, in line with that last com- 
ment, if you are familiar generally with past legislative consideration 
of that problem. 
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Was there anything in the legislative history of the act, for example, 
which would suggest that Congress has considered the possibility of 
requiring the telephone companies to buy equipment in the open 
market ? 

The Cratmman. I didn’t get that. 

Mr. E:sennerc. I am asking the witness if he knows of any past 
congressional consideration of this problem, in view of his suggestion 
that he would, at the very most, simply have brought this matter to 
the attention of Congress and had it consider the question of ex- 
emption. 

1 wonder if, in the past, Congress has considered this problem? 

Mr. Kramer. I don’t recollect that the Congress 

The Carman. I would say this: 

The body in the Congress which would inquire into that would be 
this committee, and I have been on this committee for over a quarter 
of a century, and never has this committee made such an inquiry. 

Mr. E1senperc. I base that question on statements made in the 
brief submitted by the A. T. & T. Co. to the Department of Justice, 
which is part of the record. 

In that brief they state : 





In connection with the enactment of the Communications Act of 1934, Congress 
gave particular attention to the fact that the Bell System had its own manufac- 
turing department from which its operating units obtained most of the equipment 
they used. 

And it goes on to suggest that, as a result of this situation which was 
considered during the debates on the Federal Communications Act, 
section 215 of the act was adopted providing that the Commission 
would conduct an investigation; and one of the things that it could 
recommend after this investigation was that all purchases by the tele- 
phone companies be made as a result of competitive bidding. 

Now, that is the legislative history that I am asking about. 

Did you look into that ? 

The Cramman. Let me make a comment on that: 

We have had many provisions for setting up commissions, giving 
commissions the right to immunize against antitrust violations. But 
there is no such immunization power given to the Federal Communica- 
tions Commission with respect to the Western Electric Co. 

Mr. Ersenserc. Mr. Chairman, just so there won’t be any confusion, 
T am just asking this witness in view of his suggestion that the problem 
be brought to Congress whether it is not the fact that the problem 
was brought to Congress attention during its deliberations on the 
Federal Communications Act. 

Mr. Kramer. I think the difficulty that I would have in answering 
your question is on the meaning of the words “the problem.” 

The problem to which you referred was brought to the attention of 
the Congress, that is to say the problem of competitive bidding or of 
requiring competitive bidding. That is not at all what I have been 
talking about, and I regret that I haven’t been clear. : 

It is my position, to recapitulate, that as I read the Sherman Act it 
requires competition in the production and sale of telephone equip- 
ment. , 

If competition in the production and sale of telephone equipment 
would result in harm to the consumer, and if my superiors in the 
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Department were convinced of that, this suit being on the books, I 
thought they had no choice but to go to the Congress, point out that 
the application of the Sherman Act in this situation was harmful, 
and suggest that Congress do something to change the law. 

Mr. Eisenperc. Now, let me ask you this: 

Do you know from your familiarity with the case when Western 
Electric became a part of the Bell System ? 

Mr. Kramer. Idonot. It was many, many years ago. 

Mr. Eisenserc. Was it 1882¢ Does that sound about right? 

Mr. Kramer. Yes. 

Mr. Eisenserc. And was it a wholly integrated part of the system 
in 1934, when the Communications Act was passed ? 

Mr. Kramer. Yes, 1 believe it was. 

Mr. E1senserc. And is it fair to say, on the basis of this legislative 
history, that the question as to whether it should continue as part of 
the Bell System was considered in connection with the deliberation of 
Congress on the Federal Communications Act? 

Mr. Kramer. I didn’t hear the word after “the deliberation of 
Congress.” 

Mr. E1senperc. Regarding the Federal Communications Act. 

Mr. Kramer. Well, it certainly was considered by a committee of 
Congress. Whether it ever got to the Congress or not, I don’t know. 

Mr. Eisenserc. Now, has anything 

The CuairMan. Just a minute. 

I was present during the debates on the Communications Act, and 
there was nothing disclosed in the hearings and nothing disclosed in 
the debates than even remotely touched on what counsel is speaking 
of, namely, immunization of Western Electric Co. from the antitrust 
laws. 

Mr. E:sensera. I have not suggested that there was any discussion 
of the immunization of Western Electric from the antitrust laws. 

The CiarrmMan. I don’t think there was any suggestion made in the 
debates on the floor or in the hearings with reference to what you have 
indicated by your question. 

Mr. Etsenperc. Just one further question, Mr. Chairman: 

Did any principal part of the Department’s case with respect to 
divorcement as you recall, turn on conditions which had developed 
since 1934 ? 

Mr. Kramer. Conditions which prior to 1934 were not in existence 
and came into existence ? 

Mr. Exsenserc. That is right, which came into existence after 1934. 

Mr. Kramer. Not as I recollect. 

There was a continuation, according to the complaint, but I know 
of no outstanding or very significant new condition. No. 

The Cuairman. Go ahead, Mr. Maletz. 

Mr. Maerz. Mr. Kramer, may I ask you this: 

At any time prior to these hearings were you apprised of Attorney 
General Brownell’s meeting with Mr. Price at White Sulphur Springs 
on June 27, 1953? 

Mr. Kramer. I know of nosuch meeting. 

Mr. Martz. You knew of no such meeting ? 

Mr. Kramer. I know of nosuch meeting. 

I now have read testimony in which Mr. Price says that there was 
such a meeting. 
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Mr. Marrrz. At any time prior to these hearings, were you ap- 
prised of Mr. Brownell’s meetings with Mr. Dumas? 

Mr. Kramer. No. 

Mr. Matrrz. At any time prior to these hearings did you know of 
Mr. Price’s meeting with Mr. Foote at Mr. Foote’s home in the early 
part of January 1955. 

Mr. Kramer. No, I did not. 

Mr. Matrrz. Yet I take it that you have testified that you were in 
frequent consultation with Mr. Foote about this case ? 

Mr. Kramer. Yes, sir, I was. 

Mr. Maerz. At any time prior to these hearings, did you know 
that Mr. Foote advised Mr. Price that he, Mr. Foote, had talked with 
Mr. Victor Cooley, who, according to Mr. Price, had spent a long 

career in the Bell System and was then a Government official ? 

Mr. Kramer. I don’t recollect that Mr. Foote ever told me that, 
and I don’t believe anyone else ever did. 

Mr. Materz. Mr. Kramer, directing your attention to 1955, August 
1955, to your knowledge was Mr. Foote asked by Judge Barnes to 
prepare a memorandum of the pros and cons of the various possi- 
bilities for settlement which had been discussed in conferences with 
A. T. & T. representatives ? 

Mr. Kramer. I have a vague recollection that he was, but you must 

ecall that that was the month that I was almost always out of town 
on my vacation, and I am almost sure I was out of town that month 
in that year. 

Mr. Maerz. Prior to these hearings, did you know that Mr. Foote 
asked Mr. Moulton to prepare certain memoranda for Mr. Foote, to 
assist Mr. Foote in his task ? 

Mr. Kramer. I have a recollection, Mr. Chairman, that Mr. Foote 
told me that he was going to ask Mr. Moulton to prepare some memo- 
randum regarding the consent decree; but that memo, as I recall, I 
am almost sure was asked for after the decree had been negotiated 
and before it had been signed. 

Mr. Maerz. That was not in August. 

Mr. Kramer. And that could not have been in August. 

Therefore, my best recollection is that I did not know about it. 

Mr. Materz. Did the memoranda prepared by Mr. Moulton and 
included in the record of these hearings, which memoranda were 
handed to Mr. Foote in Philadelphia—did these memoranda ever come 
to your attention prior to these hearings ? 

Mr. Kramer. Those are the August memoranda? 

Mr. Matrtz. Yes. 

Mr. Kramer. I don’t recollect them. 

And here I feel I must advise the committee that I have had a 
conversation with my former associate in the Department of Justice 
and, in view of the letter of the Attorney General, I see no reason not 
to volunteer it. 

They called me sometime during this year, I believe, or maybe late 
last year, but I believe it was this : year, asking if I had a recollection 
of any such memorandum and saying that they had been requested 
to produce such a memorandum. 

And I said, “No, I don’t have any such recollection of any such 
memorandum; as far as I know, none exists.” 
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Mr. Matetz. Are you talking now about certain memoranda which 
Mr. Moulton gave Mr. Foote in Philadelphia ? 

Mr. Kramer. I don’t recall whether it was Mr. Moulton that gave 
Mr. Foote or 

Mr. Maerz. Would you examine thistranscript and the memoranda 
which are included at page 486 and tell the committee whether you 
have ever seen these memoranda prior to these hearings? 

Mr. Kramer. I have hastily examined what purports to be five 
separate documents bound into this copy of the transcript, and to the 
best of my recollection I do not recall having seen them, excepting 
it is possible that I saw the memorandum entitled: “Proposal That 
Specified Ratio of Outside Purchases be Maintained,” which is a 
document four pages in length to which there is an appendix attached. 

It is also possible that I saw the next memorandum entitled : “Memo- 
randum Handed to Representatives of the Department of Justice at 
a Conference on July 21, 1955,” and consisting of two pages. 

Mr. Maerz. With those two exceptions, is it your testimony that 
you had not to the best of your recollection, previously seen these 
other memoranda ? 

Mr. Kramer. That is my recollection. I am not at all sure that I 
saw the two I identified. 

Mr. Materz. Did you know, prior to these hearings, that Mr. 
Moulton had met with Mr. Foote in Philadelphia and handed him 
these memoranda ? 

Mr. Kramer. I can’t be sure. I have a vague recollection that Mr. 
Foote may have mentioned that, too. 

Mr. Materz. Prior to these hearings, did you know that in August 
Mr. Foote had met with Attorney General Brownell and Judge Barnes 
and urged a settlement along the lines suggested by A. T. & T. in June 
1954? 

Mr. Kramer. I knew that the three men conferred during my sum- 
mer vacation, and that Mr. Foote proposed adoption of a settlement 
along the lines that he had been discussing with me. I don’t recollect 
how close that was to A. T. & T’s proposal, but I would assume that 
it was reasonably close. 

In fact, when I went on vacation, I remember saying that I hoped 
I wouldn’t be called back but, if it was essential, 1 would be glad to 
come back. And I think Judge Barnes later said to Mr. Foote, be- 
cause Mr. Foote did telephone me, as I recall, while I was on vaca- 
tion—Mr. Foote said, “Judge Barnes thought it would be unfair to 
drag you back for this meeting”—something like that. 

Mr. Materz. Prior to these hearings, did you know that Mr. 
Moulton went down to see Mr. Foote in Bocagrande, Fla., sometime 
in December 1955, to discuss certain patent provisions of the proposed 
decree ? 

Mr. Kramer. There, again, I have a vague recollection that Mr. 
Foote might have mentioned seeing Mr. Moulton in Florida, but I 
have no recollection of what he said or if he said what Mr. Moulton 
had to say to him. 

Mr. Maerz. Let meask you this: 

Was it a normal practice in the Antitrust Division to have informal 
contacts outside of the office with respect to pending cases ? 

Mr. Kramer. No; it was not. And that was another area, I confess, 
where Mr. Foote and I disagreed. 
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Mr. Maerz. Was it Mr. Foote’s practice to have these informal 
contacts outside of the office with respect to pending cases? 

Mr. Mur. I object to that question as being completely without 
the knowledge of this witness; as to what Mr. Foote’s practices were 
outside the office. 

Foote is going to be a witness, as I understand it. 

The Cuatrman. What is the question ? 

Mr. Marerz. May I rephrase the question, Mr. Chairman ? 

Did you know whether Mr. Foote had informal contacts outside of 
the office with respect to pending cases ? 

Mr. Kramer. I did know whether he did or not; yes. 

Mr. Materz. And what did you know about that ¢ 

Mr. Kramer. I knew that he did. 

Mr. Maerz. How did you know that? 

Mr. Kramer. He told me. 

Mr. Mitter. Are you talking now about the A. T. & T. case, or the 
pending case ? 

Mr. Materz. With respect to the pending case. 

Mr. Mitier. And what was the question: Did he have any informal 
contact with people outside of the office in regard to pending cases, 
including this and others ? 

Mr. Maerz. Yes. 

Mr. Miter. I suppose everybody does, don’t they ? 

The Cuatrman. Let’s let the witness answer. 

Mr. Miuixer. You certainly had informal contacts when you were in 
the Justice Department with people outside of the Justice Depart- 
ment with respect to pending matters; did you not ? 

Mr. Kramer. [ tried to avoid them whenever I could. 

Mr. Miizer. But you couldn’t avoid talking to anybody outside of 
your office about pending cases? 

Mr. Kramer. That is right. 

But if you want me to go on, I can go on 

Mr. Mirier. You don’t need to go on as far as I am concerned. [ 
think this whole line of questions is ridiculous. 

Mr. Hourzman. Let’s have an answer. 

The Cuatrman. Yes. I think we should have an answer. 

Mr. Kramer. It is very difficult to avoid at social gatherings having 
an attorney for a defendant bring up his case. I never thought it was 
wrong for an attorney for the defendant to do it. I did think some- 
times it was in bad taste, because it was spoiling an otherwise lovely 
party. My effort was to try to push the subject aside as politely 
as I could. Mr. Foote, I believe, thought it was perfectly all right. 

Mr. Miter. May I ask a question, Mr. Chairman ? 

Do you see anything wrong with lawyers discussing the merits 
of a case pending at any time or at any place convenient to the parties; 
as long as nothing sinister or unethical occurs? In other words, if I 
were representing a client, and my home was in Buffalo, N. Y., and 
I would go down here someplace else, and I wanted to talk to you 
about my case, is there anything wrong about that ? 

Mr. Kramer. I don’t think there would be anything wrong in your 
doing it, but I think it is an undesirable practice for the Government 
attorney to encourage the conversation. 
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Mr. Miter. Well, there is no evidence that anybody encouraged it. 
But the point is, we have here in the record the fact that there was a 
great percentage of these antitrust cases which were finally settled by 
consent decrees, and I don’t see how you could arrive at the settle- 
ment unless you discussed it. 

The CuHairMan. Here is a question. Discussions are quite essential. 
It is the method and manner of those discussions, and the nuances 
attending upon the discussions that may not be proper and may be 
untoward. 

Mr. Maerz. Let me ask you this. Did Mr. Foote, on or about 
November or December, 1955, tell you that Attorney General Brownell 
had made the decision to settle the case without divorcement of Western 
Electric? 

Mr. Kramer. He did. 

Mr. Maerz. Do you recall more precisely when this occurred ? 

Mr. Kramer. Of course, if I had my files I could answer the question. 
I don’t have my files or my papers, other than the printed judgment 
and the complaint concerning this case. And my best recollection is 
that he told me that in November, 1955. But I can’t be sure. 

Mr. Materz. Is it fair to say, then, that, based on what Mr. Foote 
told you, it was your understanding that Mr. Brownell made the 
decision to accept the decree, and that Judge Barnes agreed to go 
along with that decision. 

Mr. Kramer. I don’t know if it is fair tosay anything. I don’t even 
think it is correct to say that either. I would like to explain my 
answer. 

Mr. Maerz. Please do. 

Mr. Kramer. You have covered an awful lot in that question. 
First, the question contains remarks about Judge Barnes’ attitude. 

Mr. Maerz. May I withdraw the question, Mr. Chairman, and 
rephrase it. 

Was it your understanding from Mr. Foote that Judge Barnes did 
not recommend the settlement to Attorney General Brownell, but 
agreed to go along with Mr. Brownell’s decision ? 

Mr. Kramer. At what time? Just before the decree was entered ¢ 

Mr. Maerz. Yes, November or December, 1955. 

Mr. Kramer. I cannot answer that question categorically, I can 
explain my answer. ’ 

The Cuatrman. Explain it. 

Mr. Kramer. When Mr. Foote told me, and with an air of suffi- 
cient finality to cause me to believe that this was the Attorney Gen- 
eral’s attitude, I was disturbed, because I thought it was wrong. And 
I went to see Judge Barnes alone in his office. Mr. Foote’s office was 
right next to Judge Barnes’. I went out of Mr. Foote’s office and into 
Judge Barnes’ office. I said, “Judge Barnes, as you know, I feel 
very strongly about this proposed settlement, and I would like to have 
the privilege of writing a memorandum stating just why I can’t go 
along with it.” 

And I remember his reply, because this was an important occasion 
tome. He said, “Vic, you go right ahead and prepare such a mem- 
orandum, I think you ought to do it.” 


And I said, in words or substance, “Should I address it to you, 
or to Mr. Foote?” 
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And I think he said, “Address it to me,” but Iam not sure. 

My next contact with Judge Barnes that I recollect concerning this 
judgment was after the decree had been negotiated, and it was under- 
stood that Mr. Foote was going to recommend to Judge Barnes its 
approval. Judge Barnes had a conference in his office, and present, 
to the best of my recollection, were Mr. Foote, Mr. Murphy, Mr. Holla- 
baugh, Mr. Kilgore, and possibly Mr. Kirkpatrick. And we dis- 
cussed the decree up and down, and went over all the same ground. 
And Judge Barnes questioned all of us rather closely, and we “argued 
and we discussed. And as I left the meeting, I got the impression 
that Judge Barnes was going to sign the judgment, and he did sign 
it. And he sent it up presumably to the Attorney General. 

Now, that is the best answer I can give you. 

Mr. Matrrz. That was after Mr. Foote had told you that Attorney 
General Brownell had decided upon a consent decree without divorce- 
ment, is that correct, sir? 

Mr. Kramer. Oh, yes. 

Mr. Maerz. A few questions if I may, about defense considerations. 

Are you familiar with the fact that on July 10, 1953, Secretary of 
Defense Wilson wrote Attorney General Brow nell recommending that 
the case be disposed of without severing Western from the Bell System? ¢ 

Mr. Kramer. I have a recollection, not too strong, that there is such 
a letter in the files. 

Mr. Materz. Prior to these hearings did you know that this letter, 
with two revisions, was copied from a draft prepared by A. T. & T. 

Mr. Kramer. No. 

Mr. Maerz. What consideration was given by the Justice Depart- 
ment to Secretary Wilson’s letter ? 

Mr. Kramer. Well, if I wanted to make a flip answer, I would say, 
not much. The Antitrust Division, including Judge Barnes, was 
rather cynical about letters from Defense Secretaries seeking post- 
ponement or settlement of cases. But as I recall it, following that 
letter, there were discussions between representatives of the Depart- 
ment of Defense and Judge Barnes or the Attorney General, and I 
think at these discussions the national defense considerations, natu- 
rally, received very serious consideration. 

For example, I remember that on one occasion A. T. & T. delivered 
to Judge Barnes a whole series of memorandums bearing on this ques- 
tion which had such high security classification that covered those at 
that time, I was not permitted to see them. And my understanding 
was, they related to national defense, not to the case. And I think 
Judge Barnes, as time went on, became more concerned about the 
national defense considerations, and I know he discussed the object 
of his concern (although, of course, not the details, because they 
were classified) with me, and I remember distinctly that I pointed out 
that if this national defense thing, which I could not be informed about 
and which I understood why I could not be informed about, was a se- 
rious problem, the way to handle it was to get a directive from the 
President of the United States or from the National Secur ity Council, 
or some agency of that kind. 

Mr. Materz. Does that complete your answer ? 

Mr. Kramer. Yes. 
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Mr. Maerz. Several documents supplied to this committee by 
A. T. & T. quote Judge Barnes as taking the position that if defense 
considerations were to override the antitrust considerations, that 
would take a directive from the President and the National Security 
Council. Wasthat Judge Barnes’ position ? 

Mr. Kramer. I so understood. 

Mr. Matetz. I think you have testified that no directive from 
the President or from the National Security Council was received 
by the Department of Justice? 

Mr. Kramer. Not that I ever knew of or heard of. 

Mr. Maerz. Had such directive been received, would it have been 
in your judgment some basis for a consent decree of this character? 

Mr. Kramer. No. 

Mr. Maerz. Why not? 

Mr. Kramer. If the requirements of the national security were 
such either that the Government or the defendants could not introduce 
evidence at the trial, then the complaint should have been dismissed, 
or if the national security considerations were such that the manu- 
facture of military equipment for the Government would be seriously 
hampered by divestiture, then the case should also have been dis- 
missed, because there was, in my judgment, no other remedy for the 
alleged monopolization other than some sort of separation of Western 
from A. T. & T. 

And I urged that the case be dismissed if such a directive was ever 
forthcoming. 

Mr. Maerz. In the course of the decree negotiations, I believe you 
suggested that the judgment in any event be limited to 20 years, is that 
right ? 

Mr. Kramer. I did. 

Mr. Maerz. And what was the reason for that suggestion ? 

Mr. Kramer. Well, I think I should explain first that this is a pet 
idea of mine, and I may see only one side of the question. But it has 
always seemed to me that if an antitrust decree can’t do the job it is 
supposed to do in 20 years, there is no point in having it on the books. 
It was my point of view in the Western Electric case in addition that 
if the consent decree was terminated after 20 years, it would no longer 
constitute a psychological barrier, if not a legal barrier, to reexamina- 
tion of the question 20 years hence. It was also possible that if we 
had been able to consider further the 20-year proposal that we might 
have been able to persuade or to negotiate with Western to insert a 
provision that at the end of the 20-year period the decree would be 
vacated, and the complaint would remain on the books, thereby per- 
mitting the Government, if it thought it wanted to, and it thought it 
had a case, to proceed with the case. 

Mr. Matetz. I have no further questions, Mr. Chairman. 

Mr. Mituer. I have some questions. What is the chairman’s wish 
concerning adjournment ? 

The Cuatrman. We can finish. After we have had your questions, 
we will be finished with this witness. 

Mr. Miter. As I remember your testimony in your view with the 
law as it was, the Sherman Act together with the Federal Communi- 
cations Act and other existing statutes required a divorcement of 
Western Electric regardless of whether it resulted in an increase in 
rates to the subscribers for telephone service ? 
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Mr. Kramer. That is correct. 

Mr. Mittrr. Now, of course, you also testified that no new facts to 
your knowledge entered into the situation after 193: , after the passage 
of the Federal Communications Act. In other w ords, that all of the 
factors which entered into your judgment as to the composition of 
Western Electric and A. T. & T. existed prior to 1934, and they existed 
continuously up to your coming into the matter in 1955, or whatever 
time it was; am I correct in that statement ? 

Mr. Kramer. Substantially. 

Mr. Mizirr. So that actually the law being what it was, the Sher- 
man Act and the Federal Communications Act since 1934, or for 22 
years, actually, the Justice Department of the United States Gov- 
ernment did “are about a situation which was per se illegal ? 

Mr. Kramer. I don’t believe I said it was per se illegal, but it is 
correct that the Department of Justice did nothing about a situation 
which was, in my judgment, illegal as far back as 1934, if I was 
correctly informed. 

Mr. Miter. So that if you were correct in 1955, the Justice De- 
partment had done nothing about a per se illegal situ: ation in 20 years ? 

Mr. Kramer. Well, it wasn’t that, because they filed a complaint-—— 

Mr. Miiuer. Well, 20 years. 

The Cuatrman. At that point, when was the suit started? 

Mr. Mirirr. Fifteen years. 

The Cuarrman. When was the suit started ? 

Mr. Kramer. January 14, 1949. 

The Cuarrman. That was a Democratic administration ¢ 

Mr. Kramer. Yes. 

Mr. Miter. I will stipulate that. 

So that for 15 years, at least, nothing had been done about the 
situation ? 

Mr. Kramer. By the Antitrust Division of the Department of 
Justice. 

Mr. Miter. By the Antitrust Division. 

Mr. Kramer. That is right. 

Mr. Mitier. Now, I think you stated that, based on the information 
which came to you in the course of your handling of this case, that 
you could not state of your own knowledge as to whether or not as a 
matter of fact divorcement would have led to an increase in rate or 
not ¢ 

Mr. Kramer. That is precisely correct, sir. 

Mr. Mitier. And you can’t state now of your own knowledge 
whether or not such an action might result in increased rates ? 

Mr. Kramer. I have done no work since that time. 

Mr. Miter. So that, as far as this record is concerned, I believe 
Doctor Kelly, president of Bell Laboratories, testified that in his 
opinion such a divorcement would unquestionably increase rates as 
far as he was concerned, and up through your testimony, his testi- 
mony on that point remains uncontradicted ? In other ‘words, you 
wouldn’t contradict it? 

Mr. Kramer. No, I just say that I don’t know, and I don’t know 
how he knows. 

Mr. Mitier. Well, he is an engineer, a scientific engineer in charge 
of the laboratories. At least from the facts in your possession as 
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an attorney in the Justice Department, you have never stated and 
cannot now state, in your opinion whether or not divorcement would 
result in increased rates ? 

Mr. Kramer. That is correct. 

Mr. Hourzman. Or in lower rates? 

The CHarrmMan. I just want to state at this point that also Mr. 
Kelly said he was in addition an advocate. 

Mr. Mitier. Now, let me just ask you 1 or 2 questions. I didn’t 
quite catch all the counsel’s questions. I wonder if you recollect that 
part of your testimony where counsel asks your opinion of the opin- 
ions of others in the Departme nt, as to the chances of success in this 
ease, and particularly the chances of securing divestiture. And as 
part of your answer, I think you said you thought divorcement had 
some chance better than even. © Would you just repeat that testimony ‘ 

Mr. Kramer. I think I can repeat that testimony from recollection. 

Mr. Mitier. Thank you. 

Mr. Kramer. Bearing in mind that it was the view of Mr. Murphy 
and myself that our chances of prevailing on the merits of the case, 
that is, on the issue as to whether or not Western and A. T. & T. 
were violating the Sherman Act, were definitely better than even in 
the district court, it was our thought that our chances of obtaining 
divestiture of Western from A. T. & T. in the district court were 
definitely less than even, and that on appeal we had a fairly good 
chance of reversing the district court. 

Mr. Mitter. So that on this question of divestiture, even you felt 
that you had less than an even chance to win in the district court ? 

Mr. Kramer. Definitely. 

Mr. Mitier. Now, you knew Judge Barnes for how long a period 
of time? 

Mr. Kramer. From May 1953 to date. 

Mr. Mirter. And do you consider Judge Barnes to be a competent 
lawyer / 

Mr. Kramer. Yes, indeed. 

Mr. Minter. Are you familiar with his testimony before the Select 
Committee of Small Business of the House of Representatives, 84th 
Congress, in 1956? 

Mr. Kramer. I am not particularly familiar with that testimony. 
He did not ask me to accompany him. 

Mr. Mitier. You did accompany him? 

Mr. Kramer. He did not ask me to accompany him, and I was 
grateful he didn’t. 

Mr. Minter. But you were aware of the fact that he did testify 
before that committee ? 

Mr. Kramer. I was, and am. 

Mr. Mitier. Now, reading from page 17 of the hearing, let me read 
you this question and the answer: 


Mr. Roosreveitt. Now, Judge, in the original statement of the reasons for filing 
this suit back in 1949, which I am sure you knew about and were cognizant of, 
the statement was made that the suit does not seek to interfere with the 
American Telephone & Telegraph Co. except to separate it from Western Electric. 
Now, had you decided that was not, when you went ahead with the prosecution 
of the case, an important part of the proceeding? 

Mr. Barnes. We decided in the course of our negotiations that we could not 
get, therefore, we agreed not to get. 
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Mr. Roosevevr. You mean you could not win it in court? 

Mr. Barnes. That is right. 

Now, in substance, does that coincide with your recollection of 
Judge Barnes’ opinion of the divestiture prospects in this case / 

Mr. Kramer. Yes. 

Mr. Mirier. So that you and Mr. Murphy in the Justice Depart- 
ment thought that your chances of divestiture were less than even, and 
Judge Barnes apparently thought there was no chance; am I correct 
in that? 

Mr. Kramer. What he testified as you just read it was correct as 
to what he thought. 

Mr. Mitier. So that now we have an indication where you and Mr. 
Murphy thought the chances were less than even, and Mr. Barnes, ap- 
parently, thought there was no chance, and you have testified that Mr. 
Foote was of the opinion that this decree was in the best interest of 
the Government ? 

Mr. Kramer. I believe he thought that, and still thinks that. 

Mr. Mitier. And so as a consequence you now state you had such 
a deep feeling concerning this matter, and in particular, according to 
your prep: ared statement, the divorcement feature, that you wouldn’t 
sign a decree which did not require divestiture even though you and 
Mr. Murphy thought you had less than an even chance to get it in the 
trial, and Barnes thought you had no chance, and neither did Foote; 
is that the situation? 

Mr. Kramer. That is correct. 

The Cuatrman. Didn’t you say you would rather see the case 
dismissed ? 

Mr. Kramer. I also so testified. 

The Cuatrman. For the reason you indicated. 

Mr. Hourzman. Didn't you say that there was an even chance or : 
good chance of pomrernt the district court in the Supreme Court ? 

Mr. Kramer. I did say that. 

Mr. Mitier. Now, Mr. Kramer, may I say that I judge you to be 
both a competent attorney and a person of candor and integrity, and 
I think you have made an excellent statement of your position. And 
T take it that in all of your association with Mr. Brownell, Mr. Barnes, 
Mr. Foote, and others in the Justice Department, that you never have 
and don’t now by your testimony intend to imply that anything that 
was done by them in connection with this case was motivated by any 
ulterior or sinister motives? 

The CHatrman. He has said that. 

Mr. Kramer. I have said that, and I would like to repeat it, and 
even go further in saying that this was the only case during the entire 
period Mr. Brownell was Attorney General in which I had a basic 
disagreement. 

Mr. Miuter. So that in substance your testimony simply is to the 
effect that as lawyers you disagreed in the premises concerning this 
case ¢ 

Mr. Kramer. I would prefer to say as lawyers and public servants. 

Mr. Mixer. You disagreed as to the handling of this case, although 
you admit that had you proceeded you had less than an even chance to 
secure the divestiture of the company. 

Mr. Kramer. That is correct, yes. 
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Mr. Miter. That is all. 

The CuarrMan. I want to state this, Mr. Kramer. The Chair ap- 
preciates your appearance here this morning and your testimony. 
And I can readily see why the Justice Department made that award 
to you for exceptional service. You have indeed been a distinguished, 
dedicated public servant. You have been most helpful to this com- 
mittee. I want to say that your sincerity, your candor, your courage— 

and I emphasize courage—your keenness of mind and your wisdom 
are refreshing to us and most creditable to you. And I applaud the 

‘are and precision with which you have answered all these questions. 
I am happy to have had you associated with us this morning. 

Mr. Mixter. I second that. 

Mr. Hourzman. So do I. 

Mr. Kramer. Thank you very much, Mr. Chairman. 

The CuarrMan. The witnesses for next Tuesday and Wednesday, 
May 6 and May 7 will be Mr. Holmes Baldridge, Esq., of Chicago, IIl., 
and Mr. Edward A. Foote, Jr., Esq., W ashington, D. C. 

The committee will now adjourn until Tuesday at 2:30 p. m. 

(Whereupon, at 1 p. m. the committee adjourned, to reconvene at 
2:30 p. m. Tuesday, May 6, 1958.) 
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WEDNESDAY, MAY 7, 1958 


Houses or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 


The sube ‘ommittee met, pursuant to recess and subsequent postpone- 
ment, at 2 p. m., in room "346, Old House Office Building, Hon, Eman- 
uel Celler (chairman) presiding. 

Present: Representatives Celler, Rogers, Keating, and Miller. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel, and Milton Eisenberg, associate counsel. 

The Cuarrman. The committee will be in order. 

Our first witness this afternoon is Mr. Holmes Baldridge, now an 
attorney from Chicago, whom I remember with kindness and remem- 
ber as a very efficient official of the Department of Justice in the old 
days. 

Will you step forward, Mr. Baldridge? 


TESTIMONY OF HOLMES BALDRIDGE, ESQ., CHICAGO, ILL. 


The CHatrMan. Counsel. 

Mr. Maerz. Mr. Baldridge, would you state your name, occupa- 
tion and business address for the record ? 

Mr. Batpripcr. I am a lawyer in private practice in Chicago with 
the firm of Stiefel, Greenberg, Bur ns & Baldridge. 

Mr. Maerz. Are you appearing, Mr. Baldridge, pursuant to a 
subpena ? 

Mr. Batprincr. Yes, I am. 

Mr. Materz. Mr. Baldridge, how long have you been in the private 
practice of law? 

Mr. Barprivner. About 5 years. 

Mr. Marerz. Were you at, one time general counsel for the Corpo- 

ration Commission of the State of Oklahoma? 

Mr. Barpriver. I was. 

Mr. Maerz. When was that? 

Mr. Barpripegr. 1932 to 1935—through 1935. 

Mr. Maerz. 1932 to 1935 ? 

Mr. Batprinae. Yes. 

Mr. Materz. In general what was the nature of your responsibility 
in that position ? 

Mr. Batpriper. The commission was vested with the jurisdiction 
to regulate the rates, charges, and services of public utilities and was 
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also clothed with authority to administer the proration and conserva- 
tion statutes relating to oil and gas. 

Mr. Materz. In your capacity as general counsel of the Corpora- 
tion Commission for the State of Oklahoma, did you have occasion 
to become familiar with telephone rate proceedings ¢ 

Mr. Batpriner. Yes. While with the Commission I handled a half 
dozen rate cases, I guess, involving telephone rates, including two 
cases against the Southwestern Bell Telephone Co. 

Mr. Maerz. Subsequent to 1935 were you employed by the Fed- 
eral Communications Commission ? 

Mr. Baxpriner. I was. 

Mr. Maerz. Was that in connection with the Commission’s nation- 
wide telephone investigation ? 

Mr. Bavpriner. It was. 

Mr. Materz. When were you so employed by the Commission ? 

Mr. Batpriwer. From November 1935 to July 1938 

Mr. Materz. What position or positions did you occupy while em- 
ployed by the Federal Communications Commission ? 

Mr. Batpripce. From November of 1935 to sometime around Janu- 
ary of 1937 I was principal attorney in the investigation, and from 
about January of 1937 until its close in July of 1938, counsel in 
charge. 

Mr. Materz. Counsel in charge of the FCC’s telephone investi- 
gation ? 

- Mr. Bauprivee. During the last year and a half of the investiga- 
tion’s life. 

Mr. Maerz. About how many employees did FCC have assigned 
to this telephone investigation ? 

Mr. Batpriner. At the peak, 302. 

Mr. Materz. Did you participate in the drafting of the final report 
of the FCC? 

Mr. Baxpriner. Yes, I had charge of the small group that was left 
over from the main investigational group that prepared a report for 
purposes of submission to Congress. 

Mr. Maerz. Could you tell the committee the nature of your duties 
as counsel for the telephone investigation by the FCC? 

Mr. Baupriver. Well, it was largely a job of coordinating the en- 
gineering, accounting, and what little legal work was involved in an 
investigation of that type. The investigation was largely legislative 
in nature in the sense that the Commission was doing ‘the job for the 
Congress pursuant to resolution, joint resolution, passed by the House 
and the Senate. 

Mr. Marerz. During the course of your employment by the FCC, 
did you have occasion to become familiar with the various operations 
of the Bell System 

Mr. Barpriner. I did. 

Mr. Materz. After 1938 were you employed by the Antitrust Di- 
vision of the Department of Justice? 

Mr. Baupriveg. I was. 

Mr. Maerz. What position or positions did you occupy ? 

Mr. Batprince. Well, from August 1938 through March 1951, I 
was Chief of the General Litigation Section of the Antitrust Divi- 
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sion. From March of 1951 until January of 1953 I was Assistant 
Attorney General in charge of the Civil Division. 

Mr. Materz. Since 1953, I take it that you have been engaged in 
the private practice of law ? 

Mr. Bavpriver. | have. 

Mr. Maerz. While you were Chief of the General Litigation Sec- 
tion of the Antitrust Division—and I think you said you were Chief 
of that Section for about 13 years, is that right? 

Mr. Baxpriper. Twelve and a half. 

Mr. Maerz. While you were Chief of the General Litigation Sec- 
tion of the Antitrust Division, did you act as counsel for the Govern- 
ment in any major antitrust cases ? 

Mr. Bavpringr. Yes. 

Mr. Maerz. Could you name some of the major antitrust cases in 
which you acted as counsel ? 

Mr. Baupriner. Part of the job of heading up the Litigation Sec- 
tion was general supervision of a large proportion of the litigation 
that was filed by the Antitrust Division. In addition to that, I did 
participate, other than in a supervisory capacity, in the trial and argu- 
ment on appeal of a number of major antitrust cases. 

Mr. Maerz. What would some of those major antitrust cases be? 

Mr. Batprivce. Well, there was the automobile finance group. It 
involved cases against General Motors, Chrysler, and Ford; the chain- 
store group of cases, which involved cases against the Great Atlantic 
& Pacific ‘Tea Co., Safeway Stores, Inc., Kroger Grocery Co.; suits 
including a divestiture suit against the major packers, and suit against 
the United Shoe Machinery Co.; direct participation in many of the 
cases that the Department brought against labor unions in an attempt 
to bring them within the scope of the antitrust laws; the Investment 
Banking case. There were others, I do not—the Pullman case was 
another. 

Mr. Maerz. Mr. Baldridge, as Chief of the General Litigation 
Section, were you responsible for the preparation of an antitrust 
complaint charging Western Electric and A. T. & T. with violations of 
sections 1 and 2 of the Sherman Act ? 

Mr. Bavprince. I was. 

Mr. Materz. Was that complaint filed in the District Court of New 
Jersey in January of 1949 ? 

Mr. Bavpringe. Yes. 

Mr. Maerz. Did you actually participate in the drafting of this 
complaint ? 

Mr. Bauprivcr. I drafted most of it, all of it, as a matter of fact, 
except the patent section, which was handled by Mr. Timberg. 

Mr. Marerz. You drafted all the complaint, with the exception of 
the sections dealing with patents; is that right ? 

Mr. Batpriper. That is correct. 

Mr. Maerz. How long was this suit in preparation by the Justice 
Department before filing ? 

Mr. Barpriver. Well, I believe I started work on it about February 
of 1948. 

Mr. Maerz. Was there any significance in the fact that the com- 
plaint was filed in January of 1949? 
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Mr. Batprince. Not tomy knowledge. It takes quite a while, when 
you have other duties, as I did, and as every lawyer in the Antitrust 
Division has, before you can get a suit of this magnitude in draft form 
and ready for filing. It is not a suit that you can work on constantly, 
day after day, where you are supervising other litigation. 

However, I worked on it from time to time, from about February 
1948 until it was filed in January of 1949. 

Mr. Marrrz. Were any objections made by anyone in the Anti- 
trust Division of the Department of Justice, or in Government, to the 
filing of the suit ? 

Mr. Batpriper. None whatsoever. 

Mr. Maerz. At the time of the filing of the suit, or at any subse- 
quent time, did it come to your attention that any attorneys 7 the 
Antitrust Division of the Department of Justice questioned, or had 
reservations, concerning the suit / 

Mr. Bavpringr. It was never discussed with me by anyone. 

Mr. Marerz. You say no one, no attorney in the Antitrust Division 
had any questions or reservations concerning the legal theory of the 
action 4 

Mr. Bauorince. No. The only person with whom the case was dis- 
cussed, with whom I discussed the case, was the then Assistant At- 
torney General, Mr. Bergson. 

The Cuairman. Bergson ? 

Mr. Batpriner. Yes. 

Mr. Maerz. Did he have any reservations concerning this action? 

Mr. Batpriner. None whatsoever. 

Mr. Maerz. Do you know a Mr. Elmo Flynt, spelled F-1-y-n-t? 

Mr. Batprinee. Yes. 

Mr. Materz. Whois Mr. Flynt? 

Mr. Batprince. Mr. Flynt was an investigator employed by the 
Antitrust Division for, oh, a period of 16 or 17 years, assigned to, I 
think, in later years, the Economic Section staff. 

Mr. Materz. Did Mr. Flynt work as an investigator for the Federal 
Communications Commission ¢ 

Mr. Baupringr. Yes. He went through most of the period of the 
Federal Communication Commission’s investigation of the telephone 
industry, which was, of course, largely concerned with Bell System’s 
operations. 

Mr. Maerz. Mr. Chairman, Mr. Flynt has written you a letter. 
With your permission, I would read a quotation, and then read the 
entire letter. 

The CHarrmMan. Where is Mr. Flynt now? 

Mr. Batpriver. In Europe. 

The Cuamman. Is he still employed by the Government ¢ 

Mr. Baupringr. No. He retired last September. He reached 
tirement age in September. 

Mr. Maerz. May I read this? 

The CuatrmMan. First, how did he come to write to me? 

Mr. Matrerz. I can answer the question, Mr. Chairman. Mr. Har- 
kins and I interviewed Mr. Flynt because we had heard he had been 
very active in the case. He first had been employed by the FCC in 
connection with this telephone investigation, and then had been a 
member of the Antitrust Division staff assigned to this case. Mr. 
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Flynt advised us he was going to Europe and would submit a letter to 
the Chairman setting forth his views, and would be available to testify 
at a later date. 

Mr. Keating. Mr. Chairman, it would be your disposition to call 
him on his return, if we had a desire to question him ? 

The Cuarrman. That is why I asked this question. Certainly, if 
anyone wishes to interrogate him when he returns, he should have that 
privilege. 

Mr. Maerz. Mr. Chairman, may I first read this quotation to Mr. 
Baldridge and ask him just 1 or 2 questions? 

Mr. Flynt wrote the chairman of this committee a letter stating, 
in part, and I quote: 

Perhaps I should mention at this point the fact that I talked with a few 
attorneys in the Division who questioned, or had reservations, concerning the 
suit. In short, this question arose because A. T. & T. controlled approximately 
90 plus percent of the market for such equipment and supplies; because it also 
owned Western and, thus, in a sense, the Bell System was merely a supplier 
to itself. 

At any time while you were with the Antitrust Division, did any 
attorney in the Department of Justice—I am repeating the question— 
evidence any objection with respect to the suit to you? 

Mr. Batpripge. No; there would not have been any occasion for it, 
Mr. Maletz, because I took the suit over, as a personal chore, to pre- 
pare the complaint, and, with the exception of the collaboration I 
secured from Mr. T imberg, and the approval of Mr. Bergson, the 
then Assistant Attorney General, and work that was assigned to Mr. 
Flynt, there was no discussion with any other attorney in the An- 
titrust Division concerning the suit, and there was no cause for 
discussion. What discussions occurred amongst staff members in 
the Antitrust Division after I left in 1951, of course, I have no 
knowledge of. 

Mr. Maerz. Mr. Chairman, with your permission, I would read 
this letter. 

The Cuatrman. What letter? 

Mr. Maerz. The letter from Mr. Flynt. 

DEAR CHAIRMAN CELLER: Pursuant to your request I herewith submit certain 
of my opinions concerning the Complaint of the United States of America v. 
Western BHlectric Company, Incorporated, and American Telephone & Telegraph 
Company, filed in the District Court of the United States for the District of 
New Jersey on January 14, 1949, and the final judgment entered January 24, 
1956. 

There is a footnote, Mr. Chairman, at this point, and I am reading 
the footnote: 

As I explained to Mr. Maletz, I am leaving for Europe on March 31, but 
will return about June 1, and will be available to your committee after that date, 
should my presence be desired. 


Continuing with the letter: 


First, I feel that I should state certain employment with the United States 
Government which has had a decided influence on my opinions of these matters. 

On April 15, 1935, I entered on duty as an investigator in the special tele- 
phone investigation authorized by the Congress of the United States to be con- 
ducted under the supervision of the Federal Communications Commission. I 
continued in this employment until June 30, 1938, at which time the investiga- 
tion closed. 
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During the period of this employment I supervised the investigation of Bell 
System policies and practices in respect to its attempts to influence and control 
public opinion in many fields, including public utility regulatory bodies. I 
introduced this report in evidence. 

Also, I made the investigation, prepared, and introduced the report on Bell 
System Methods of Publishing Telephone Directories. 

Further, during the last year of the investigation, under the supervision of 
the Chief Engineer of the Rate and Research Section, I directed the investiga- 
tion and wrote the report The Price Trend Review and Western Electric’s 
Pricing Policies. 

On October 8, 1938, I entered on duty with the Antitrust Division of the 
Department of Justice as an expert. I continued to work in the Antitrust Divi- 
sion until October 1, 1957, at which time I retired from Government service. 

During the period in which the complaint was being drafted I had many occa- 
sions to discuss the complaint and the several allegations with attorneys assigned 
to the case. After the filing of the complaint I was assigned to it, along with 
other assignments. I was actively engaged on the case during the period of 
discovery proceedings and for a considerable period thereafter. I believe that 
my last active participation in the case was about August 1955. 

The complaint was based largely on findings of the special telephone investi- 
gation. Holmes Baldridge, Chief of the General Litigation Section of the Anti- 
trust Division at the time of filing the complaint had been chief counsel of the 
special telephone investigation and was thoroughly familiar with all findings 
and facts developed. 

The complaint charged a conspiracy to monopolize and monopolization by 
A. T. & T. and Western of the manufacture, distribution, sale, and installation 
of telephones, telephone apparatus and equipment, and supplies in the United 
States. It alleged that approximately 90 percent of all such equipment and sup- 
plies were handled through Western. Certainly, this percentage of the total 
domestic market constituted monopoly. I am confident that the Government 
could have sustained this percentage figure had the matter come to trial. 
Further, I am confident that the Government could have sustained many, if 
not all of the several allegations of the complaint. 

Perhaps I should mention at this point the fact that I talked with a few 
attorneys in the Division who questioned, or had reservations concerning the 
suit. In short, this question arose because A. T. & T. owned and controlled 
approximately 90 plus percent of the market for such equipment and supplies; 
because it also owned Western and thus, in a sense, the Bell System was merely 
a supplier to itself. 

This question seemed to me to be a matter for the courts to decide 

So far as I now recall, I never heard defendants claim that they had immunity 
under antitrust laws because of the intercorporate relationship between defend- 
ants and the operating companies of the Bell System. 

In its prayer, among other things, the Government asked that A. T. & T. 


i. 


divest itself of Western and that Western then be broken up to provide not less 
than three competing companies. These companies woud possibly have been in 


addition to a few independent manufacturers of communications equipment 


The basic purpose of the complaint and the prayer was to get rid of the 
existing monopoly and substitute a free competitive market to supply the needs 
of all communications companies, including the Bell System companies. 

The final judgment permits the monopoly to continue. It did not resolve 
the issue, if there be one, of whether the monopoly is illegal under antitrust 
laws. 

Some provisions for licensing companies under patents owned and controlled 
by A. T. & T. or Western are in the final judgment. Also, Western is required 
to get out of some small business not related to the communications field. 
Whether these provisions serve any constructive purpose is a question which 
I do not feel competent to answer. 

Certainly, there is very little relief, if any, afforded under the final judgment, 
if the complaint of the Government was justified. I believe the complaint to 
have been fully justified. 

Had the Government taken this matter to the courts, had it prevailed, and 
had the courts granted the Government’s prayer, I believe it would have been 
extremely beneficial to all users of the communications service, the several 
public utility regulatory bodies and the general public. Had the Government 
not prevailed many, if not all, issues involved would heve been satisfactorily 
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settled under existing law. Had this result not been in the public interest, your 
committee and the Congress then could have been advised of legislation neces- 
sary to the public interest in this respect. 

The issues in this matter were of too great importance to have been settled 
by the Government for the relief, if any, in the final judgment. 

The Government which filed the complaint and the Government which en- 
tered upon the final judgment do not appear to have been even remotely 
related. 

Respectfully yours, 
Extmo D. FLYNT, 
505 East Columbia Street, Falls Church, Va. 


Mr. Keratinea. Is Mr. Flynt a lawyer? 

Mr. Materz. I believe not. 

Am I correct, Mr. Baldridge? 

Mr. Bawpringe. He is not. 

Mr. Keartne. I should think that might have a bearing on his con- 
clusion as to whether or not the Government was likely to succeed in 
this lawsuit. 

Mr. Mirxier. I should think it would make the whole content of 
the letter inadmissible, because he is not qualified to make the state- 
ment. 

Mr. Kerarine. I agree with you, but we have the letter here and 
the chairman has said he would call him. But I do not think, in view 
of the fact he is not a lawyer that there would be any use to call him. 

The Cuamman. We will take it for what it is worth. I will ac- 
cept it. 

(The letter referred to is as follows:) 


Hon. EMANUEL CELLER, 
Chairman, House Committee on the Judiciary, 
House of Representatives, Washington, D.C. 

DEAR CHAIRMAN CELLER: Pursuant to your request I herewith submit certain 
of my opinions concerning the Complaint of the United States of America v. 
Western Hlectric Company, Incorporated, and Americas. Telephone & Telegraph 
Company, filed in the District Court of the United States for the District of 
New Jersey on January 14, 1949, and the final judgment entered January 24, 
1956. 

First, I feel that I should state certain employment with the United States 
Government which has had a decided influence on my opinions of these matters. 

On April 15, 1935 I entered on duty as an investigator in the special telephone 
investigation authorized by the Congress of the United States to be conducted 
under the supervision of the Federal Communications Commission. I contin- 
ued in this employment until June 30, 1938, at which time the investigation 
closed. 

During the period of this employment I supervised the investigation of Bell 
System policies and practices in respect to its attempts to influence and control 
public opinion in many fields, including public utility regulatory bodies. I intro- 
duced this report in evidence. 

Also, I made the investigation, prepared and introduced the report on Bell 
System methods of publishing telephone directories. 

Further, during the last year of the investigation, under the supervision of 
the Chief Engineer of the Rate and Research Section, I directed the investigation 
and wrote the report The Price Trend Review and Western Electric’s Pricing 
Policies. 

On October 8, 1938, I entered on duty with the Antitrust Division of the De- 
partment of Justice as an expert. I continued to work in the Antitrust Division 
until October 1, 1957, at which time I retired from Government service. 

During the period in which the complaint was being drafted I had many 
occasions to discuss the complaint and the several allegations with attorneys 


1 As I explained to Mr. Maletz, I am leaving for Europe on March 31, but will return 
ag June 1, and will be available to your committee after that date, should my presence 
desired, 
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assigned to the case. After the filing of the complaint I was assigned to it, 
along with other assignments. I was actively engaged on the case during the 
period of discovery proceedings and for a considerable period thereafter. I 
believe that my last active participation in the case was about August 1955. 

The complaint was based largely on findings of the special telephone investi- 
gation. Holmes Baldridge, Chief of the General Litigation Section of the Anti- 
trust Division at the time of filing the complaint had been chief counsel of the 
special telephone investigation and was thoroughly familiar with all findings 
and facts developed. 

The complaint charged a conspiracy to monopolize and monopolization by 
A. T. & T. and Western of the manufacture, distribution, sale, and installation 
of telephones, telephone apparatus, and equipment and supplies in the United 
States. It alleged that approximately 90 percent of all such equipment and 
supplies were handled through Western. Certainly, this percentage of the total 
domestic market constituted monopoly. I am confident that the Government 
could have sustained this percentage figure had the matter come to trial. Fur- 
ther, I am confident that the Government could have sustained many, if not all 
of the several allegations of the complaint. 

Perhaps I should mention at this point the fact that I talked with a few 
attorneys in the Division who questioned, or had reservations concerning the 
suit. In short, this question arose because A. T. & T. owned and controlled 
approximately 90 plus percent of the market for such equipment and supplies ; 
because it also owned Western and thus, in a sense, the Bell System was merely 
a supplier to itself. 

This question seemed to me to be a matter for the courts to decide. 

So far as I now recall, I never heard defendants claim that they had immunity 
under antitrust laws because of the intercorporate relationship between de- 
fendants and the operating companies of the Bell System. 

In its prayer, among other things, the Government asked that A. T. & T. 
divest itself of Western and that Western then be broken up to provide not 
less than three competing companies. These companies would possibly have 
been in addition to a few independent manufacturers of communications 
equipment. 

The basis purpose of the complaint and the prayer was to get rid of the 
existing monopoly and substitute a free competitive market to supply the needs 
of all communications companies, including the Bell System companies. 

The final judgment permits the monopoly to continue. It did not resolve the 

Some provisions for licensing companies under patents owned and controlled 
issue, if there be one, of whether the monopoly is illegal under antitrust laws. 

Some provisions for licensing companies under patents owned and controlled 
by A. T. & T. or Western are in the final judgment. Also, Western is required 
to get out of some small business not related to the communications field. 
Whether these provisions serve any constructive purpose is a question which 
I do not feel competent to answer. 

Certainly, there is very little relief, if any, afforded under the final judgment, 
if the complaint of the Government was justified. I believe the complaint to 
have been fully justified. 

Had the Government taken this matter to the courts, had it prevailed, and 
had the courts granted the Government’s prayer, I believe it would have been 
extremely beneficial to all users of the communications service, the several 
publie utility regulatory bodies, and the general public. Had the Government 
not prevailed many, if not all issues involved would have been satisfactorily 
settled under existing law. Had this result not been in the public interest, 
your committee and the Congress then could have been advised of legislation 
necessary to the public interest in this respect. 

The issues in this matter were of too great importance to have been settled by 
the Government for the relief, if any, in the final judgment. 

The Government which filed the complaint and the Government which en- 
tered upon the final judgment do not appear to have been even remotely related. 

Respectfully yours, 


Etmo D. Fiynt, 
505 Bast Columbia Street, Falls Church, Va. 
Mr. Materz. Mr. Baldridge, will you tell the committee the nature 
of the investigation that was conducted by the Antitrust Division 
prior to filing this A. T. & T. suit? 
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Mr. Batpriwce. Well, of course, we started with the basic study 
made by the FCC, which was concluded in 1938. In addition to 
that, the Antitrust Division hired a man that we considered the most 
competent engineer-—— 

The Cuarrman. What was that last ? 

Mr. Bavpriner. I say, prior to filing the suit, the Antitrust Di- 
vision hired a man whom it considered the most capable telephone 
engineer outside the Bell System. In addition to that, we had 
numerous conferences with various members of the personnel of the 
Federal Communications Commission. And we had had, in addition, 
some complaints from State commissions. 

I recall in particular, I believe it was the latter part of 1947 or the 
early part of 1948, general counsel for both the Tennessee and the 
Minnesota commissions visited me in my office and suggested that 
since those two State commissions had been unable to effectively de- 
termine the reasonableness of Western Electric’s prices, that perhaps 
the only way to determine the reasonableness of such prices was to 
open the manufacturing of telephone equipment purchased by the 
departments of the Bell Sy stem to competition. 

Mr. Marerz. Had you checked with any other regulatory com- 
missions to determine whether they could effectively ‘determine the 
reasonableness of Western’s prices to the Bell operating companies? 

Mr. Baupringr. Yes; we did. It is rather an expensive process to 
make a cost study of prices of a concern that is as large and is as 
diversified productwise as the Bell System. The only real cost study, 
I suppose, to my knowledge at least, that was ever attempted was that 
undertaken by the Communications Commission in the telephone in- 
vestigation. The $1,500,000 appropriated for that investigation, 
$200,000 of which was set aside for work by a research unit, the work 
of which was to be done after the close of the investigation, thus leav- 
ing $1,800,000 for the entire investigation, about $250,000 to $300,000 
of the $1,300,000 that was spent on the investigation proper was spent 
in making a cost study of the Western Electric Co.’s apparatus and 
equipment manufacture. 

Mr. Materz. Did the Commission also make a price comparison 
study to determine whether or not Western’s prices to the Bell operat- 
ing companies were higher or lower than prices of Western’s com- 
petitors ? 

Mr. Bauprincr. Yes; they did. The study was made in this way. 
For a number of years the A. T. & T. in cooperation with the Bell 
operating companies, in an attempt to justify the reasonableness of 
prices charged by Western for telephone apparatus and equipment, 
had made a series of what were called price-comparison studies in 
which the prices of various types of telephone apparatus and equip- 
ment manufactured by independent manufacturers, including largely 
Kellogg Switchboard & Supply Co., Automatic Electric Com yany of 
Chicago, the Stromberg-Carlson Co., the North Electric Co., the 
Graybar Manufacturing Co., were compared with the prices charged 
by Western Electric Co. The investigation made a study of these 
price-comparison reports to determine ‘the basis on which ‘they were 
made. Their conclusions were that the studies were not really a 
proper method of comparing prices between the Western Electric Co. 
and the so-called independents for a number of reasons. In the first 
place—— 
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The CHatrrMan. W pone pacgment was this? 

Mr. Bavormer. This was the Commission’s judgment based on staff 
recommendations. 

The Bell studies compared a large volume of W estern with the 
small volume of the independents. Western, of course, in view of the 
system of planning in advance for needed equipment to be manufac- 
tured by Western, had the advantage of knowing a year or 2 years in 
advance the types of equipment they had to manufacture as well as 
the volume. The independents, on the other hand, had to depend on 
periodic business that came in from time to time from the 15 percent 
of the local telephone industry that is non-Bell owned or controlled. 

In addition, there of course, was sales expense incurred by the 
independent companies that was not incurred by Western since 
Western was selling to its own group. Second, the Commission found 
that these comparison studies were based _on an inadequate cross sec- 
tion of the Bell System telephone plant. For example, the study indi- 

cated that approximately 55 percent of the items compared were in 

telephone station equipment which comprised less than 6 percent of 
the total telephone plant investment. The most serious defect that the 
Commission found in the price- comparison studies was the basis on 
which the prices were computed. The prices of the items that were 
compared were computed on the basis of the addition of the individual 
piece parts prices to arrive at the total price. 

For example, most telephone apparatus and equipment, or a good 
part of it at least, is sold in completed assemblies. These assemblies 
are made up of a number of small piece parts. The prices on these 
various piece parts by Western were added together to determine the 
total—I say “price,” I mean “cost”—the total cost to Western. The 
same was done with the independents, and then the independent’s unit 
price was multiplied by Western’s volume to get the so-called com- 
parison. And most of these studies showed that on this basis the 
independents’ prices were from 15 to 20 percent higher than Western’s 
prices. 

But what the study did indicate was that the independents’ prices for 
a completed assembly were much lower than the addition of the 
constituent parts that made up the particular assembly. 

The overall conclusion of the staff, and later of the Commission, 
was that the price-comparison studies that had been used for years 
by the Bell System, in attempting to justify the reason: ableness of 
Western Electric’s charges for telephone apparatus and equipment, 
were unreliable and, well, to use a common expression, phony, in that 
they afforded no real basis for comparison of the prices. 

Of course, when you take a small concern like the Automatic Elec- 
tric Co., or Kellogg or Stromberg-Carlson, whose volume is very 
small, and compare it with the tremendous volume that Western has, 
even other things being equal, leaving out all of the other factors that 
the Commission discussed, you are likely to have a lower price per unit 
because your overhead, which goes on whether your volume is large 
or small, is spread over a larger number of units, and hence the over- 
head cost per unit is less the le arger the volume manufactured. 

The Cuarrman. Would you deduce from what you said that if the 
purchases had been made ‘from independent companies by the Bell 
operating companies, the Bell operating companies would have saved 
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money and, therefore, the rates to the public for telephone charges 
might have been cheaper ? 

Mr. Baupriner. Yes, and that was, of course, the basic purpose of the 
suit, to introduce some competition in the purchase by the Bell operat- 
ing companies and the long lines department of A. T. & T., which 
operates the interstate telephone service—to introduce some competi- 
tion in the purchase by those concerns of telephone apparatus and 
equipment. 

The Commission study indicated that because of the absence of 
competition in the purchase of telephone apparatus and equipment by 
long lines and the Bell operating companies, that the rate base of 
the Bell System companies was inflated by as much as 50 to 60 percent, 
and since the operating companies, as well as the long lines department 
of A. T. & T. are public utilities subject to regulation of State and 
Federal commissions, and as public utilities are entitled to a reasonable 
return on investment, the higher the rate base, the higher the subscriber 
rates for telephone service. This case was designated in the depart- 
ment as what we called at that time a consumer-interest case. 

The question of making additional manufacturing business avail- 
able to the independent telephone companies was important, but was 
a minor feature of the department’s major purpose, which was to 
provide a basis for both the State and the Federal commissions to 
determine, not only rate base, but a large percentage of operating ex- 
penses which de pend i in part on the type of equipment that is placed 
in the system and its cost, and to provide a basis for the regulatory 
authorities to determine competitive costs of the telephone apparatus 
and equipment in determining the rate base, and hence a reasonable 
return on that rate base. 

And that might have resulted, and undoubtedly would in some 
periods of the economic cycle, in a justification for substantial re- 
duction in subscriber rates for telephone service country wide. 

Mr. Keratrne. Mr. Chairman, may I ask a question there ? 

The CuatrrmMan. Certainly. 

Mr. Kratrne. Was it in 1938, Mr. Baldridge, that you discovered, 
or the staff discovered, these so-called phony figures ? 

Mr. Batprivce. That is correct. That is, the staff reviewed the 
price comparison reports that the Bell System had been using for, 
oh, a period of 20 years. That was their conclusion as of 1938 

Mr. Krattne. And it was 1949 when you filed the complaint in 
this case? 

Mr. Barpriner. That is correct. However, we did investigate, did 
considerable investigating, between the date of 1938 and the date the 
suit was filed, January 1, 1949. 

Mr. Krattnec. You mean, in the Justice Department ? 

Mr. Baupriner. That is right. And our information at that time 
that the same type, same general type, of price comparison was being 
used in rate case hearings before various regulatory bodies. 

Mr. Keattne. And you found the same figures in force in 1949 as 
in 1938, is that right ? 

Mr. Baupringr. Well, the per unit costs would differ, but the same 
principle, or pattern, of arriving at those costs was substantially the 


same. 
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Mr. Keating. And in your opinion, this system was equally as 
phony in 1949 as in 1938 

Mr. Bauprivcr. W ell, if you ask my personal opinion, yes. 

Mr. Keatine. Well now, will you tell me what the Commission did 
between 1938 and 1949 about these phony figures / 

Mr. Batorince. You are speaking now of the Federal Communica- 
tions Commission ? 

Mr. Keatina. Yes. 

Mr. Baupriver. Well, the rate unit that was set up at the end of the 
telephone investigation made a rate study. I do not recall 

Mr. Kratrne. What year was that ? 

Mr. Bautprincr. The study was started in 1938. I think it continued 
for a period of 2, 3, or maybe 4 years. I do not recall just when the 
unit was closed out, or absorbed by some division inside the Com- 
munications Commission, one of their regular divisions. It was a 
special unit in the beginning. 

But based on our conversations with the Communications Commis- 
sion in the summer of 1948, they still had been unable to arrive at any 
satisfactory means for determining the reasonableness of Western’s 
manufacturing costs, and hence the prices of telephone apparatus and 
equipment. 

Mr. Keating. Well, that condition continued all the time up to 
1949 ¢ 

Mr. Bavpriper. That is correct. 

Mr. Keatine. The Commission itself took no steps to call for a 
rate hearing or an investigation based on the statf conclusion that 
A. T. & T. was submitting phony figures / 

Mr. Batpriver. That I could not answer; I do not know. 

Mr. Kratrne. You have no knowledge of any such investigation ? 

Mr. Barpriner. No, I have not. 

The CHatrmMan. Would you say that up until the time that you re- 
signed, or severed your connections with the Department of Justice- 
the at was In 1953, wasn’t it ? 

Mr. Batprinee. Yes. 

The CHatrmMan. Would you say the figures used by the telephone 
company up to 1953, at least, were still phony ? 

Mr. Batpriner. I could not say as to that, Mr. Chairman. I left 
the Antitrust Division in 1951, and I would like to make it clear here 
that anything that I say with respect to this case is based on knowl- 
edge that I had up to March 1951. If practices have changed, or 
anything has changed, since March 1951, I know nothing about it. 
There may have been a complete change, I do not know. 

The CuatmrmMan. You are saying up to 1951 that the figures were 
phony ? 

Mr. Bauprince. Well, to the best of my information, that is correct. 

The CuatrmMan. Do you, of your own knowledge, know of any 
changes in the principle of these figures since 1951 ? 

Mr. Baxpriner. I do not know ‘anything about any of the telephone 
operations since 1951. 

The CHatrman. Mr. Miller. 

Mr. Miter. As a result of this investigation of the telephone in- 
dustry of 1938, a very lengthy report was ‘issued, was it not! 

Mr. Bavpriner. An abbreviated report. 
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Mr. Mutter. And in the report I think the Commission made some 
nine recommendations or suggestions, did it not ? 

Mr. Bavpriner. Yes. 

Mr. Miiuer. And in none of those was included, nor did the Com- 
mission ever recommended, as a result of this exhaustive study, a di- 
vestiture of Western Electric from the Bell System, did it? 

Mr. Bauprince. That is correct. It would not be the Commission’s 
function, I would judge, to make a recommendation like that. 

Mr. Murer. They made recommendations as to what Congress 
might do. 

Mr. Bautprivce. Most of the recommendations as to what Congress 
might do—— 

Mr. Miter. Competitive bidding was one of the very things they 
were to look into. That was one of the bases of the investigation, as 
I understand it. 

Mr. Baupriner. That is correct. 

Mr. Mitier. Why couldn't they make such a recommendation if 
they thought it should be done / 

Why can’t one Commission of the Government recommend some- 
thing to the Justice Department if it can recommend something to the 
Congress of the United States ? 

Mr. Bautpringe. Well, I suppose they could have. 

Mr. Mitier. And as a matter of fact, as a conclusion to the report, 
let me read the final sentence of this report after this long study: 

With the minor exceptions already noted, this Commission is deemed now to 
be possessed of inclusive statutory authority and, as a direct result of the tele- 
phone investigation, to be provided with basic data sufficient to serve as a firm 
foundation for the inauguration and development of a continuous and efficient 
administrative processes in the highly technical field of Government effort. 

Is that correct ? 

Mr. Bavprivgr. That was the final report’s recommendation. I 
might add that the technical staff that worked on the investigation did 
not concur in that. 

Mr. Mintzer. That is all. 

Mr. Keating. I was rather startled by the last statement of the 
witness, Mr. Chairman. In saying that the “staff” did not concur in 
the conclusion of the Commission did you mean all the staff ? 

Mr. Batprince. Large parts of it. 

Mr. Kratine. Large parts of it ? 

Mr. Batprivce. The small staff that was continued from the larger 
staff to prepare a summary and analysis of the data that was presented 
before the Commission by way of exhibits prepared a report under the 
supervision of one of the Commissioners who, at that time, was assigned 
to telephone matters. 

In those days, the Commission was divided into three parts, the tele 
phone, telegraph, and radio. Two Commissioners out of the seven 
were assigned to each of those divisions, and the Chairman was a mem- 
ber of each of the three divisions. The telephone investigation was 
conducted by the then Chairman of the telephone division, Commis- 
sioner Paul Walker. 

The staff, under Mr. Walker’s supervision, prepared a proposed 
report for the Congress which included recommendations in two fields: 
(1) things that the Commission itself could do under existing statutes 
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to improve the public regulation of telephone rates; and (2) addi- 
tional authority was suggested as needed in order to complete the job. 

This report, the proposed report, was not approved by the full 
Commission. An abbreviation of the proposed report, which among 
other things eliminated most of the recommendations that had been 
made in the proposed report, was the report that was eventually sub- 
mitted to Congress. 

Mr. Kearine. Well, the report, containing the excerpt which Mr. 
Miller has read to you, you say was not concurred in by members of 
the staff ; what members 

Mr. Batprmce. Nor by the Commissioner who had been assigned 
the responsibility for conducting : (1) the investigation, and (2) 
preparing recommendations for study by the full Commission—— 

Mr. Keating. What Commissioner was that ? 

Mr. Batpriver. Walker. 

Mr. Kearrnc. Walker; is he a signatory to this? Was there a dis- 
sent in this case ? 

Mr. Batpriper. You mean to the report that was finally filed / 

Mr. Keating. Yes. 

Mr. Baupriner. I cannot say as to that. I had left the Commission 
at the time the report of which Mr. Miller speaks was filed. I was in 
Justice at that time. 

Mr. Mixer. I would like to call your attention to the fact that as a 
preface to the report is this statement: 

The following report is respectfully submitted—Federal Communi- 

cations Commission—Frank R. MeNinch, Normal S. Case, T. A. M. 
Craven, George Henry Payne, Frederick I. Thompson, Thad H. 
Brown, Paul A. Walker. 

Are you inferring by this testimony that one of these Commissioners 
signed his name to a report to which he did not agree ? 

Mr. Barprivce. Not at all. He took what he could get. 

Mr. Miturr. But he had difficulty with his staff, you mean ? 

Mr. Batprince. No. He had difficulty with his fellow Commis- 
sioners. 

Mr. Mixtier. Well, there was a reasonable ground of disagreement, 
I suppose, as there always has been in the Justice Department, as 
there is in this committee, and so forth. 

Mr. Bavprince. I am not arguing with that at all. 

Mr. Keatinc. Well you were then a part of the staff that disagreed 
with this report ? 

Mr. Batprince. That is correct. 

Mr. Kearine. And then having failed to get what you wanted in the 
Commission report, you left there and went to the Justice Depart- 
ment, and you were the one who started this suit? 

Mr. Bavpriper. That is right. 

The Cuatrman. Proceed. 

Mr. Batpriver. There was sufficient basis for the suit, Mr. Congress- 
man, whether you base it on the so-called proposed report or the so- 

called final report which was submitted to Congress. 

Mr. Krattne. Well that you recognize also as a matter on which 
lawyers might differ ? 

Mr. Baxpringe. That is correct. 
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Mr. Maerz. Mr. Baldridge, I think you testified that the Depart- 
ment of Justice hired an outstanding telephone engineer to make an 
investigation of this matter. Was that during the 1940's? 

Mr. Batpriner. That was in 1948. 

Mr. Materz. And who was the engineer ? 

Mr. Baupringer. Cyrus G. Hill, now deceased. 

Mr. Maerz. Will you tell the committee what was the basic relief 
sought by the filing of this complaint? 

Mr. Batprivce. To provide some means for the competitive manu- 
facture and sale of telephone apparatus and equipment to the 21 Bell 
operating companies which provide about 85 percent of the so-called 
local telephone service to the United States, and for the long-lines 
division of the American Telephone & Telegraph Co., which provides 
approximately 98 percent of the interstate toll business of the country. 

Mr. Materz. Were other methods available in your judgment for 
achieving such purposes ? 

Mr. Barprinee. No, otherwise it could not have sought the divesti- 
ture that was outlined in the prayer for relief. 

Mr. Maerz. Was it the considered view of the Attorney General at 
that time that divorcement would have resulted in a lowering of tele- 
phone rates to the consumer ? 

Mr. Bauprivce. It would have given the State commissions and the 
Federal Communications Commission an opportunity to determine a 
better basis for determining the reasonableness of rates if telephone 
apparatus and equipment were purchased competitively rather than in 
a closed market. You havea bilateral monopoly here with the buying 
companies, the operating companies, on the one hand buying in a 
completely closed market, and the Western Electric Co., on the other 
hand, which sells in a completely closed market insofar as Bell oper- 
ating companies are concerned, 

Mr. Mixier. May I ask this question: during your years as a staff 
member of the FCC and then later as an attorney in the Antitrust 
Division of the Justice Department, did you ever receive a request 
from, or a complaint from, a State regulatory body that they did not 
have sufficient facts, or staff, to properly assess and determine rates 
within their State because of this arrangement of Western Electric 
and A. T. & T.? 

Mr. Bavprince. Yes, I think I mentioned awhile ago that we had 
such complaints from the attorney general of Tennessee and the attor- 
ney general of Minnesota, whose responsibility, among others, it was 
to act as counsel for the regulatory bodies in those two States. 

Mr. Miniter. And did they suggest to you, or request divorcement of 
Western Electric ? 

Mr. Baxprivée. They did not have any specific ideas as to how the 
job should be done. What they were interested in was some action 
that the Department might be able to take which would assist them 
in a problem with which they had been unable to cope. 

Mr. Miuter. Let me just read to you, if I may, from the decision in 
the Tennessee rate case to which you refer 

Mr. Bauprince. Well, I do not know, you say the Tennessee rate 
case to which I referred. I did not know of any existing rate case 
at the time. 
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Mr. Mitrer. Let me read from the decision of the Tennessee Rail- 
road and Public Utility Commission in regard to telephone rates in 
their State: 

“The record in this case shows that the prices paid by Southern Bell 
to Western Electric under the standard supply contract are substan- 
tially less than those charged by other manufacturers for similar 
materials, and Southern Bell is not obligated to, and does not, purchase 
from Western if it can buy more advantageously from others.” 

The Cuarrman. What was the date of that ? 

Mr. Miter. 1950. 

The Cuarrman. When was the complaint made ? 

Mr. Batpringr. 1948. 

Mr. Maerz. Mr. Baldridge, representatives of A. T. & T. have 
testified before this committee that divorcement of Western from the 
Bell System would have resulted in an increase in telephone rates 
charged subscribers by the Bell operating companies, lowered the 
quality of telephone service and delayed improvement of telephone 
service. 

What is your comment ? 

Mr. Batpriner. Well, I do not see how, if you had competition in 
the manufacture of telephone apparatus and equipment, the result 
would be higher prices rather than lower prices. It is just contrary 
to the concept of ordinary commonsense and economics. As far as 
the quality of telephone apparatus and equipment is concerned, if 
the independent companies to whom orders would be given were pro- 
vided with the specifications required by the operating companies, and 
this was subject to inspection, as all types of manufacture of that 
nature are, there is no reason at all why the quality of the independent 
product should not be as high as the quality of the Bell products. As 
a matter of fact, for many years the Bell System purchased from the 
Automatic Electric Co. of Chicago a substantial part of the so-called 
step-by-step automatic machine switching equipment which had 
proved under their own testimony given at the hearing as the most 
successful and the most efficient type . of automatic central office equip- 
ment for small and medium sized telephone exchanges. And the 
Bell for years had purchased a part of its apparatus and equipment 
from the independent manufacturing companies. 

It was the conclusion of the FCC investigation that it was only 
because the Bell System purchased maybe approximately 40 percent 
of the production of the 6 small independents that still remained in 
the field, that permitted those 6 to stay alive. 

And, but for the Bell business, they would have been out of business 
long ago. 

Mr. Maerz. In connection with the purpose for which the com- 
plaint was filed, were there any other methods available for achieving 
that purpose ? 

Mr. Batprince. Well, it was our view at the time the suit was filed 
that in view of the closely knit relationships between A. T. & T., which 
was a management, an operating, and a financing company, the Bell 
operating companies and Western Electric Co., that the only effective, 
really effective means of providing a basis for competition in the 
manufacture and sale of telephone equipment was competition. 
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I suppose another alternative would be Government regulation, 
and I am sure no one wants that. 

Mr. Materz. Did you continue, Mr. Baldridge, in charge of the 
case until you became head of the Civil Division ? 

Mr. Batpriwer. I did. 

Mr. Materz. During the period from January 1949, to the time you 
transferred to the Civil Division, in 1951, were any steps taken by 
the Antitrust Division to get this case ready for trial? 

Mr. Bauprincr. Some steps in the nature of discovery proceedings 
under the Federal Rules of Civil Procedure were taken, as I recall it, 
interrogatories were filed by the Department, rather extensive in- 
terrogatories. I do not believe those had been answered at the time 
T left the Division. 

Mr. Maerz. During the period, 1949 to 1951, were there any re- 
quests made by the defendants for dismissal of the case or for settle- 
ment by way of consent decree ? 

Mr. Batpriper. Tomy knowledge, none. 

Mr. Materz. Let me ask you this: Are you familiar with the con- 
sent decree entered in this case on January 24, 19562 

Mr. Batprince. I have read it. 

Mr. Maerz. Would you say, based on your reading, you are rather 
familiar with it ? 

Mr. Batpriver. Yes, I am. 

Mr. Materz. Based on your study of the Bell System while with 
the Federal Communications Commission and with the Antitrust Divi- 
sion prior to filing the suit, would you say that the decree achieved 
the purposes for which you said the case was filed ? 

Mr. Batpringe. It does not. 

Mr. Marrez. W hy not? 

Mr. Barprince. Well, the main purpose of the suit was to create 
competition in the manufacture of telephone apparatus and equipment, 
and the only thing that the decree provides is making several thousand 
Bell System patents available to independent manufacturers for both 
telephone equipment and equipment that is not directly related to 
common carrier communications. 

But the difficulty with that is that the decree did not go one step 
further and provide any basis for the independents to get any tele- 
phone business as a result of being able to manufacture under the 
various patents. It is rather a useless thing to be permitted to manu- 
facture under a patent if there is no market in which you can sell the 
product on which the patent is based. 

And that is the situation with respect to this decree, the patents 
were made available, but no market is provided. There is nothing in 
the decree, as I read it, which requires the operating companies or the 
long lines department of A. T. & T. to buy a nickel’s worth of equip- 
ment competively from any independent or from any source other 
than the Western Electric Co. 

The decree does do this, it permits independent manufacturers to 
avail themselves of p: itents in fields that are unrelated to the common 
carrier communications business carried on by the Bell System com- 
panies, and nothing more. 

The Cuarrman. Would you say then that the provisions concerning 
patents in the decree are more or less an empty—— 
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Mr. Batpriwcr. Well, if you confine that question to the basic pur- 
pose for filing the decree, which was an attempt to get some com- 
petition in the manufactur ing of telephone apparatus and equipment, 
the answer is definitely “ Yes.’ 

Mr. Materz. Mr. Baldridge. Based on the study which you made 
of the Bell System, would you say that section IX of the decree which 
requires Western to maintain cost accounting methods which conform 
to generally accepted cost accounting proc edures, affords State regu- 
latory commissions better opportunity to determine the reasonable- 
ness of Western’s costs, and hence the reasonableness of charges of the 
Bell operating companies ? 

Mr. Barprince. No. 

Mr. Matxerz. What is the reason for your answer ? 

Mr. Bawpriver. Well, on the overall, if an effective cost accounting 
system were put in by Western Electric Co., it would show what the 
cost of equipment was to Western. There is not any question about 
that. But that does not advance the position of the suit any; merely 
knowing what Western Electric’s costs actually are does not prove 
that they are reasonable. 

You only know what Western spent on it and in the absence of com- 
petition from independent manufacturers there would be no basis 
for determining whether the costs were reasonable or unreasonable. 
They spend X dollars for this and X dollars for that, and you add 
them up and that is what it actually costs them. 

That provision certainly is an improvement over what the Com- 
mission discovered was true of Western Electric Company’s account- 
ing system as a result of the telephone investigation. It was rather a 
chaotic system. They kept numerous sets of books, a large part of the 
costs were based upon estimates. There had been testimony prior 
to the investigation to the effect that Western did not keep its cost 
accounting books in such fashion that it knew the cost of any specific 
item of telephone apparatus and equipment. 

Now paragraph IX of the decree will certainly permit Western and 
hence the State and Federal regulatory commissions to determine 
what the apparatus and equipment costs Western. But that will not 
at all assist the commissions in determining whether those costs are 
reasonable, because there would be a complete absence, under this 
decree, of any competition in the telephone manufacturing field insofar 
as Bell System is concerned, because there is nothing in the decree 
that forces the operating companies to buy their equipment com- 

etitively, or on the basis of co mpetitive bidding or anything else. 

Mr. Marrrz. Are you familiar with the manner in which the Bell 
Telephone companies have attempted to justify the reasonableness of 
charges by Western in rate case proceedings / 

Mr. Batpriner. Yes, I am. I think I went through these price 
comparison studies a little earlier in the testimony. 

Mr. Marerz. Yes. 

Mr. Batpriner. And the main basis that was used by Bell System 
oper: iting companies—these studies, by the way, were prepared by 
A. T. & T. personnel, made available for use by the Bell operating 
companies. Every major phase of Bell System activity, whether it 
concerns long lines department or the financing of A. T. & T. proper, 
or the operations of the Bell operating companies, or of Western 
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Electric Co., is controlled and determined in the last analysis by the 
so-called general department of the holding company, A. T. & T. 

Mr. Maerz. Well, in your opinion does the decree provide a more 
effective method to enable the regulatory commissions to determine 
the reasonableness of prices char ged by Western to the Bell companies ? 

Mr. Baxpriver. I think I have already answered that. I said “No.” 

Mr. Materz. All right. Are you familiar with the 1930 Supreme 
C ourt decision in the case of Smith v. Illinois Bell Telephone Com- 
pany é 

Mr. aout gE. Yes, I am. 

Mr. Matetz. In a general way and very briefly, what is the import 
of that decision? 

Mr. Barprivee. Well, it provides that a State commission is en- 
titled, in a rate hearing, to require a utility whose rates are under in- 
vestigation to submit competent evidence showing the cost to it of 
various services rendered and the equipment purchased by such utility. 
It has not proved successful in permitting a State commission to de- 
termine the real reasonableness of the cost of apparatus and equipment 
because the average State commission is not equipped for that kind 
ofathing. It isa very expensive and long-time proposition to study 
cost records of a concern as large as Western Electric Co. The Fed- 
eral Communications Commission has only attempted it on a big scale 
once, and that was during the course of the investigation. 

Mr. Materz. Would you say, Mr. Baldridge, that Western’s prices 
to the Bell operating companies are subject to effective regulatory 
control ? 

Mr. Batprincr. They are not. They never have been. 

Mr. Maerz. Does the consent judgment in the A. T. & T. case pro- 
vide, in your opinion, a basis for the effective regulation of Western’s 
prices by regulatory commissions? 

Mr. Baupriner. It does not. 

Mr. Maerz. Let me ask you this. At the time the suit was filed, 
did the Antitrust Division of the Department of Justice believe that 
it could secure in court the relief sought? 

Mr. Batpriner. It did. 

Mr. Mitier. What was that question — 

(The question and answer was read back by the reporter. ) 

Mr. Miniter. Now the question concerned te belief of the Anti- 
trust Division of the Justice Department. I am presuming your an- 
swer is what you thought? 

Mr. Batprince. The suit was approved by the Assistant Attorney 
General at that time, and was also signed by the then Attorney Gen- 
eral. They obviously both were of that opinion, or they would not 
have put their name to the complaint. 

Mr. Mitier. Then your answer fairly could be it = the opinion of 
the Attorney General, or Assistant, or so forth, but I do not think, 
probably, vou can spe: Ae for every person in the Antitrust Division 
of Justice ? 

Mr. Bauprince. No; because as I indicated earlier, Mr. Miller, very 
few people had done any work on the complaint from the time it was 
decided to file it until it was filed. But it was the opinion of a small 
group that—— 














3622 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Mr. Minter. It was the opinion of the small group who did work on 
it? 

Mr. Batpriver. That is right. 

Mr. Mitier. And as the suit progressed and others began to work 
on it, opinions might vary or differ in the Justice Department, the 

same as they would in your law office or mine ? 

Mr. Bapriver. You can have as many opinions, theoretically, as 
you would have lawyers in the Division. 

Mr. Miuter. That is right. 

Mr. Bavprince. I might say, though, that beginning in about 1940 
and continuing for about 10 years, with one exception which was Co- 
lumbia Steel, the Supreme Court and some of the lower Federal courts 
from which appeals were not prosecuted to the Supreme Court, had 
opened a vast new field for effective antitrust enforcement by liberaliz- 
ing principles, particularly in the field of integrated interprices that 
were integrated either vertically or horizonts ally, or both, and the Bell 
Telephone is both types of integration. This case, insofar as the di- 
vestiture relief is concerned is not unlike the Pullman case in which 
it was charged, and the Court found, that Pullman had used its monop- 
oly of the so-called hotel service, the operation of the pullman cars, 
to force the railroads to buy the cars themselves from the Pullman- 
Standard Manufacturing Co. rather than from Budd or other com- 
petitors who were capable of and were in the market for, the manu- 
facture of that type of equipment. 

The Cuarrman. Would you say that the A. T. & T.-Western Elec- 
tric case was analagous to the Pullman case? 

Mr. Baxprineg. It is quite similar. 

The Cuarrman. Did you work on the Pullman case / 

Mr. Bavpriver. Yes, I did. 

Mr. Miter. Except it is just turned around, I mean in the Pullman 
case it was more or less like saying that the Pullman Co. had a monop- 
oly over the r: mating part of it, isn’t it / 

‘Mr. Baupriner. I do not think so. Your market control features 
are about as good in this case as they were in Pullman. In Pullman 
you had 100 percent monopoly of the hotel service and 100 percent 
monopoly of the manufacturing service. Here you have about 93 
percent of the manufacturing end or the telephone business and 98 
percent of the long lines, and 85 percent of local telephone service that 
is under the control of the Bell System. 

Mr. Keating. Mr. Chairman, may I ask a question there? You 
have testified that you thought when you wrote the complaint that 
the Government had a good chance of getting divestiture ? 

Mr. Baupringr. That is correct. 

Mr. Keatrnc. You do not know, after the filing of the complaint, 
whether any conditions changed which might have caused you to 
change your views, do you? 

Mr. Baupriver. No, I do not. As I say, all of my testimony, Mr. 
Keating, stops, my knowledge of the case and the industry stops as 
of March 1951. 

Mr. Keratinc. Did you review any of the 14,000 documents which 
the A. T. & T. submitted to the Justice Department in this case in re- 
sponse to interrogatories? 

Mr. Batpringe. No, I didnot. I think they were filed, Mr. Keating, 
after I left the Division. 
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Mr. Krattne. Mr. Kramer was associated with you, wasn’t he? 

Mr. Bautprince. Mr. Kramer succeeded me as Chief of the Litigation 
Section. 

Mr. Krarine. I see. Well, now, he testified, as I understood it, that 
he considered there was less than a 50-50 chance of getting divestiture 
in thisease. Did you agree with that ? 

Mr. Bavprinée. No; I would not. 

Mr. Keating. But it is a matter where lawyers could differ? 

Mr. Bavtporiner. It certainly is. 

The Cuarrman. I might say this, Mr. Baldridge; I believe the testi- 
mony of Mr. Kramer was to the effect he had a 50-50 chance in the 
district court. 

Mr. Kratrna. Less than 50-50, 

The CuatrmMan. But he had a far better chance in the Supreme 
Court. 

Mr. Keratine. Well, I do not know anything about the Supreme 
Court. 

The Cuatrman. That is what he said. 

Mr. Barorince. I might add this, Mr. Keating; when I was in the 
Department we never let, that is, the Department did not permit doubt 
as to their chances of getting full relief from asking for full rehef. 
You almost always get “less than you ask for. It is quite possible we 
could have wound up, if the suit had gone to trial, with no divestiture 
all. After all, you have the reaul: atory feature in and out of the 

‘ase; you have the general public acceptance of the Bell System as the 
nail efficient and best operated telephone concern in the world. All 
of those factors have made an indirect, if not a direct, effect on the 
thinking of (1) people who work on the case, (2) witnesses who 
testify, and (3) the courts who have to decide these matters. 

I would be the last person in the world to say you could get the 
relief you ask for in any case that you file. 

Mr. Krarine. In other words, you usually ask for more than you 
expect to get, don’t you ? 

Mr. Batprmor. That is right. 

Mr. Krarrxe. And, in the GM ease, you asked for divestiture of 
GMAC, didn’t you? 

Mr. Batpriner. On the civil side, we did. 

Mr. Kratrinc. And you did not get it ? 

Mr. Batprivge. No; we did not. 

Mr. Krattne. So, you would not have been surprised if you had 

gone to trial here and had not gotten divestiture 4 

Mr. Barprince. I have never been surprised at the result of any law- 
suit, whether I won it or lost it. 

The Cuatrman. But, as a man who spent a good part of his profes- 
sional career on antitrust matters and on telephone matters, first, with 
the Federal Communications Commission, and then with the Depart- 
ment of Justice, would you say that the purpose of the antitrust laws, 
generally, is, first, to discourage monopoly and unreasonable restraints 
of tr: ade, and to encourage competition ? 

Mr. Batpriver. That is correct. 

The Cuatrman. Would you say, using an old cliché, that competi- 
tion is the life of trade—that competition lowers prices and improves 
quality ? 
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Mr. Batprivce. That is correct. 

The Cuarrman. Would you say this consent decree has the effect 
of lowering prices of equipment supplied by Western to the operating 
system, and improving the quality of the apparatus sold ? 

Mr. Batprivge. None whatever. 

The CuarrmMan. Would you say, on the contrary, that this decree 
encourages monopoly and discourages competition ? 

Mr. Batpringe. Leaves monopoly where it is, and gives competition 
no encouragement at all, insofar as the manufacture and purchase of 
telephone equipment for Bell System companies is concerned, and that 
includes most of the telephone equipment in the United States. 

The Cuatrman. And, in that sense, since monopoly is maintained 
in connection with the manufacturing of telephone equipment, would 
you say this consent decree runs athwart the purposes of the antitrust 
laws ? 

Mr. Batpriver. Well, I would put it this way; that, as I read the 
decree, it does not accomplish any of the purposes for which the suit 
was filed, certainly not the basic purpose, which was an attempt to 
introduce some competition in the purchase of telephone apparatus 
and equipment by the Bell System. 

The CuatrMan. In your opinion, could relief short of divestiture 
have been secured by way of a consent decree which would have been 
more effective than the relief actually secured ? 

Mr. Bauprince. Well, I can think of 2 or 3 types of relief short of 
divestiture which, in my view, would have been more effective insofar 
as getting competition in the manufacture and sale of equipment is 
concerned. 

If the decree, in addition to the patent relief which it gave, had 
required that the operating companies purchase their telephone ap- 
paratus and equipment at competitive bidding, with the requirement 
that the Bell System make available to any independent that wanted to 
bid on a job the specifications that were required to meet Bell System 

requirements, the decree would have been much more effective and, 
certainly, in the direction of securing competition in the manufacture 
of telephone equipment for the Bell System than the decree, as it now 
stands, does. 

The Cuarmman. That is, competitive bidding would at least allow 
these independent manufacturers to participate in sales to the Bell 
System ? 

Mr. Batpriner. It would have given them an opportunity to par- 
ticipate. It would not necessarily guarantee them the business, but 
it would have given them the opportunity, but the mere fact 

The CuatrMan. It might have been a deterrent to the Western Elec- 
tric Co., if it had that effect ? 

Mr. Barpriner. It might have had that effect. 

The Cuatrman. And, therefore, that would have had a tendency 
to keep the rates to telephone users down ? 

Mr. Batprivce. That is correct, but you have got the true cost of 
your plant and equipment and then you have got a real basis for 
determining the value of the property on which the return is guaran- 
teed; that is, the nonconfiscatory return that is guaranteed companies 
like the Bell System, which occupy and enjoy a public-utility status. 
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I might add that, in addition to the divestiture relief which we 
sought in the complaint, we did ask that the Bell operating companies, 
as well as the long-lines department of A. T. & T., purchase their 
equipment at competitive bidding. 

Now, the reason for asking for competitive bidding in addition 
to the divestiture was that you still had a monopoly in the buying, 
namely, the Bell operating companies, the long-lines department— 
competitive bidding might discourage the old habit of buying at the 

same old stand, even though Western was separated from A. T. & T. 
and divided into what was, essentially, two integrated manufacturing 
concerns. 

Mr. Kratine. Mr. Chairman, let me ask this: In the General Motors 
case, did that go to trial, or was that settled by consent? 

Mr. Bauprivce. The criminal case was on trial; that was tried, 
and the Government secured convictions, and the convictions were 
sustained on appeal. The civil case, which was the companion case, 
sought the divestiture of the GM Acceptance Corp. from GM, but 
did not reach trial, but was settled by consent. 

Mr. Keatine. So the civil case was settled after a conviction in the 
criminal case on a consent basis without the Government getting the 
divestiture that they sought in their original complaint. 

Mr. Baupriver. That iscorrect. You had the peculiar circumstance 
that the criminal case was filed before the war, and the civil suit was 
taken up, it came up, right after the war. 

Now, there had been no manufacture of cars during the 4-year 
war period for civilian consumption and sales, and divestiture could 
not have been secured in that case unless the Government could have 
shown that the coercive practices which were proved in the criminal 
vase were continued after the criminal judgment had been entered, 
and with no cars being manufactured for civilian use and sale there 
was no opportunity to discover whether there had or had not been 
coercion of dealers during that period, so there was no basis at the 
time the civil suit came up for consideration, for trial, to seek di- 
vestiture because we had no evidence. 

Mr. Keratine. Were the civil and criminal suits started at the same 
time ? 

Mr. Bapriver. No, they were not started at the same time. The 
civil case was filed after the criminal case was disposed of. 

Mr. Keating. Was that after the war ? 

Mr. Bavprinver. No, the criminal suit was filed in 1938 and the civil 
suit was filed in 1940. 

Mr. Krartine. And the events that took place after the filing of the 
civil suit changed the views from what they were when the criminal 
suit was filed ? 

Mr. Bavprince. That is correct. In other words, we concluded that 
the criminal case had been successful in eliminating the coercing 
restraints, but, as I say, we had a peculiar period, in that there was 
no opportunity for coercion of dealers, at least during the war period— 
there was after the war, but there again you had an unusual period, 
where you had a sellers’ market. Everybody wanted a car and had to 
wait their turn to get one and the manufacturers could sell more cars 
than they could manufacture and you had no chance, as you had 
throughout the thirties where the factories were manufacturing more 
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cars than the market took and the dealers—they were forcing them 
to sell them. 

Mr. Kerarrne. And so in that case you started with a complaint ae 
destiture, but when it came to settling the case, you abandoned i 
or at least you gave that up. 

Mr. Batpriver. That is true, and for the supervening reasons that I 
attempted to summarize. 

Mr. Keattnc. Did you ever consider dismissing the case without 
prejudice ? 

Mr. Baupriner. No. 

Mr. Keating. And you settled a good many cases by consent decree 
while you were there ? 

Mr. Baupriwcr. That is right. The Department does not have the 
staff to try too many cases and if you do not settle them, then you 
get bogged down in a hurry. Sometimes you get settlements that are 
not satisfactory or are not as satisfactory as you would like to have 
them. 

Consent settlements are a matter of negotiation where there is give 
and take. You get something and you lose something of what you 
want. 

The Cuatmrman. Might I ask you this. Would you have accepted 
the A. T. & T. settlement ? 

Mr. Batpriver. I would not have recommended it to my superiors 

Mr. Keatrna. Well, Mr. Chairman, perhaps if the witness had 

xamined the documents, he would not reach that conclusion ? 

Mr. Batpriner. There is nothing that could have possibly been pro- 
duced by the way of documents which would ch: unge the basic struc- 
ture of the case, because you are dealing with a triple monopoly and 
that monopoly had not changed from the time that the suit was filed 
until it was settled, regardless of what the evidence might have shown 
with respect to details, you still were faced with the basic problem 
that you have got a manufacturing monopoly, a selling monopoly and 
you have got a buying monopoly, the operating company of the 
A. T. & T., and you have got a monopoly in A. T. & T. itself with 

respect to financing and running the business of both Western Elec- 
tric Co. and the Bell System operating companies. That was the 
basic picture which would justify divestiture, there was no competition. 

Mr. Keattne. Well, that had been true for 70 years ? 

Mr. Barprinee. That is right—no, it had not, Mr. Keating. The 
Bell patents expired in 1893 and 1894 and between the period of 
1893 to 1894 to 1907 there was a tremendous amount of competition 
in the telephone industry. 

As a matter of fact, by 1907, the number of telephone stations owned 

by the independent non-Bell companies in their aggregate was greater 
than the stations owned by the Bell System. 

Again in 1907 and up to that time the Bell company had attempted 
to meet competition by providing superior service at cheaper rates. 

Then the bankers got into the telephone business in 1907 and when 
the matter was finally resolved, the policy of buying up competition 

rather than meeting it became the policy of the Bell System, and that 
is the system that they followed until they reached their present per- 
centage occupation of both the local, long distance, and manufacturing 
markets. 
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Mr. Keatinc. Well, I do not understand if you feel that the events 
that transpired between the time of the filing of the suit and the time 
it was settled could not have possibly changed your view, why you 
asked all of these interrogatories and demanded these thousands of 
documents 

Mr. Baxprincr. Well, Mr. Keating, you have to have—you attempt 
to get the original documents if you can in order to prove your case. 
This case was a suit, a case in which the Department had to do no 
guessing, they knew what the facts were, |: aoe but 

The CuarrmMan. Well, all of these interrogatories and all of these 
questions and cross examinations would not change the fact that 
Western Electric sells 90 percent of the telephone equipment in this 
country ; is that correct 4 

Mr. Batpriwer. That is correct. 

Nor would it ch: ange the percentage occupation of the manufactur- 
ing market occupied by Western or the operating telephone market 
oce cupied by the operating companies. 

I might add here, Mr. “Chairman, that in filing that suit, the De- 
partment was very careful to do nothing in the way of interfering or 
seeking to interfere with the operational part of the Bell System, 
which is the true public utility part and is subject, or should be sub- 
ject to regulation by State and Federal commissions. 

Mr. Keatrinc. Do I understand you to indicate that you would 
rather settle than try the case? 

Mr. Batorwer. Well, that is a choice, Mr. Keating, that you never 
have to reach because you either settle it or try it and after you try it 
and fail to get the relief that you are seeking, that is one thing, but if 
you settle the case and you get the decision before you settle - it, then 
you cannot get any better relief if you went to trial. 

Mr. Kerarine. Well, you might have had a dismissal—— 

Mr. Batpringe. You mean on a motion? 

Mr. Keatine. On the merits. 

Mr. Bauprince. Not without the introduction of evidence. It cer- 
tainly was not subject to a motion to dismiss on the grounds that it did 
not state a cause ? action. 

Mr. Keratrne. I did not mean that, but after the trial, the court 
might have dismissed the suit. 

Do you think it would have been better to have the suit dismissed 
completely or to obtain this settlement ? 

Mr. Bavpriner. Well, if you are operating on the basis of hindsight 
perhaps not, but this settlement does not do anything toward getting 
any basis for competition in the purchase of telephone apparatus 
and equipment by the Bell System companies, and independent to get 
into noncarrier communications field, not in the field of manufactur- 
ing and sale to Bell System companies, telephone apparatus and equip- 
ment, they have got the right under the decree to manufacture under 
those patents, but that does not do them any good unless they have 
got some place to sell the equipment and the decree does not provide 
anything that would require the Bell operating companies to buy 
their equipment on the basis of competitive bidding or the best price 
or anything else, that condition remains unchanged ‘by the decree. 


The Cratnan. Is it not true a consent decree is binding forever 
unless it is changed ? 
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Mr. Batpripez. Unless modified. 

The Cuatrman. And it binds all future Attorneys General? 

Mr. Bavpriner. It is a regular court order. 

The Cuamman. And then if there is a dismissal without prejudice, 
another suit could be filed by an Attorney General subsequently ? 

Mr. Bavprince. That is correct. 

Mr. Miniter. Mr. Chairman, on that very point—then why in 
heaven’s name did you consent to a consent decree in the General 
Motors case when according to your own testimony the only reason 
that you did that was because the obnoxious or illegal practices which 
were present when you filed the complaint were not present at the 
time that you filed the consent decree, because there had been no op- 
portunity for those practices to be resumed because no cars were 
being manufactured. 

Now, in consenting to a decree which did not cause divestiture, why 
did you not at that time in that case recommend a dismissal of the 
complaint without prejudice so that if after automobiles started to 
be manufactured again in this county and those practices were re- 
sumed, then the Attorney General could institute an action toward 
divestiture? That would be one thing, in my opinion, where what 
you were talking about could have been done. 

Mr. Batpriner. The General Motors case was settled in July 1952. 

Mr. Miter. Yes. 

Mr. Batpriver. And they had a period of over 6 years in which 

cars were sold to civilians—I tried to explain the 2 periods, 1 was 

the war period when there were no sales to civilians and the second 
was the postwar period where everybody wanted a car and could 
not get it. 

Mr. Mitrer. But in answer to Mr. Keating’s question, if I remem- 
ber correctly, even though you got a conviction in the criminal case, 
that the reason why you consented to the consent decree without 
divestiture was because from the time of the entry of the criminal 

case until the time you settled the civil case, there had been no basis 
upon which you could predicate any action just because there were 
no cars manufactured ? 

Mr. Batprince. That is correct. 

Mr. Mitier. And for that reason you consented without divesti- 
ture. Why did you not then move for dismissal without prejudice 
and wait and see what action General Motors and General Motors 
Acceptance Corp. engaged in, and thereby allow the Attorney General 
flexibility so that ‘subsequently he could institute an action of 
divestiture ? 

Mr. Baupriner. There is a legal principle applicable that was de- 
cided in the Aluminum case, that even though a practice had been 
discontinued that had once been in effect, an injunction was justified 
to assure the fact that it was not repeated. That was the device by 
which Alcoa had a monopoly on ingots and was competing with 
sheet suppliers and they raised the price of ingots to the point where 
the suppliers could not buy ingots from Alcoa and sell sheet at a 
profit in competition with Alcoa, and that is the theory on which the 
injunction was rendered. 


The CxHarrman. That is Alcoa, we are talking about General 
Motors 
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Mr. Batpriner. You are talking about General Motors——because 
the evidence after the criminal case would not justify it. 

Mr. Keattne. It looks to me, Mr. Chairman, as if our inquiry 
should be broadened on this matter of settlement by consent decree 
without insisting on divestiture. Why do you pick out one particular 

case, when there are others that are stronger in which the Justice 
Department agreed to judgments with divestiture. 

The Cuarrman. I think that the gentleman has given us features 
here that were different from most cases, citing these out of his 
abundance of experience. Now, if you want to pursue the matter 
further—— 

Mr. Batpriper. I would like to finish here, Mr. Chairman, I have 
been trying to—the conditions have remained unchanged as far as 
monopoly and occupation of the markets are concerned in this case. 
That was not true in the General Motors case as of 1952 when the 
consent judgment was rendered. 

Mr. Miniter. One more question if I may. Now, you take the 
position that from the time the complaint was filed up to final settle- 
ment nothing could have occurred to change the basic proposition that 
Western was supplying 90 percent of the equipment to the Bell and 
that they had a monopoly—is that true? 

Mr. Bawpripcr. Well, I said a while ago that nothing could 
change—things could change, they could sell some operating com- 
panies, but of course they did not. 

Mr. Mitier. So you are willing to say that your opinion as a lawyer 
concerning this case and the possibility of securing divestiture could 
not have been substantially changed by anything which occurred after 
you left the Antitrust Division of the Government ? 

Mr. Baupriper. Under the same rules. 

Mr. Miiier. But I understood in your previous testimony that 
this case what was termed in the Justice Department as a consumer- 
interest test. 

Mr. Batprince. That is right. 

Mr. Mirier. In other words, the basic consideration was the rate 
paid by the telephone public ? 

Mr. Batpriner. That is right. 

Mr. Mitier. Well now, all of these documents which were intro- 
duced and all the evidence and interrogatories into all of the things 
that developed in the course of the discov ery presented to the officials 
of the Justice Department might well have had a very pertinent and 
relevant effect on whether or not a monopoly existed it resulted in 
lower costs to the Bell System and thus lower costs to the telephone 
subscriber, is that right ? 

Mr. Batprinee. Well, if you will adopt the view that monopoly is 
the basis of policy, and it never has been since 1890, then I would say 
you are correct ; otherwise no. 

Mr. Mitier. Why, certainly, as a matter of fact, the Sherman anti- 
trust laws—do they apply to regulated monopolies? These are 
regulated monopolies, are they not ? 

Mr. Baprincr. Western Electric is not a regulated monopoly, it 
is not regulated at all and this case was directed ' solely at the monop- 
oly of the Western Electric Co. in the manufacturing market for 
telephone apparatus and equipment sold to Bell System companies. 
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The complaint in no way bothers with any of the public utility aspects 
of the Bell System. The Department was very careful to avoid that 
because it was a regulatory point. 

Mr. Miiier. Let me ask you this. You were not in the Department 
of Justice after 1951 when all of these documents were produced and 
the interrogatories were being conducted ? 

Mr. Batpriver. No. but I—— 

Mr. Mitier. Well, assuming that all of these documents and other 
evidence indicate that as a matter of fact divorcement of Western 
Electric from the Bell System would have resulted in higher prices 
of equipment to the Bell System and thus higher prices to the sub- 
scribers, what would have been the position in the Justice Department, 
considering the fact that you have labeled this a “consumer-interest 
test”? 

Mr. Bavpriver. Well, accepting your hypothesis—— 

Mr. Miuuer. Yes. 

Mr. Baupriper. It probably would not have been a consumer- 
interest case. 

Mr. Miniter. What? 

Mr. Batprinee. It probably could not have been called a consumer- 
interest case if your hypothesis is accepted, but the type of informa- 
tion called for on the interrogatories, and those I am familiar with, 
would not develop the type of information you have just outlined. 

Mr. Miter. That is all. 

Mr. Materz. Mr. Chairman. 

The CHarrMan. Yes. 

Mr. Materz. Mr. Baldridge, are you familiar with the testimony of 
Mr. Kramer given before this committee ? 

Mr. Batpripvcr. No, I am not. 

Mr. Maerz. I will read you the testimony of Mr. Kramer at page 
1255: 

I was told by Mr. Foote that the Attorney General and he were of the view 
that any divestiture of Western from A. T. & T. would be certain to result in 
a substantial increase in the cost of arenes -s ice to the consumer, and that, 
therefore, divestiture of Western from A. T. T. was out of the question. 

The CHAIRMAN. At that point, you say you were “told by Mr. Foote that the 
Attorney General.” You were not told this by the Attorney General? 

Mr. KRAMER. I was not. 

In reply, I stated, first, that no field investigation had been made to determine 
whether or not existing manufacturers were in a position to compete with 
Western in supplying telephone equipment to the Bell System. I urged that 
the few and relatively small manufacturers of telephone equipment that were 
then supplying independent telephone companies be investigated. The object 
of the investigation that I proposed was to determine their capacities for com- 
petition in this field and to obtain their reactions to the representations made 
to us by counsel for Western and A. T. & T. that these companies would be 
unable to supply any equipment to the Bell System at as low a price as did 
Western Electric. My recommendation was not adopted. 

Mr. Baldridge, I want to direct your attention to the General Mo- 
torscase. Are you satisfied that the coercive practices there involved 
had been eliminated by the judgment of conviction in the criminal 
trial and by the consent decree ? 

Mr. Batpriner. As far as our ability to demonstrate it by evidence 
was concerned, yes. 

Mr. Marerz. And as the result of the criminal conviction and of 
the consent decree, were independent financing companies afforded 
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opportunity to have unrestricted access to the General Motors 
market ? 

Mr. Batprwwer. They were. 

Mr. Maerz. Based on your own studies, would you say that com- 
peting independent telephone manufacturing companies presently 
have access to the Bell Telephone market ? 

Mr. Batprincr. They have access to that small part of it that Bell 
wants them to have. 

Mr. Maerz. Would you say as a practical matter Western is still 
the exclusive supplier for the Bell System ? 

Mr. Baupriwee. Except for the small amount that is purchased 
from the independent concerns. 

I think I stated earlier that over the years about 40 percent of the 
total manufacturing business of at least the 6 largest independents 
consists of Bell System orders. 

Mr. Materz. Does the consent decree in the A. T. & T. suit accom- 
plish anything with respect to prohibiting Western from being the 
exclusive supplier to the Bell market ? 

Mr. Batpriwer. As I read it, no. 

Mr. Materz. | beg your pardon ? 

Mr. Baupriper. As I read it, no. 

Mr. Maerz. So in other words, in the General Motors case, it is 
correct, is it not, that independent finance companies now have un- 
restricted access because of the consent decree to the General Motors 
market, is that right ? 

Mr. Batpriver. Well, I cannot answer that e+ of today because I 
have been unfamiliar with the situation since 1952, but as of 1952 
when the decree was entered, that was true. 

The Cuatrman. Is there a difference in the operation of the Gen- 
eral Motors and the Bell System, in the sense that the Bell System is 
a monopoly and General Motors is not ostensibly a monopoly because 
General Motors is in competition with other automobile manufac- 
turers ¢ 

Mr. Batprince. Well, yes, sir. It is an industrial concern that is 
subject to competition where as the operating companies of Bell as 
well as the long lines, are a legal monopoly, there is no question about 
that and they occupy a public utility status and hence are not a 
monopoly but the Western Electric is not a regulated utility in any 
sense of the word and hence should be subject to the same rules of 
competition as any other business in accordance with the antitrust 
laws and that has been the stated purpose at least of both political 
parties since 1890 and every platform of every political party since 
1890 has contained a vigorous statement in favor of vigorous enforce- 
ment of the antitrust laws. 

Mr. Keratrne. May I ask a question, Mr. Chairman? 

Did you consult with these independent companies? Did they seek 
an order of divorcement of Western Electric from the Bell System ? 

Mr. Barprivcr. We talked with two of them and they were not so 
much interested in how they got an opportunity to bid on some Bell 
business as in the fact of getting some additional Bell System 
business. 

Mr. Keratina. Well, did they fear that the divorcement of Western 
Electric would make it a competitor with them for business? 
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Mr. Batprincr. We did not discuss the nature of the relief 

Mr. Keatine. Well, did you discuss with them whether or not they 
favored the divorcement of Western Electric from Bell? 

Mr. Bauprwer. I could not say, because, as I say, we did not dis- 
cuss the nature of the relief. Our conversations occurred with them, 
of course, several months prior to the filing of the suit. 

Mr. Kr ATtnG. Well, do you think that “it would adversely affect 
these independents for Western Electric to be divorced and to be in 
the competitive market with them for business ? 

Mr. Batpriwcer. Not if competitive bidding were required of the 
buying companies. 

The Carman. There is nothing that prevents Western Electric 
even now from competing with these companies in the nontelephone 
business ? 

Mr. Bauprinee. That is correct--—— 

The Cuarmman. Do they? Do you know whether or not they do? 

Mr. Batprmee. Well, 1 know up to the time I severed relations 
with the suit that Western for years sold certain equipment outside 
the Bell System. 

Mr. Keatine. To independent companies ? 

Mr. Bauprince. Well, yes, anybody who was interested in buying 
that type of equipment. 

Mr. Keratina. To independent telephone companies ? 

Mr. Baxpriner. Well, that I don’t know. I am speaking now of 
electrical apparatus and at one time I think that certain types of 
electrical appliances were manufactured by Western and in those fields 
it did sell, of course, outside the Bell System. Whether they do now, 
I do not know. 

Mr. Matrrz. Mr. Chairman. 

The CHamrMan. Yes. 

Mr. Matrrz. Mr. Baldridge, does the decree in the General Motors 
case enjoin General Motors from requiring its dealers to finance their 
car sales with General Motors Acceptance Corp ? 

Mr. Barprince. It does, in the sense that it gives the dealer a free 
choice in selection of his financing medium. He may use GMAC or 
he may use an outside discount company. 

Mr. Marrrz. In other words, the dealer was given a free choice—— 

Mr. Batpriper. That is right. 

Mr. Materz. Under the decree. 

Mr. Batpriner. That is right. 

Mr. Marrrz. Does the consent decree in the A. T. & T. suit prohibit 
A. T. & T. from requiring Bell operating companies to buy exclusively 
from Western Electric ? 

Mr. Batprinee. It does not. 

Mr. Marerz. Representatives of A. T. & T. and Western have con- 
tended before this committee that divestiture of Western from 
A. T. & T. would have weakened our defense effort. 

Do you have any comment ? 

Mr. Barprincr. I cannot answer that question specifically. I can 
say this, that in my 12 years with the Antitrust Division, every major 
company that was sued under the antitrust laws made sucha stute- 
ment as the defense against the suit. 
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It is a standard defense of a large company that is sued under the 
Federal antitrust laws and most every large business concern is en- 
gaged in some phase of national defense in the chemical field, in the 
manufacturing field, the automobile business, most of the large busi- 
ness concerns are directly involved in one or more phases of national 
defense. 

Mr. Keatine. Let me ask you this, do you know of any other case 
where Secretary Lovett intervened after World War II? 

Mr. Baupriwer. After World War II we had a problem with most 
every suit that we had—I would not want to say the exact type of 
the intervention. 

Sometimes there was an attempt to talk to another agency about it, 
and sometimes the talk was entirely with Justice Department officials 
and—— 

Mr. Kerattne. Do you have any reason to question the statement of 
Secretary Lovett which is in our files to the effect that this was the only 
case after World War II in which he ever intervened for national 
defense considerations ? 

Mr. Baupriper. I have no reason whatever to question that state- 
ment; no. 

Mr. Kratrna. Mr. Kramer testified here that in his opinion this 
case should have been dismissed if— 
national security considerations were such that the manufacture of military 
equipment for the Government would be seriously hampered by divestiture. 

The CHarrMan. Wait just a moment now. There was some more 
to it and I think that you should read—— 

Mr. Kratrne. Well, I quoted his exact statement and I asked this 
witness if he agrees with it. 

Mr. Bartpriver. Well, now, sir if you 

The CuarrmMan. Just a moment, Mr. Baldridge. I think that you 
will find that he predicated that upon a directive from the National 
Security Council. 

Mr. Keratrna. I think this witness is able to take care of that and I 
quoted from Mr. Kramer’s testimony 

The CuarrmMan. You did not read the whole testimony. 

Mr. Keatrnea. I am asking the witness whether he agrees with this 
part. 

The Cuairman. Wait a minute. I would want the whole testimony 
to go in. 

Mr. Kratrnea. I am only asking if he agreed with this statement, not 
the whole testimony. 

The Cuarrman. All right. 

Mr. Batprinee. If that condition were true, and I use the subjunc- 
tive advisedly, yes. 

Mr. Keatine. All right. 

Would not the effect of a dismissal of the suit without prejudice 
have been the same as if it had never been filed ? 

Mr. Batpriver. That may not always be the case but substantially 

| that is true. 

Mr. Kratine. Wasn’i consideration of this question of national de- 
fense impact therefore critical in the decision as to whether to bring 
| the suit at all? 
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Mr. Baupriner. No, sir, it was not. It never was in any case during 
the 12 years I was there. 

Mr. Kratrne. Was it not incumbent upon you or the Department to 
consider before you brought a suit, what its effect on the national de- 
fense would be ? 

Mr. Batprivce. No. 

Mr. Keratrnc. Do you mean you considered complaints entirely 
divorced from any problem of national defense ? 

Mr. Baupriwer. We had the duty to the extent that our facilities 
would permit to bring about a condition that would create a competi- 
tive economy and we hewed steadily to that line. 

Mr. Keratine. Were you with the Department when the Oil Pipeline 
cases were brought ? 

Mr. Batprivnce. When was that ? 

Mr. Keatrine. In 1940? 

Mr. Barprivce. Yes, I was. 

Mr. Krearrne. Were you conversant with those cases / 

Mr. Barprivcr. Well, I worked on some of them. I am not sure 
could you identify them a little more specifically ? 

Mr. Keating. Did you think before the complaint in those cases 
was filed that it should be submitted to the Defense Department or to 
the National Advisory Council for its views ? 

Mr. Bauprivce. Well, during the war, it was the procedure that 
existed between the defense agencies and the Justice Department with 
respect to proceeding with suits during the war period, under that 
policy if either the War or Navy Department requested a suit be put 
over, that is after it was filed, it was automatically put over. 

Mr. Keatine. No, I am talking about before the complaint was filed. 
Was the complaint submitted to them ? 

Mr. Batprince. Not to my knowledge, I don’t know anything about 
it. 

Mr. Keatrne. Did you know, as our oil pipeline hearing shows, that 
the complaint originally contained a divestiture provision and at the 
request of the Department of Defense, because they said that it would 
interfere with our national defense, that particular provision was 
stricken from the complaint before it was filed in court ? 

Mr. Baupriner. There were four pipeline cases and I am not. clear 
which one you mean. 

Mr. Keratine. The Elkins Act cases. 

Mr. Batpringe. I am not familiar with that. 

Mr. Keating. You are not familiar with that. 

Mr. Bauprince. No. I am not. 

Mr. Keating. You knew at the time you filed the complaint in 
A. T. & T. that this concern was doing important national defense 
work, did you not? 

Mr. Batprince. Yes. 

Mr. Kerattnea. In view of that knowledge, you still felt that it was 
not incumbent upon you to have any consultations whatever with the 
Defense Department prior to bringing the suit ? 

Mr. Batpriner. It was not the policy in any suit to have such 
consultation, as far as my knowledge. 

Mr. Keatrne. Mr. Kramer testified “It seemed to me almost absurd 
to object to getting the views of a correlative agency of the Gov- 
ernment.” 
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Do you agree with that statement ? 

Mr. Bavprinee. If it is essential to you determination as to whether 
a suit should or should not be filed, I would agree with that; but 
I would not say that it was anything other than a courtesy that should 
be extended. 

Mr. Keating. Do you not think the various departments of the 
executive branch should endeavor to work together rather than at 
cross purposes / 

Mr. Bauprince. Well, as a general proposition in the terms in which 
you cast it, yes. 

There are conflicts all over the Government, as I am sure you know. 

Mr. Keatine. But is it your position there should be no consulta- 
tion with the Defense Department where an action is being brought 
against a company which has very extensive defense contracts ? 

Mr. Baupringr. I do not see how an antitrust suit, the mere filing 
of an antitrust suit would obligate the Department to inquire as to 
the effect that the relief sought might have on such an effort. 

It might be grounds for dismissing a suit after it is filed. It might 
be grounds for postponing a trial, or it might be grounds for securing 
a less drastic relief than was sought, and all of those factors should 
be considered and no doubt were considered in this case, I don’t know, 
I was not in the Department at the time that the negotiations for 
settlement went on, but I do not see any basic reason for discussing 
such matters prior to filing a suit. 

Mr. Keatine. Mr. Chairman, since I know that the Chair shares 
my views, that national defense and national security should be our 
first consideration, I think that certainly is a field in which we might 
well consider possible legislation. 

Mr. Batprince. I would like to suggest here, Mr. Keating, that 
would also, as a private citizen, be my first consideration also. 

Mr. Keratrne. Oh, I think that we can all 

The CuarrMan. I wanted to read the testimony of Mr. Kramer 

Mr. Kratine. Excuse me, I wanted it clear that Mr. Baldridge also 
feels that we must give our national security first consideration. But 
he very frankly indicated when we got into this national-defense 
consideration that he did not think the Justice Department would 
want to go anywhere near the Department of Defense. He has been 
honest in his statement, but my feeling is that 

Mr. Batpriver. Would you please add the other half? 

Mr. Keating. I beg your pardon. 

Mr. Batprier. If, after the suit was filed and for overweaning 
reasons, the Defense effort should prevent either the trial or the relief 
of a certain type and require postponement of the suit for a time 
because of overweaning requirements of national defense, I think that 
should be done, also. 

The Cuarrman. Let me at this point read Mr. Kramer’s testimony. 

Mr. Kratine. I would like to finish the question that the witness 
cut in on without my finishing. I think we have gotten into some- 
thing that is pretty serious. This witness has said and I don’t know 
whether it is the policy now or not, that they did not take national 
defense into consideration. In my judgment it should be the policy 
of the Justice Department to consider national defense before it starts 
a suit. It should not be dictated to by any other Department, but it 
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should find out whether there are serious defense considerations in- 
volved, perhaps by liaison or consultation with the national-defense 
agencies. I think that would be a very good thing and perhaps it 
should be provided for by legislation. 

The Cuatrman. I know. But this is a case where the suit started 
before there was any implication involving national defense. 

Mr. Kratine. Oh, not at all. 

The Cuatrman. I think that could be shown from the evidence. 
But let me read this so what was quoted will not be out of context 
with what Mr. Kramer said. I am reading from page 1257 where 
Mr. Kramer said: 

We also discussed briefly the national-defense considerations. I pointed out 
that, in the absence of a directive from the President of the United States that 


considerations of national defense made trial of the case impossible, we were 
in no position to fail to press the case. No such directive was ever issued. 


And then on page 1306 we have this colloquy : 


Mr. Maerz. Several documents supplied to this committee by A. T. & T. quote 
Judge Barnes as taking the position that if defense considerations were to over- 
ride the antitrust considerations, that would take a directive from the President 
and the National Security Council. Was that Judge Barnes’ position? 

Mr. KRAMER. I so understood. 

Mr. Materz. I think you have testified that no directive from the President 
or from the National Security Council was received by the Department of 
Justice? 

Mr. KrRaMeEr. Not that I ever knew of or heard of. 

Mr. Maerz. Had such directive been received, would it have been in your 
judgment some basis for a consent decree of this character? 

Mr. KRAMER. No. 

Mr. MALETz. Why not? 

Mr. KraMer. If the requirements of the national security were such either 
that the Government or the defendants could not introduce evidence at the trial, 
then the complaint should have been dismissed, or if the national security con- 
siderations were such that the manufacture of military equipment for the 
Government would be seriously hampered by divestiture, then the case should 
also have been dismissed, because there was in my judgment, no other remedy 
for the alleged monopolization other than some sort of separation of Western 
from A. T. & T. 

And I urged that the case be dismissed if such a directive was ever forth- 
coming. 


I think that is quite consistent with what the witness has been 
indicating. 

Mr. Materz. Mr. Chairman, may I ask this: 

It has also been contended in hearings before this subcommittee 
that the basic issues in this suit belonged in the field of public utility 
regulation and have been so dealt with by the Congress and the regu- 
latory agencies. 

Are you familiar in a general way with that testimony ? 

Mr. Batpripce. Well, I am familiar with that argument. 

Mr. Maerz. What is your answer to that argument ? 

Mr. Bauprince. Well, everything in the Bell System is subject to 
regulation on the basis of public utility statutes except the manufac- 
ture of telephone apparatus and equipment by Western which is sub- 
ject to no commission control except that provided by Smith v. Illinois 
Bell which I explained earlier, in my view, and certainly in the ex- 
perience of a large number of commissions has been inadequate to 
permit them to make a determination that the price paid for Western 
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Electric equipment is reasonable because there was no competitive 
basis on which comparisons could be made. 

Mr. Materz. Mr. Chairman, one final question, if I may: 

Counsel for A. T. & T. have testified before this committee that 
the F. C. C. telephone investigation was “a star chamber proceeding.” 

You were associated very intimately with that investigation as I 
understand your testimony. Do you have any comment on this charge 
that the F. C. C. investigation was a star chamber proceeding ? 

Mr. Batpriver. Well, I don’t know how to define “star chamber 
proceeding” but this investigation was made by the Commission at 
the behest of Congress and the Commission was operating as an arm 
of the Congress in making the investigation. 

The staff prepared studies under the general direction of the Chair- 
man of the Telephone Division, These studies were introduced in 
hearings before the Commission. 

The hearings were ex parte. The Bell was permitted to have and 
did have counsel present at these meetings. They were not permitted 
to cross examine the witnesses. They were, however, invited to check 
over the exhibits and make corrections where they thought corrections 
were justified. This they declined to do, but they did after the hear- 
ings had closed. They filed a series of exhibits, which I believe were 
designated “Comments” on most if not all of the 77 formal exhibits 
that were introduced in the ex parte hearings by Government counsel 
before the Commission after the investigatory work had been reduced 
to report form. 

It was not a “star chamber” proceeding, but it was an ex parte 
proceeding. 

Mr. Harkins. Mr. Chairman. 

The CHatrMan. Yes. 

Mr. Harkins. On September 30, 1940, the Antitrust Division filed 
4 oil cases: 1 the so-called Mother Hubbard case (U.S. v. American 
Petroleum Institute), which as originally drafted requested among 
other relief divorcement, and 3 Elkins cases to collect for the Gov- 
ernment rebates which had been paid by the pipelines to the shipper- 
owners. 

Prior to September 30, 1940, there had been a submission of the 
Mother Hubbard complaint to a committee called the National De- 
fense Committee. Are you familiar with that transaction at all? 

Mr. Batprinee. Not with respect to any conference that occurred 
prior to filing. I am familiar with conferences that occurred subse- 
quent to the filing of the suit. We had a number of those. As a 
matter of fact, negotiations were conducted over a period of several 
weeks in an attempt to compose our difference by way of a consent 
judgment, but that failed. 

Mr. Harrys. Yes. This National Defense Committee was a spe- 
cially appointed committee composed of 11 members, 9 of whom would 
have been defendants in the A. P. I. case. 

When the complaint was submitted to this Committee for its re- 
view, the Committee recommended that the part of the complaint con- 
= with divorcement would be eliminated and it accordingly was 
done. 

My question is this. Do you believe that if you had submitted the 
complaint in the A. T. & T. case to a committee which had a representa- 














3638 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


tion of A. T. & T. representatives in the proportion of 9 to 11, would 
that have had any effect upon the decision for divorcement ! 

Mr. Baupriwer. I should think that the answer would be obvious and 
it would be true not only of A. T. & T. but any other concern which 
had been made defendants in a review of that type. 

Mr. Kratine. Mr. Baldridge, did you have any information at all 
at the time about the scope or ‘kind of defense work in which Western 
was engaged ¢ 

Mr. Batoriwer. Do you mean—did I have knowledge—well, I know 
that they had been in defense work for years and the exact nature and 
scope of it, however, and the breadth of it, I was not familiar with. 

Mr. Keatrne. Do I understand you to say that it would not have 
made any difference if you had known about it, in the action which 
was taken ? 

Mr. Batprivce. Not insofar as getting the suit on file is concerned. 
It might as to how it was disposed of, but not the filing. 

Mr. Keatine. Well, let us take up how it was disposed of. If you 
had known after this complaint was filed in June 1949 that Western 
was requested by the Atomic Energy Commission to undertake the 
Atomic weapons program largely because it had developed a unique 
working relationship with Bell Laboratories as the result of their 
mutual affiliation with the Bell System—— 

Mr. Barprivce. I did not know that. 

Mr. Kratine. You never knew that until this day. If you had 
known that, would it have had an effect upon your disposition of the 
case ¢ 

Mr. Bauprince. No. 

Mr. Keatrne. It would not. 

Mr. Batpriner. No. 

Mr. Krarrne. So that was a defense consideration again which 
would have not had any weight with you after the suit started? 

Mr. Barpriwwer. That is correct. 

Mr. Keatrinea. That project was described by President Truman as 
being a vital project. Did you know that? 

Mr. Bavprince. I would assume that all defense projects were vital. 

Mr. Keatrne. Would that have had any effect on you ? 

Mr. Batprincr. No. Most every large concern in the country is 
engaged in vital defense work and if that were a valid reason for either 
failing to file a suit or failing to prosecute it after it was filed, you 
might as well hang up your shoes as far as enforcement of the anti- 
trust laws is concerned. 

Mr. Keattnc. Do you know of any other case where the President 
of the United States has written to a contractor asking him to take 
over a program of that kind ? 

Mr. Batprincr. Not personally. 

Mr. Keratine. Wouldn’t you think that not only was it important for 
national defense but extremely important, if the President went as 
far as that? 

Mr. Batprince. I am sure it was. 

Mr. Keatrna. But that still would have no effect on your disposition 
of this case? 

Mr. Barpriner. No it would not because I do not think that the type 
of relief that was sougth here would in any way affect the skills and 
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the ability of Western Electric Co. to produce for the national defense, 
It is a company that is better equipped than any other telephone 
manufacturing company in the country to do various types of work 
and the mere fact that they are independent of Bell System control 
I should not think would militate against their doing an excellent job. 

Mr. Kearrne. Well, did you know at the time that you brought this 
suit that requiring the A. T. & T. to prepare fully for trial would in 
the opinion of every military secretary that was consulted have 
actually interfered w ith the national defense ? 

Mr. Barprince. Well, we got a little hardened to that type of ap- 
proach over there because it was made in every major antitrust suit that 
we filed over a period of years. 

Mr. Kearine. By the Secretary of Defense? 

Mr. Bavprincr. Oh, by various defense agencies, yes. 

Mr. Keatrnc. In what other cases after World War II did the 
Secretary of Defense make such a recommendation to you? 

Mr. Bavtprwwer. I could not get specific about it. 

Mr. Keating. Well, I understood that you had no reason to question 
Secretary Lovett’s statement that this was the only case in which he 
had requested that? 

Mr. Batpriner. No, I do not know anything about that. 

Mr. Krarine. Well, if it were true that this was the only case in 
which that has happened, would that modify what you have just said ? 

Mr. Baupriwcr. As I say, it was a standard defense of every large 
company sued and has been for years. 

Mr. Keavine. I am not questioning that it is a standard defense, I 
am saying that this was a case where the Secretary of Defense said that 
it was of sufficient importance that it would interfere with our Na- 
tional Defense to have this suit brought. 

The CuatrmMan. Postponed. 

Mr. Kearine. Well, to have it continued, and this was after the 
war, and I am asking if there was another case of similar character 
which ever came to your attention. 

Mr. Batorimcr. You mean subsequent to World War II—I was 
not aware of any nor was I aware of a similar situation in any other 
ease, but I might add that during the war when the request came from 
the defense agencies, the preparation for trial as well as the trial 
of the case was automatically put over and I think that the record will 
indicate that some 20 or 25 of them were in that category. 

Mr. Keating. During the war / 

Mr. Batpriver. That is right. 

Mr. Kerattne. Tell us, after the war—what consideration today in 
your opinion should be given to the impact on national defense in 
prosecuting antitrust. suits ? 

Mr. Bavpripce. Well, you have got a conflict of policy there. I sup- 
pose in the final analysis the legislative branch of the Government 
would have to compose it, one way or another. 

Mr. Keating. In other words, you think that Congress ought to 
grapple with that question and reach a determination as to whether 
any effect is going to be given to our national defense in the prosecution 
of antitrust cases ? 

Mr. Batprince. That is right. I do not think that you can expect 
an administrative agency to make that determination because the 
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Justice Department has certain statutes that are on their books and it 
is charged with the responsibility of enforcing them. 

Now, if a different policy is required it seems to me that is some- 
thing that would have to be changed by the legislature rather than by 
executive policy. 

The Cuatrman. Mr. Baldridge, Judge Barnes took the position 
that if defense considerations were to override antitrust considerations, 
that would take a directive from the President or the National Secur- 
ity Council, do you agree with that ? 

Mr. Batpriwee. I am not sure that I am qualified to testify on that. 

The Cuamman. Would you agree? 

Mr. Bauprince. A great deal of the subject matter that has been 
gone over, as far as national defense is concerned, I do not pose as an 
expert on that subject 

The Cuatrman. Do you agree that the antitrust laws prevail in 
times of peace as well as war? 

Mr. Batpringe. Well, they have. 

The Cuatrman. What is that ? 

Mr. Batpriver. They always have. 

The Cuarrman. And anything to the contrary would require an 
act of Congress, is that correct ? 

Mr. Bartprivce. That would be my view. 

The CHarrman. And that becomes a question of policy for the 
President, whether or not a case should be continued, postponed or 
dismissed. His views in that regard might have a very potent effect 
on what the Department of Justice would do. Is that a fair state- 
ment ? 

Mr. Batpriwce. Well, I think you are speaking of a case-by-case 
approach, if that is what you mean, in a specific case that the execu- 
tive department should m: ake the determination that they wanted to 
proceed in that direction, certainly the Attorney General has the 
authority to request dismissal of a case if he finds good reason for it; 
but if you are talking in the general field of policy as to whether every 
case should not be filed or should be postponed after filing, if there 
is defense work being done by the concern that is a defendant in 
the suit, then it seems to me that you have got a clash of policy 
which could only be resolved by congressional action. I do not think 
you could expe ct the executive branch of the Government to make the 
decision. 

The Cuatrman. Is it not true that there are thousands of entities 
engaged in defense work? Would you say that ipso facto they should 
be absolved from the operation of the antitrust laws? 

Mr. Batprince. In the absence of a directive from Congress, no. 

The Cuatrman. And do you think that they should be absolved 
from the criminal aspects of the antitrust laws? 

Mr. Batormwer. No. 

The CuatrmMan. Do you think they should be absolved from any 
criminal law or any law at all unless the Congress changes the law ? 

Mr. Batprince. I would not think so. 

The Cuarrman. And when you speak of, for example, Du Pont, 
Du Pont is engaged and has been engaged for the longest while in 
atomic-energy activities, isn’t that true ? 

Mr. Batprince. That is correct. 
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The CuairmMan. Has that absolved Du Pont from the operation of 
the antitrust laws? 

Mr. Batpriver. No. 

The Cuatrman. And a case was decided against Du Pont during 
the period that it was engaged in atomic-energy operations ? 

Mr. Baupringe. They raised the defense after the suit was filed — 

The Cuatrman. What happened ? 

Mr. Batpriper. They raised the defense that the complaint with 
the Department was interfering with war work but, as I say, that is a 
routine defense made by large concerns to suits under the antitrust 
laws. 

Mr. Mitier. I am not familiar with the Du Pont suit. What was 
asked for in the complaint against Du Pont? 

Mr. Batprivcr. Divorcement, the suit sought a requirement that 
Du Pont sell its 22 percent stock interest in General Motors. 

The basis of the charge was that because of the stock ownership of 
General Motors by Du P ont, that General Motors was buying certain 
of its requirements in the manufacture of automobiles in a closed 
market. 

Mr. Miniter. Automobiles? 

Mr. Bautprincre. Yes. It had to do particularly with paints and 

Mr. Mitxier. And fabrics? 

Mr. Barprivcr. And fabrics which are used for the interior of 
automobiles. 

Mr. Mitxer. But there was no comparison there as to General Motors 
and Du Pont working as a team in the production of war equipment 
as there was in the Bell case where the Atomic Energy Commission 
pointed out specifically that the reason Bell was selected for the job 
was because of the fact that it had this unit of the Bell laboratories 
and the producing agencies and Western Electric which was produc- 
ing for the war eflort and if you divorced it from the Bell laboratories 
then you would have destroyed the very partnership which made this 
corporation uniquely fitted for that war contract. The uses are not 
comparable at all. 

The CuamMan. Wait a minute—is that a question ? 

Mr. Miter. Yes; therefore the cases are not comparable, are they ? 

Mr. Baxpriver. I think that the general department of A. T. & T. 
makes the decisions for operating companies as well as Western 
Electric, the A. T. & T. general department decides what kinds of tele- 
phone equipment they are going to have, what kind of services they 
are going to offer, and that has been left untouched, it was left un- 
touched by the relief sought in the decree. They still have that deci- 
sion if the Bell System is buying its equipment independently rather 
than from a controlled company in a completely controlled market. 

Mr. Mier. One or two more questions. Did I understand from 
your testimony in answer to questions posed by Mr. Maletz to the effect 
that now automobile dealers are given a choice of the way in which 
the finance purchasers of cars, that in the case of the Bell operat- 
ing companies they have no choice but must purchase their equip- 
ment from Western Electric—was that your testimony ? 

Mr. Batpriver. That has been the result from around 1907 to the 
time that I left the Antitrust Division in 1951, certain types of equip- 
ment were purchased from the independent telephone companies by 
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Western on behalf and for the Bell operating companies but this 
percentage was very low, quite small in comparison to the total pur- 
chases of the Bell operating companies and the long-lines department 
of A. T. & T. 

Mr. Mitier. Would it have had any effect upon your thinking as 
attorney in this case if as a matter of fact that is not true, that the 
Bell operating companies do not have to buy and never have to buy 
all their equipment from Western Electric ? 

Mr. Baupriper. The antitrust laws look consistently at results and 
the fact of the matter is that they found that—the question is, why? 
In our opinion the reason why was because the general department of 
A. T. & T. required they be purchased from Western. 

Mr. Mitier. But supposing they did not have to, and the answer 
to the “why” is that they did it for less—— 

Mr. Batprwwer. The investigation indicated a few scattered in- 
stances in which an operating company desired to purchase a part of 
its equipment from an independent manufacturer and was prevented 
from doing so by A. T. & T. 

Mr. Miruer. Well, now, let me read you from volume 84, Public 
Utility Report of the State of Tennessee, page 65, with regard to the 
Tennessee Railroad and Public Utility Commission decision in the 
telephone cases : 

The record in this case shows that the prices paid by Southern Bell to Western 
Electric under the standard supply contract are substantially less than those 
charged by other manufacturers for similar material and Southern Bell is not 
obligated to and does not purchase from Western if it can buy more 
advantageously from others. 


Then it goes on to say: 


The record further shows that Western’s profits are less in comparison with 
those of other manufacturers. Accordingly we find nothing in the transactions 
between the Southern Bell and Western Electric Co. under the standard supply 
contract to warrant any adjustment of rate. 

Mr. Batprincr. Of course there the Commission obviously is decid- 
ing the case on the basis of the information before it. 

Mr. Miter. I could not hear you. 

Mr. Batpriper. You are reading from the Commission opinion ¢ 

Mr. Miuier. Yes. 

Mr. Batprincr. And the Commission obviously had to decide the 
case on the basis of the information that had been presented in the 
hearings. 

Mr. Miruer. Yes. 

Mr. Barpriper. And that makes a big difference, sometimes, as to 
how a case is decided. 

Mr. a Of course it does. 

Mr. Barpriver. And it would be difficult to answer your question 
unless I knew the ty pe of evidence that was available to the Commission 
for writing that opinion, that order, whether they had any phony 
comparisons as evidence showing Western’s prices were lower or 
whether there were some other factors involved. It is not a question 
that you can answer in a vacuum, you have to know the details in full. 

Mr. Mutter. Well, it is true, isn’t it, that the prices charged any 
Bell operating company by Western Electric for equipment are not 
and by the decision of the court cannot be controlling under computa- 
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tion of rates but, as a matter of fact, the FCC or any State regulatory 
body may go behind the price charged by Western and go into the 
costs of Western and the reasonable profits of Western in determining 
a rate base ¢ 

Mr. Bavpriver. That is quite true. Now, there is a vast difference 
between authority and ability to satisfy that authority. No State 
commission has got the resources to make effective cost studies of 
Western Electric. 

Mr. Mitier. Now, in that connection, I come from the State of 
New York and I have great faith in the regulatory bodies of New 
York and I know that all of the answers to everything are not in 
Washington and let me just read you from our New York State Public 
Service Commission Report of April 23, 1953: 

* * * the moderate cost has been made possible by the phenomenal techno- 
logical advance in the art and science of telephony in recent years. The prin- 
cipal reservoir of this is the Bell Telephone Laboratories, a subsidiary of the 
American Telephone & Telegraph Co., geared to the requirements of the A. T. & T. 
system whose 21 operating telephone subsidiaries provide most of the com- 
munication service in the United States. Bell Laboratory’s prime objectives are 
the installation, improvement, and perfection of the communication system. 
When a new or improved instrument, device, or part is under development the 
engineers work closely with the Western Electric Co., the manufacturing arm 
of A. 'T. & T., preparatory to mass production and the net result is that the cost 
of telephone service in the United States is unmatched in any other part of the 
world. 

Now, do you still maintain that these findings of our great regula- 
tory agency in New York are based on phony figures and that they 
are based on figures that are not accurate or not verified or not true? 

Mr. Baupringr. I could not answer that question without knowing 
the type of information that they had available. 

Mr. Muuter. That is all. 

The CuHairman. I would like to make this comment. I can assure 
you that if the Tennessee commissioners had been subject to exam- 
ination by a lawyer as skilled as the gentleman from New York the 
result perhaps would have been entirely different. 

Mr. Baxpriner. I would like to volunteer one statement, Mr. Miller. 
I spent 4 years in the State commission also and from my experience 
in work with that commission and also in my association with the 
National Association of Railroad and Utility Commissioners, they 
are one of the most effective State commissions, the State of New York 
Commission. 

The CuarrmMan. Of course, there is no doubt that they have done a 
good job. Now, that study was made for a certain purpose but we 
do not know for what purpose it was made. 

This will terminate the hearings for today and we will resume to- 
morrow morning at 10 o’clock and we will hear from Mr. Edward A. 
Foote, Jr., an attorney from Washington, D. C. 

Mr. Baldridge, I w ant to compliment you on the forthright testi- 
mony that you have given today. You have been very helpful and 
cooperative. 

(Thereupon, at 4:30 p. m., the committee was adjourned, to re- 
convene at 10 a. m., Thursday, May 8, 1958.) 
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House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 346, Old House Office Building, Hon. Emanuel Celler (chair- 
man) presiding. 

Present: Representatives Celler, Rogers, and Keating. 

Also present: Herbert N. Maletz, chief soaiaiel Kenneth R. 
Harkins, cocounsel, and Milton Eisenberg, associate counsel. 

The Cuatrman. The meeting will come to order. 

Our first witness this morning is Mr. Edward A. Foote, of Wash- 
ington, formerly of the Department of Justice. 

Mr. Foote, will you come forward, please ? 

Will you identify yourself for the record. Give your name and 
address and that of the gentleman next to you. 


TESTIMONY OF EDWARD A. FOOTE, FORMERLY OF THE DEPART- 
MENT OF JUSTICE, ACCOMPANIED BY ARTHUR B. HANSON, 
COUNSEL 


Mr. Foorr. I am Edward A. Foote, 3115 Woodland Drive NW., 
Washington 8, D. C. 

Mr. Hanson. I am Arthur B. Hanson, of law offices of Elisha Han- 
son, Mr. Foote’s counsel. 

The Cuatrman. I understand that you have an opening statement, 
Mr. Foote. If you wish, you may read it. Mr. Hanson, I take it, is 
your counsel ? 

Mr. Hanson. That is correct, Mr. Chairman. 

The Cuatrman. Feel free to make any objections or any interjec- 
tions you wish. It will be perfectly all right. We will be glad to co- 
operate in every way and assist you in any way we can. 

Mr. Hanson. Thank you very much, Mr. Chairman. 

Mr. Foorr. Mr. Chairman and gentlemen, my name is Edward A. 
Foote. I appear before your committee this morning under a subpena 
to answer whatever questions I may be able to answer propounded by 
the committee relating, as I understand it, to the negotiations leading 
up to the signing of a consent decree in the Government’s case against 
the American Telephone & Telegraph Co. brought by the Antitrust 
Division of the Department of Justice. 
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As the committee knows, I was not employed by the Department of 
Justice in any capacity when this suit was brought and, in fact, went 
to work in the Depxztment as an assistant to Judge Stanley N. Barnes, 
then head of the Antitrust Division, on June 6, 1954, and on June 22, 
1955, I was appointed first assistant to Judge Barnes in the Antitrust 
Division. My employment with the Department terminated in 1956 
upon my resignation from same. 

Shortly after I entered on my duties as an assistant to Judge Barnes, 
I was called into sass negotis tions during the summer of 1954 and on 
into the fall of the year. About that time, and I do not recollect the 
exact date, Judge Bar wnes asked me to take charge of further settlement 
negotiations, w ith a view to bri inging them to a successful conclusion, 
if possible. 

As evidenced by the record before this committee, a consent decree 
was entered into in January of 1956 and that, so far as I am concerned, 
ended any further connection that I had with the A. T. & T. case, with 
the exception that some interpretive problems were raised prior to my 
leaving the Department. 

I wish to state to the committee that, throughout my tenure in the 
Antitrust Division, I always handled every matter with which I 
had any connection on the basis of instructions received from my 
seniors and with what I believed to be in the best interest of the 
United States at all times. 

I might also state that in all the cases upon which I worked I kept 
my seniors fully advised as to the progress of negotiations on a daily 
basis. 

Further, I want the committee to know that I know of no occasion 
upon which I conferred with the Attorney General without the full 
knowledge and consent of the Assistant Attorney General in charge 
of the Antitrust Division, either in his presence or at his direc tion, and 
in those instances when Judge Barnes was out of the city and I, as his 
first assistant, was in charge of the Antitrust Division, I gave him full 
and complete reports of all activities upon his return to the city. 

I do think the committee should know that, in addition to my being 
in the private practice of law, I have also served the Government prior 
to being with the Department of Justice. I worked with the following 
agencies and departments in the following capacities: 

December 1959—May 1941, on the legal staff of the Civil Aeronautics 
Board. 

May 1941—January 1945, lieutenant commander, United States 
Navy, executive assistant to the Director of Aircraft Production. 

August 1948 to February 1950, special assistant to Director, Stra- 
tegic Materials, E. C. A. 

The periods of time when I was not in Government service I was 
either engaged in the private practice of law or in an executive 

‘apacity with various business interests. 

Mr. Chairman, I am most appreciative of the opportunity of having 
been able to make this brief opening statement, and I should be glad to 
endeavor to answer any questions which members of the committee or 
counsel may ask. 

Mr. Materz. Mr. Foote or Mr. Hanson, did you receive a letter from 
the Department of Justice with respect to Mr. Foote’s testimony this 
morning ¢ 

Mr. Hanson. Yes. 
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Mr. Maerz. Would you care to read that into the record, Mr. 
Hanson ¢ 

Mr. Hanson. I would be glad to. I received a letter bearing date of 
May 2, 1958, addressed to Arthur B. Hanson, Esq., 729 15th Street 
NW., Washington, D. C., and signed by Victor R. Hanson, Assistant 
Attorney General, Antitrust Division. The letter reads as follows: 


DeAR Mr. HANSON: You have informed this Department by telephone that 
your client, Mr. Edward A. Foote, bas been subpenaed to appear before the 
Celler committee regarding the negotiations leading to the settlement of United 
States v. Western Electric Company, Inc. and American Telephone & Telegraph 
Co. You asked if we desire that Mr. Foote assert any privilege in this connection. 

Under all the circumstances peculiar to this case, we do not at the present 
time think it appropriate or desirable to suggest to you that Mr. Foote assert 
any privilege on behalf of the Department with regard to any information within 
his knowledge which is relevant to the negotiations of the decree in the Western 
Electric case. 

Accordingly, we do not desire to make any suggestions to yon or Mr. Foote 
concerning the scope or nature of his testimony. Sincerely yours. 


I might state, Mr. Chairman, that there is not an error in the letter, 
but there is an overstatement in it. I merely informed the Depart- 
ment that Mr. Foote had been subpenaed, and did not ask them any 
question concerning privilege, but they have covered that subject here. 

The Cuarrman. It is true also, Mr. Hanson, that the subpena was at 
your request ¢ 

Mr. Hanson. That is correct; it was at my request to Mr. Maletz. 

Mr. Marrerz. Mr. Chairman, I would offer this letter for the record. 

The Cramrman. That will be accepted. 

(The letter follows :) 

DEPARTMENT OF JUSTICE, 
Washington, May 2, 1958. 
ArtTHuR B. HANSON, Esq., 
Washington, D. C. 

DeaR Mr. HANSON: You have informed this Department by telephone that 
your client, Mr. Edward A. Foote, has been subpenaed to appear before the Celler 
committee regarding the negotiations leading to the settlement of United States 
v. Western Electric Company, Inc. and American Telephone & Telegraph Co. 
You asked if we desire that Mr. Foote assert any privilege in this connection. 

Under all the circumstances peculiar to this case, we do not at the present time 
think it appropriate or desirable to suggest to you that Mr. Foote assert any 
privilege on behalf of the Department with regard to any information within 
his knowledge which is relevant to the negotiations of the decree in the Western 
Electric case. 

Accordingly, we do not desire to make any suggestions to you or Mr. Foote 
concerning the scope or nature of his testimony. 

Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 


The Cuarrman. I am very happy to note the cooperation of Mr. 
Hansen. He has always been cooperative. 

Mr. Hanson. Thank you, sir. 

The Carman. There are two Hansens. I referred to the other 
Hansen. 

Mr. Hanson. He is my father, Mr. Chairman, and I am sure he has 
always been cooperative. 

The Cuamrman. Do you spell your name thes same way ¢ 

Mr. Hanson. Not as Judge Hansen. We are “o-n” and he is “e-n.” 

Elisha and I have spelled it the same way since I came on this 
earth, Your Honor. 


26086—58—pt. 2, vol. 3——-16 
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Mr. Materz. Mr. Foote, is it a fact that working under the direc- 
tion of Judge Barnes and Attorney General Brownell you were the 
chief negotiator for the Government in the settlement negotiations 
leading to the consent decree in the A. T. & T. case? 

Mr. Foorr. Mr. Maletz, it is true that I spent more time on it 
probably than any other person in the Department with the exception 
of the staff. 

Mr. Maerz. Were you in charge of the settlement negotiations for 
the Department of Justice? 

Mr. Foorr. Subject to the direction of Judge Barnes and Attorney 
General Brownell, yes. But not until the latter part of 1954. 

Mr. Materz. When did you first become active in this case? 

Mr. Foorr. Sometime shortly after my arrival in the Department, 
I attended some conferences in Judge Barnes’ office, which had to do 
with the A. T. & T. case, at. which the staff were present, and at which 
counsel for the company were present, officers of the company. For 
quite a while I did nothing but listen. 

Mr. Maerz. Did you request to be assigned to this case? 

Mr. Foorr. No, sir. 

Mr. Maerz. Did Judge Barnes assign you to the case? 

Mr. Foorer. I can’t be absolutely certain exactly how it came about, 
except that I know in the fall he and I had a discussion about it and it 
wound up by his saying that he thought it would be a good idea if I 
conducted the negotiations. 

Mr. Maerz. What was the nature of those discussions ? 

Mr. Foorr. Mr. Maletz, I don’t recollect except that we were kicking 
it around, back and forth, as anybody would expect under those cir- 
cumstances, what to do about it. 

Mr. Materz. Prior to your appointment to the Department of 
Justice in June 1954, had you had experience in the antitrust field? 

Mr. Foorr. No, sir. I had had some, but not very much. 

Mr. Materz. Had you tried any antitrust cases ? 

Mr. Foorr. No, sir. 

Mr. Maerz. Let me ask you this: Did you, in the fall of 1955, and 
more specifically in or about November or December 1955, have a 
meeting with Attorney General Brownell concerning this case? 

Mr. Foors. I probably did. 

Mr. Maerz. In the course of this meeting, did the Attorney Gen- 
eral tell you that he desired to settle this case without taking any steps 
to divorce Western from A. T. & T., or to otherwise limit its role as 
supplier of equipment to the Bell System ? 

Mr. Foorr. I would have to answer that question this way: Judge 
Barnes and I had a number of conferences with the Attorney General. 
I remember one time when I was first assistant when Judge Barnes was 
out of town that I had a conference with the Attorney General, but as 
far as the final decision to settle the case without divestiture is con- 
cerned, I think it came about through a number of discussions among 
Judge Barnes, the Attorney General, and myself. 

There was general agreement on that subject. Mr. Brownell cer- 
tainly agreed to that. 

Mr. Maerz. You said that Judge Barnes was out of town. Do you 
recall telling Mr. Kramer that the Attorney General had indicated 
to you that he desired to settle this case without taking any steps to 
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divorce Western from A. T. & T. or otherwise limit its role as supplier 
of equipment to the Bell System. ? 

Mr. Foorr. I remember one time in the fall, in 1955, when there was 
a staff conference in my office at which Mr. Kramer was certainly 
present, that I indicated to everybody present that I was convinced 
that the Attorney General did not—did want this case settled without 
divestiture. 

Mr. Maerz. Did you tell the members of the staff at this particular 
conference that you had had a conference with the Attorney General, 
at which time the Attorney General had made this decision ? 

Mr. Foorr. I don’t remember whether I did that or not. I don’t 
think I did. 

Mr. Materz. Did you have this conference with the Attorney Gen- 
eral while Judge Barnes was out of town? 

Mr. Foorr. I had a conference, Mr. Maletz, with the Attorney Gen- 
eral, I am sure, when Judge Barnes was out of town, because I was 
then acting head of the Division, but I do not think it was at any such 
meeting that this decision was reached. 

Mr. Materz. Mr. Kramer testified as follows 

Mr. Foore. I have no exact recollection, you understand. 

Mr. Maerz. Maybe this will refresh your recollection. I will read 
from Mr. Kramer’s testimony : 





When I was informed by Mr. Foote, then first assistant in the Antitrust 
Division, in the fall of 1955, that the Attorney General desired to settle this case 
without taking any steps to divorce Western from A. T. & T. or to otherwise 
limit its role as exclusive supplier of equipment to the Bell System, I pointed out 
that no Judgment on that basis could accomplish the objectives of the Sherman 
act. 

Mr. Foorr. Will you repeat a part of that? 

Mr. Materz. I refer you to the transcript, page 1255. That is the 
transcript for—— 

Mr. Foorr. Really, all I know is that the decision was reached by 
Judge Barnes and the Attorney General. The Attorney General 
certainly agreed with it, that we should settle this case without divesti- 
ture and I told the staff that. 

Exactly when that occurred I don’t know. But it certainly occurred 
before I told the staff that. That is the best I can 
Mr. Maerz. I also refer to you Mr. Kramer’s testimony at page 
1302: 





Mr. Maerz. Let me ask you this— 
Do you have the transcript references ? 

Mr. Foorr. Yes, sir. 

Mr. Maerz (continuing) : 

Mr. Maerz. Did Mr. Foote on or about November or December 1955 tell you 
that Attorney General Brownell had made the decision to settle the case without 


divorcement of Western Electric? 
Mr. Kramer. He did. 


Mr. Foorr. That is substantially a correct statement. 

Mr. Materz. Was this decision made by the Attorney General at a 
meeting that he had with you while Judge Barnes was out of town? 

Mr. Foote. I do not think so. 

Mr. Maerz. When was the decision made by the Attorney General? 

Mr. Foorr. I don’t remember exactly when it was made, Mr. Maletz, 
as I just told you. 
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Mr. Maerz. Was the decision— 

Mr. Foorr. Judge Barnes concurred in it, 1 know that. 

Mr. Materz. Did Judge Barnes concur with the decision after the 
decision had been made by the Attorney General ? 

Mr. Foorr. I have no recollection of that, really. 

Mr. Maerz. Do you recall telling Mr. Kramer that Attorney Gen- 
eral Brownell had decided to settle the case without divorcement of 
Western / 

Mr. Foorr. \ es, because he had decided that. 

Mr. Marerz. When did he make that decision ? 

Mr. Foorr. | can’t tell you because I don’t remember exactly. 

Mr. Marerz. Did he make the decision at a meeting he had with 
you? 

Mr. Foorr. Yes. But whether Judge Barnes was present at that 
time or not I do not remember. 

Mr. Marerz. Do you know what Judge Barnes’ position was if he 

yas present at this meeting? 

Mr. Foorr. Yes. He agreed with it. THe so testified before the 
Roosevelt commitee. 

Mr. Maerz. Did Judge Barnes agree to sign the decree, or did he 
agree with the decision at that time? 

Mr. Foorr. My understanding is that he agreed with the decision. 

The Cuarrman. Did he agree? 

Mr. Footr. Yes, sir, as 1 understand it, if my recollection is correct, 
he so testified before the Roosevelt committee. 

Mr. Marerz. You preseiitly have no recollectiou, I take it, of a meet- 
ing with the Attor ney Genet ‘al in November or December of 1955, with 

respect to this case; is that right? 

Mr. Foorr. I am sure I pro bably did have one, but I have no recol- 
lection of what was said at that time, because I had a number of meet- 
ings with them and we went up and down every alley you can think of. 

Mr. Marerz. Let’s see if we can get the chronology in perspective. 
Is it your best recollection that after a meeting with the Attorney 
General and after your communication to the staff, these detailed ne- 
gotiations with A. 'T. & T. took place in December and the early part 
of January ¢ 

Mr. Foorr. Let me put it this way: It was after the decision not 
to have any divestiture was made that we then had meetings almost 
every day, which ultimately culminated in a consent decree, as you 
know. The tempo certainly was increased because we went to work 
on it. 

Mr. Matrerz. In other words, a decision was made to settle the case 
without divestiture and that was followed by detailed negotiations 
with A. T. & T.; is that correct? 

Mr. Foorr. And the staff; yes. 

Mr. Marerz. Did Mr. Kramer tell you that he was opposed to a 
settlement of the case without divorcement? 

Mr. Foorr. Certainly he did. 

Mr. Materz. And did he submit a memorandum to you stating his 
objections? 

Mr. Foorr. He either submitted it to me or to Judge Barnes. It 
went into the file, which is where it should have gone, and properly so. 

Mr. Marerz. Did you read the memorandum ? 
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Mr. Foorr. Surely I read it. 

Mr. Maerz. Did Mr. Walter Murphy, the senior trial attorney in 
the case, also indicate objections—— 

Mr. Foorr. Certainly. 

Mr. Marerz. To settlement without divorcement ? 

Mr. Foorr. Certainly, and I told him he was at perfect liberty to 
put in the file whatever he wanted to. 

Mr. Maerz. Did he also submit a memorandum indicating why he 
was opposed to the settlement ? 

Mr. Foor. I forgot if he did or not. If he did I read it. 

Mr. Maerz. Mr. Murphy is senior trial attorney on the case and 
was familiar, was he not, with the evidence in the case, including the 
answers to the Government inter rogator ies ? 

Mr. Foorr. Yes. He was familiar with the case and had the best 
detailed knowledge of the case. Naturally, being the senior attorney 
asigned to the case he would have. 

Mr. Materz. Mr. Murphy was familiar with the answers, the de- 
fendant’s answers to the Government’s interrogatories; would that 
be right ‘ 

Mr. Foorr. | certainly assume he was. 

Mr. Maerz. Ih other words, Mr. Murphy had done a considerable 
amount of work in preparing for trial, had he not? 

Mr. Foorr. Yes; there hi ad been some work done in that respect. 

Mr. Maerz. Do you recall he submitted a memorandum objecting 
to settlement without divorcement of Western 4 

Mr. Foorr. Yes; he did. 

Mr. Maerz. Did Mr. Kilgore, chief of the judgments enforcement 
section, at any time indicate to you that he was opposed to settlement 
of this case on the basis proposed 

Mr. Foorr. Yes, he did. 

Mr. Mauerz. Did Mr. Kilgore also submit a memorandum ¢ 

Mr. Foorr. I don’t remember, but if he did I read it. 

Mr. Maerz. Was there any member of the staff assigned to work 
on the case, or getting the case ready for trial, who was in favor of 
settlement without divorcement of Western ? 

Mr. Foorr. No, but they were perfectly willing to work on the cases 
in spite of that fact, and I would like to explain a little bit here, Mr. 
Maletz, if I may. 

I have a high regard for all three of these gentlemen. The frame- 
work of this decree was suggested by Mr. Kramer. I am talking 
about the decree finally entered into. Although he did not agree with 
the Government’s position he is such a good public servant that he 
was willing to say that he would work on the case, to devise the best 
decree possible in the Government’s interest in the light of that kind 
of settlement and I certainly respect him for it. 

Mr. Macerz. Mr. Kramer declined to sign the decree, did he not? 

Mr. Foorr. Yes. 

Mr. Maerz. Did he indicate to you why he declined to sign the 
decree ¢ 

Mr. Foorr. No. If he didn’t want to sign it that was all right 
with me. 

Mr. Marerz. Did Mr. Murphy indicate to you that he declined to 
sign the decree ? 
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Mr. Foorr. No, but I assume he didn’t want to sign it for the rea- 
sons stated in his memorandum. 

Mr. Materz. Mr. Foote, did you at any time advise the Attorney 
General, Mr. Brownell, of Mr. Kramer’s, Mr. Murphy’s, and Mr. 
Kilgore’s objections to a settlement of the case without divorcement 
of Western Electric? 

Mr. Foorr. I am sure he was so advised. All memoranda went to 
Judge Barnes. If my recollection is correct, at one meeting in the 
Attorney General’s office with Judge Barnes and myself, we told the 
Attorney General that the staff didn’t agree with this. 

Mr. Materz. Did you yourself apprise Mr. Brownell of the fact 
that the staff was in disagreement ? 

Mr. Foorr. Yes. 

Mr. Materz. Do you recall when that was? 

Mr. Foorr. No, sir. But it was some time, I think, in the fall of 
1955. 

Mr. Maerz. Did you advise the Attorney General that Mr. Kramer 
and Mr. Murphy declined to sign the decree ? 

Mr. Foorsr. Judge Barnes and I both advised the Attorney General 
of the attitude of the staff, that they did not desire to sign the decree. 
I am not positive. 

Mr. Maerz. Did you bring to the Attorney General’s attention 
the fact that Mr. Kramer and Mr. Murphy had submitted memo- 

randa indicating why they were opposed to this settlement ? 

Mr. Foore. I think I did. 

Mr. Materz. Do you know whether the Attorney General read 
these memoranda ? 

Mr. Foorr. I will say only this: that Mr. Brownell had an amazing 
capacity for remembering details about a colossal number of cases 
that he had under his wing in the Department, and he constantly sur- 
prised me by his knowledge about these various cases, including this 
one, and he gave this one quite a lot of thought, I can assure you. 
Therefore, I am almost sure that he did read them. 

Mr. Materz. You are sure that he did read the memoranda? 

Mr. Foorr. I can’t swear to it because I wasn’t there when he read 
all his mail. 

Mr. Maerz. Would you say it was routine practice in the Depart- 
ment of Justice, or in the Antitrust Division, that a disagreement 
among the staff in a case of this importance would have been brought 
to Mr. Brownell’s attention ? 

Mr. Foorr. I can only testify as to my own knowledge. And I 
know this, that whenever Judge Barnes and I were in the Attorney 
General’s office on any case, if the staff disagreed, we so told him. 

Mr. Materz. Mr. Foote, Mr. Eisenberg and I, on March 10, 1958, 
met with Mr. Brownell in his office in New York City. Subsequently, 
on March 12, 1958, Mr. Eisenberg prepared a memorandum of this 
meeting that we had with Mr. Brownell, and I quote the following 
from this memorandum: 

Mr. Brownell stated that everybody who worked in the case recommended the 
decree. Under the routine practice any disagreement among the staff would 
have been brought to his attention. Mr. Brownell stated specifically that he had 


never heard any suggestion that any member of the Department of Justice 
antitrust staff that worked on the case disapproved of the final decree. 
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Mr. Foore. Mr. Maletz, I can only say that my recollection differs 
from the Attorney General’s. 

Mr. Materz. And is it your clear present recollection that you 
advised the Attorney General that the entire staff disapproved of this 
proposed decree ? 

Mr. Foors. I am very clear about it. 

Mr. Maerz. And you are clear that you suggested to Mr. Brownell 
that the entire staff that worked on this case disapproved of the 
decree ? 

Mr. Foorr. Would you repeat that ? 

Mr. Materz. Read it. 

(The reporter read the question. ) 

Mr. Foore. I am perfectly clear that Judge Barnes and I informed 
the Attorney General that the staff was not in accordance with the 
idea of settling the case without divestiture. This I am clear about. 

Mr. Materz. What did the Attorney General say when you so in- 
formed him ? 

Mr. Foorr. I don’t remember what he said. 

Mr. Materz. Did he have any comment? 

Mr. Foore. I don’t recall that he did. I don’t think that it unduly 
surprised him. 

Mr. Maerz. Mr. Foote, I should like to direct your attention to 
the time when you first became active in the case. Do you recall 
now 

The CrratrrMan. Excuse me. 

Mr. Eisenberg? 

Mr. Ersenpere. Mr. Foote, did you also at this conference inform 
the Attorney General that you and Judge Barnes were in agree- 
ment as to not insisting upon divestiture ? 

Mr. Foorr. Did I inform him that Judge Barnes and I were in 
agreement about it? 

Mr. Etsenperc. Yes. 

Mr. Foorr. My best recollection, as I think I stated, Mr. Eisenberg, 
is that we went up a number of times to the Attorney General’s office 
and talked about the question of settling the case without divestiture, 
and that this was finally agreed upon by everyone there. Just exactly 
what was said I cannot recollect. 

I want you to know also that I always kept Judge Barnes fully in- 
formed about everything. 

Mr. Maerz. Did you ever have a meeting with Attorney General 
Brownell at which Judge Barnes was not present ? 

Mr. Foorr. Yes, I did, certainly. When Judge Barnes was out of 
town I was the acting head of the Division. If there was something 
that he ought to know about I told him about it. 

Mr. Maerz. When Judge Barnes was out of town on any occasion 
did you discuss the A. T. & T. case with the Attorney General ? 

Mr. Foorr. I am not sure, but I probably did. 

Mr. Materz. Did you at any time ask Mr. Kramer or any member 
of the staff, including Mr. Murphy,-to discuss this matter with 
Attorney General Brownell ? 

Mr. Foorr. Mr. Maletz, whenever I was called up to the Attorney 
General’s office I went up. If he wanted anybody else, he indicated 
it, or I asked him if he wanted anybody else and he either said he did 
or he didn’t. I was working for him. 
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Mr. Maerz. I should like to direct your attention to the time when 
you first became active in the case. Would you say that was in the 
summer or fall of 1954? 

Mr. Foorr. What do you mean by “active”? I attended conferences, 
T already testified, in the summer. 

Mr. Materz. Is it correct, according to your present recollection, 
that the first meeting you attended in connection with the settlement 
negotiations was in Judge Barnes’ office on November 4, 1954? 

Mr. Foore. Was it the first what ? 

Mr. Materz. Is it correct that the first meeting you attended in 
connection with the settlement negotiations with A. T. & T. 
representatives, [ should add—— 

Mr. Foorr. No, that is not correct because I previously, as I have 
already said, I previously attended some conferences at which counsel 
for the A. T. & T. were present, and staff were present, in Judge 
Barnes’ office, prior to that time. 

Mr. Maerz. Do you recall approximately-—— 

Mr. Foorr. As that time I was trying to educate myself about the 
case. 

Mr. Maerz. Do you recall approximately when the first such con- 
ference was held at which you were present ? 

Mr. Foorr. Well, it was probably very shortly after I arrived in 
the Department, sometime probably i in July. I don’t know. 

Mr. Materz. According to the record here based on the A. T. & T. 
memoranda, the first conference you attended was on November 4, 
1954. Would that be approximately correct ? 

Mr. Foors. I don’t know. Their notes are not mine. I know I 
attended some conferences prior to that time. 

Mr. Marerz. Do you recall a 3-hour conference on November 4, 
1954, in the course of which Mr. Wood, on behalf of A. T. & T., made 
a 24-hour presentation, arguing that the Government ought not to 
insist on maken Western Electric ? 

Mr. Foorr. I don’t remember the date, but I remember that Mr. 
Wood made a long argument in behalf of his client, at a conference 
which I attended. 

Mr. Matetz. Do you recall also that Mr. Stuart Scott, a partner of 
Mr. Wood, was present at this meeting ? 

Mr. Foorr. Whether he was present at that meeting or not IT am 
not sure. But I think he probably was. 

Mr. Materz. Did you know Mr. Stuart Scott ? 

Mr. Foorr. I have known Mr. Stuart Scott since 1925. 

Mr. Materz. How well did you know him / 

Mr. Foorr. He was a classmate of mine in college. 

Mr. Maerz. I believe, Mr. Foote, that you read—— 

Mr. Foorr. I want to add this, excuse me. I had hardly seen him 
since that time, except that he was in the Bureau of Aeronautics 
during the war at the same time that I was. 

The Cuatrman. You were also in the Bureau of Aeronautics? 

Mr. Foorr. I was. I was. executive assistant to the Director of 
Aircraft Production. He was counsel for the Bureau. 

Mr. Maerz. I believe, Mr. Foote, that you read the memorandum 
included in this record which was prepared by Mr. Stuart Scott, sum- 
marizing what took place at this meeting in ‘the Department of Jus- 
tice on November 4, 1954. 
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Mr. Foore. Just a minute while I see it. 

Mr. Hanson. We were supplied with a number of memoranda, Mr. 
Maletz, very graciously by you, and we will have to find out which 
one that is. Which memorandum is that? 

Mr. Maerz. November 4, 1954. It is attached to a memorandum 
dated November 19, 1954, from Mr. Stuart Scott, of Ballantine, 
Bushby, Palmer & Wood. 

Mr. Hanson. We don’t seem to have it. 

Mr. Maerz. May I show this memorandum to you? It may re- 
fresh your recollection [handing]. 

Mr. Foorr. Do you want me to read this? 

Mr. Matrrz. No, sir. Does this refresh your recollection ? 

Mr. Foore. I can’t tell unless I read it. 

Mr. Materz. Do you have acopy of it? 

Mr. Foorr. No. 

Mr. Maerz. I think this memorandum, if you will recall, was read 
into the record, was it not? 

No matter. Let me ask you this question: Mr. Foote, did you, 
before this conference of November 4, 1954, or shortly thereafter, 
have a private discussion with Mr. Scott about this case? 

Mr. Foorr. I don’t remember it. I may have talked with him 
about it. I don’t know that there was any private discussion. It 
would have been just as one lawyer to another about a case in which 
he was on one side and I was on the other. 

Mr. Marrrz. I will quote from pages 2 and 3 of this memoran- 
dum, and see whether this refreshes your recollection. This is Mr. 
Scott’s memorandum: 

Both Kramer and Barnes indicated that Western’s purchasing function might 
bear on the main issue of the question of intent. I can only take this whole 
discussion as either, (@) an argument that this demonstrates that Western is 
really an exploiter for profit and not the servant of the operating companies 
it claims to be, or (0) groundwork for tinkering with the purchasing function 
if divorcement is shelved. (I have a feeling that this last was what Foote was 
referring to in his conversation with me.) 

Mr. Foore. I don’t know what conversation he is talking about. 

Mr. Maerz. You have no recollection of discussing at any time 
this case with Mr. Scott on a private basis ¢ 

Mr. Foorr. I said the only time I may have talked with Mr. Scott 
would have been just as one lawyer to another about the case. But 
I have no recollection of any specific conversation on that subject. 

Mr. Maerz. At any time in 1954 or 1955 did you have any dis- 
cussion with Mr. Scott privately about this case? 

Mr. Foorr. I think I probably had a discussion whenever I hap- 
pened to run into him, which was very infrequently, and maybe not 
more than once or twice. But if so, it was merely listening to what 
arguments he had to advance about his side of the case, which I 
would deem that any lawyer would do. 

Mr. Maerz. Where would vou happen to run into him? 

Mr. Foorr. I don’t know. I might have met him on the street, for 
all I know. But I have no recollection of having met. Mr. Scott out- 
side of the office at. any particular time on any particular discussion. 

The Cuarrman. You have no recollection of this statement: 


I have a feeling that this last is what Foote was referring to in his conversation 
with me. 
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Mr. Foore. I really don’t know what he is talking about there. He 
advanced every argument you could think of, and I deemed it my 
duty as a lawyer for the Government to listen to him. 

Mr. Materz. Do you know a Mr. Victor E. Cooley ? 

Mr. Foorr. Yes, I know Mr. Cooley. 

Mr. Maerz. How well do you know him? 

Mr. Foorer. I know him fairly well. 

Mr. Materz. When did you first meet him? 

Mr. Foore. I couldn’t tell you. It was shortly after he came to 
Washington in a governmental capacity. 

Mr. Marerz. What governmental capacity did he have? 

Mr. Foore. I think he was deputy to Arthur Flemming at ODM. 

Mr. Materz. You were a social friend of his? 

Mr. Foorr. Yes. In the sense that somebody asked me if I would 
like to play golf with him onetime. That isall. 

Mr. Maerz. Did you have any discussions with Mr. Cooley in No- 
vember or December 1954 with respect to this case ? 

Mr. Foore. I think one time at luncheon Mr. Cooley advanced some 
argument about the A. T. & T. case, mentioning 2 or 3 items. The 
exact discussion, I do not recall; but I regarded that as what any- 
body who had been a former president of the New York Telephone 
Co. would think about the case, therefore I assumed that he would be 
a natural advocate and judge the comments accordingly. 

Mr. Maerz. Did you have a discussion with Mr. Cooley, who gave 
you three reasons why Western Electric’s costs were lower than any 
possible competitor ? 

Mr. Foorr. I think he may have advanced three reasons. I don’t 
remember what the reasons were. As I have already said, I listened 
to it politely because we were having lunch and I didn’t see any 
reason for getting up and leaving the table. 

Mr. Materz. This was sort of a random conversation, was it? 

Mr. Foorr. Yes. I didn’t pay any particular attention to it. 

Mr. Maerz. When you had a meeting with Mr. Price in January 
1955, didn’t you state specifically to Mr. Price that Mr. Cooley had 
given you three reasons as to why Western’s prices were lower than 
any possible competitor ? 

Mr. Foorr. I may have said that to Mr. Price at some time or 
other—just when I don’t remember. 

Mr. Maerz. In other words, you remembered what Mr. Cooley had 
told you, did you not? 

Mr. Foorr. Not particularly, no. I don’t remember it to this day. 

Mr. Maretz. If you didn’t remember it, why did you tell this to Mr. 
Price in January 1955? 

Mr. Foorr. This is a long time from January 1955, Mr. Maletz. I 
would have remembered it at that time. 

Mr. Materz. When did you have the discussions with Mr. Cooley ? 

Mr. Foorr. I couldn’t tell you. But it was way back. 

Mr. Maerz. And you say that the discussion with Mr. Cooley made 
no impact on you whatsoever ? 

Mr. Foorr. Well, Mr. Cooley gave me three reasons which T filed 
away in my head at the moment and my only recollection is that they 
were something that you should consider along with any arguments 
that anybody might make. Nothing more than that. 
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Mr. Materz. Do you recall now that in January 1955, you had a 
meeting with Mr. Price at your home and you mentioned to Mr. Price 
specifica ally that you had a meeting with Mr. Cooley ¢ 

Mr. Foore. I don’t recollect that I did, but I very probably did. 

Mr. Maerz. And did you indicate to Mr. Price that Mr. Cooley had 
presented these arguments as to why Western’s prices were lower? 

Mr. Foorr. If he says I did, I have no strong feeling one way or the 
other. I wouldn’t deny it. 

Mr. Marerz. Mr. Foote, did you become familiar with the 1939 
report of the Federal Communications Commission in the telephone 
investigation ? 

The Cuarrman. Would you identify Mr. Cooley. 

Mr. Mauerz. I beg your pardon. 

Mr. Chairman, a document supplied by A. T. & T. indicates that 
Mr. Cooley had had 42 years’ service in the Bell System. He was vice 
president of public ane New York Telephone Co., October 1, 
1929, to September 1 , 1945; first vice president, Southwestern Bell 
Telephone Co., September 1, 1945, to January 1, 1947; president, South- 
western Bell Telephone Co., January 1, 1947, to March 28, 1950; 
chairman, March 28, 1950, to retirement on August 17, 1953. 

The CHarrmMan. Was Mr. Cooley also a W. O. C. in the Government ? 

Mr. Foorr. I wouldn’t know. 

The Cuatrman. Was he a Deputy Administrator in the Office of 
Defense Mobilization ? 

Mr. Foorr. I believe he was. 

The Cuarrman. When you had that conversation with him was he 
then a Deputy Administrator in the Office of Defense Mobilization ? 

Mr. Foorr. He was. 

The Cuairman. Did he indicate to you that his conversations with 
you concerning that case had something to do with the Office of 
Defense Mobilization ? 

Mr. Foorr. No, sir. 

The CuarrMan. He did not? 

Mr. Foorr. No,sir. Nottomy recollection. He may have. 

The CuamrMan. What was the reason for his conversation with you 
about this case ? 

Mr. Foorr. I couldn’t have any—I have no knowledge of what his 
reason was. 

Mr. Maerz. Mr. Foote, did you become familiar with the 193 
report of the FCC in the telephone investigation ? 

Mr. Foorr. Well, I certainly know about it. 

Mr. Maerz. Did you study the report in detail ? 

Mr. Foorr. At one time I read it carefully. I have no great recol- 
lection about it now. Itisa great big report. 

Mr. Marerz. Did it ever come to your attention that the Federal 
Communications Commission, on the basis of its price comparison 
studies, found in this report that actually independent manufacturers’ 
prices for comparable equipment were substantially below Western’s 
prices to the operating companies ? 

Mr. Foorr. I remember it, generally some such statement. I recol- 
lect that was some 20 years ago they were talking about. 

Mr. Maerz. Do you know of any more recent price comparison 
study by any agency of the Government? 
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Mr. Foorr. Not in those terms, no. 

Mr. Maerz. Do you recall that Mr. Kramer recommended to you 
in or about August 1955, a field investigation to determine whether or 
not existing manufacturers were in a position to compete with Western 
in supplying telephone equipment to the Bell System ? 

Mr. Foote. I do. 

Mr. Materz. And was the object—— 

The CuarrMan. Excuse me. Did you follow that up in any way. 

Mr. Foorr. Pardon me? 

The CuarrMan. Did you follow that suggestion up ? 

Mr. Foorr. No,sir. I told Judge Barnes about it, that is all. 

Mr. Maerz. Was the object of this investigation recommended by 
Mr. Kramer to determine the capacity of independent manufacturers 
for competition in this field, and to obtain the reaction of independent 
manufacturers as to representations made to the Department by 
counsel for Western and A. T. & T., that independents would be unable 
to supply any equipment to the Bell System at as low a price as 
would Western Electric ? 

Mr. Foorr. Just a minute. I am not sure I got all of that. 

The CruatrMan. He is asking what the object, if you know, of the 
recommendation made by Mr. Kramer was. 

Mr. Foorr. I think I can answer that, Mr. Chairman. I know that 
one of the principal arguments advanced was that Western could 
manufacture all this equipment cheaper than anybody else could. 
And we went into that subject matter at great length for 6 months. 
We got all the information we could on it and went up and down 
that alley thoroughly. J was convinced that they couldn’t, which 
rather surprised me. I was convinced that other people couldn’t 
possibly compete with Western Electric in supplying the A. T. & T. 
System, cost wise. 

Mr. Maerz. Mr. Foote, let me read from Mr. Kramer’s testimony. 

Mr. Hanson. What page, Mr. Maletz, so we can follow it. 

Mr. Marerz. Page 1255, and then pages 1285 and 1287. 

I was told by Mr. Foote, that the Attorney General and he were of the view 
that any divestiture of Western from A. T. & T. would be certain to result in a 
substantial increase in the cost of telephone service to the consumer, and that, 
therefore, divestiture of Western from A. T. & T. was out of the question 

Skipping the next three lines: 

In reply, I stated— 

I am still quoting from Mr. Krainer’s testimony 

first, that no field investigation had been made tu determine whether or not exist- 
ing manufacturers were in a position to compete with Western in supplying tele- 
phone equipment to the Bell System. I urged that the few and relatively small 
manufacturers of telephone equipment that were then supplying independent 
telephone companies be investigated. The object of the investigation that I pro- 
posed was to determine their capacities for competition in this field and to obtain 
their reactions to the representations made to us by counsel for Western and 
A. T. & T. that these companies would be unable to supply any equipment to the 


Bell System at as low a price as did Western Electric. My recommendation was 
not adopted. 


Page 1285: 
Mr. Matetz. What views did Mr. Foote express to you about this lawsuit? 


Mr. Kramer. He thought it was silly, unwise. He felt very strongly that any 
result of divestiture—or rather, I should say that one result of divestiture of 
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Western from A. T. & T. would inevitably be to raise the cost of telephone service 
to the consumer, if not forever, for a substantial period of years. And he thought 
that any law that required that was nonsense. 

Mr. MA.Letz. Had you not recommended a field investigation of Western 
Electric’s competititors for the purpose of getting information on that very 
problem ? 

Mr. Kramer. Yes; I did. 

Mr. Maerz. And did you make your recommendation to Mr. Foote? 

Mr. Kramer. I did. 

Mr. MAterz. What happened to that recommendation? 

Mr. KRAMER. It was never acted upon. 

I made that recommendation either before or after my summer vacation in 
1955, which was in August. And I made it forcefully, but only orally. And I 
believe that he indicated politely—but I thought, definitely—that he didn’t 
think it would be wise. 


I have a vague recollection that he felt it might start a, oh, kind of a back- 
stage debate in the industry over the settlement or the proposed settlement, and, 
in the end, might cause more trouble than good, But that is a vague recollection. 

At any rate, I felt strongly about it, because I recall pointing out in my memo- 
randum that I had asked for it and it hadn’t been approved. 

According to your best knowledge, is Mr. Kramer’s statement 
correct ¢ 

Mr. Foorr. It is substantially correct, and I believe I discussed this 
with Judge Barnes and we decided not to do it. One of the reasons 
was that we would never get the case settled in a million years if we 
had to have that kind of a field investigation. 

Mr. Maxerz. Is it your testimony “that no investigation or field 
investigation was conducted by the Department of Justice to see 
whether or not independent manufacturers could compete with West- 
ern Electric in supplying the operating companies of the Bell System. 

Mr. Foorr. No such investigation was conducted. 

Mr. Maerz. What was the basis—— 

Mr. Foore. Just a minute. I was going to add that such an inves- 
tigation would have taken a great length of time, probably a number 
of years, and the question was whether you had the staff to do it. 
This case had been kicking around for a long time, with no action 
about it. It had been delayed a number of times under previous 
administrations. 

Mr. Maerz. You could have tried the case, could you not? 

Mr. Foorr. I don’t think the Government was in shape to try the 
case. 

Mr. Maerz. Mr. Foote, what was the basis for your conclusion 
that the independent manufacturers could not supply companies of 
the Bell System at as low a price as Western Electric, in the absence 
of an investigation ? 

Mr. Foorr. That is not just my conclusion, but that of my seniors 
as well. After listening to all the information that we got 

Mr. Materz. From whom? 

Mr. Foorr. From the A. T. & T., and I have no reason to believe 
that they were lying about it—it w as perfectly obvious to anyone that 
it would cost the consumer more money if we tried to put competition 
into that field. 


The CuarrmMan. Did you get any information from the independent 
manufacturers / 
Mr. Foorr. Well, Mr. Chairman, let me give you one example—— 


The Caiman. Just let me ask you another question before you 
complete that answer. 
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Did you get any information from any source other than the A. T. 
& T. on that subject? Your counsel won’t be able to help you on 
that. That is a question of fact. 

Mr. Foore. I am trying to think of whether we might have gotten 
some from other agencies in the Government, or not. I have no dis- 
tinct recollection that we did. After all, if we didn’t get busy and 
do something about this case, I would have the thought we would 
have been derelict in our duty. If we waited around for a 3- year 
field investigation of this character, we would never get anywhere. 

The Cuarrman. Do you want to say anything else? 

Mr. Foorr. I think this case was brought in 1949, was it not? 

Mr. Materz. Yes. 

Mr. Foorr. A great many letters had been received from the De- 
fense Department : about why this case should not be tried, or settled, 
or anything else, or kept in abeyance. This was some 6 years later, I 
don’t think that is the w ay to handle a case. 

Mr. Materz. Mr. Foote, is it not correct that the FCC had found, 
in 1939, that Western’s prices were higher than independent manu- 
facturers’ prices for certain items of comparable equipment ? 

Mr. Foorr. I am not entirely familiar with that report, but I don’t 
believe that that is what they found. They may have made some 
findings as to a few items, but they didn’t make any general find- 
ing of that character, because I don’t believe it. 

Mr. Materz. Had you more recent information, or was there any 
more recent study by any Government agency with respect to this 
problem ? 

Mr. Foorr. Not that I know of. But let me say this to you: That, 
on a simple a matter as supplying cable, you would think that almost 
anybody—and I did, too, when I started out on this—could make 
cable; that Anaconda or any big company could make cable of 9 
kind, that A. T. & T. and subsidiary companies wanted as cheaply 
Western Electric could. But they demonstrated by 

The Cuamman. What was that last one, please? Repeat it. 

Mr. Foorr. You would think that cable would be a relatively sim- 
ple item to manufacture, and, therefore, any big company other than 
Western Electric could compete in that field. That would be your 
normal conclusion. We found out that A. T. & T. had put out bids 
on numerous occasions for cable when they couldn’t get it all from 
their own company, or to try out the competive field, and it always 
cost them about 30 percent more, which merely adds to the consumer’s 
telephone bill. 

The CuatrmMan. The higher the price that will be paid by Bell 
System to Western Electric, the higher the rates would ev entually 
become to the consuming public; is that correct ? 

Mr. Foorr. Exactly so. 

The CHarRMan. Wasn't that important enough, in your mind at 
that time, to prompt you, at least, to make some investigation or have 
some entity make an investigation or have the Department investi- 
gate this matter before you came to a conclusion on the matter? 

Mr. Foorr. Not, Mr. Chairman, where it would involve a delay 
of that nature, and where I thought the evidence presented by the 
company was convincing on that score, conclusive. We went down 
that alley a long time, let me tell you. 
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Mr. Keatina. I am not sure that the chairman, in his line of ques- 
tions, understood your answer to the previous question. My under- 
standing of your answer was that, on the occasions when A. T. & T. 
had asked for bids for this cable from other companies, they were, 
in general, 30 percent above what Western Electric was charging. 

Mr. Foore. That is correct. 

Mr. Keatine. If A.d’. & T. had bought it from outside the system, 
would it have had the resulting effect, eventually, of raising sub- 
scribers’ rates ? 

Mr. Foorr. Exactly. 

Mr. Keattne. They would have had to pay 30 percent more? 

Mr. Foorr. Exactly so. And that is, relatively, the most simple 
item. 

Mr. Keattne. This information was given to you by A. T. & T.? 

Mr. Foorr. That’s right. 

Mr. Keating. But you felt it was reliable. Did you have any rea- 
son to feel it was reliable; did they show you figures? 

Mr. Foore. Yes. 

The Cuarrman. In other words, as I asked the question before, you 
did not get any information concerning this matter from sources 
other than A. T. & T.? 

Mr. Foorr. On the question of costs ? 

The Cuatrman. Yes. On the question of the cable. 

Mr. Foorr. That is correct. 

The CuarrMan. So that it was A. T. & T. that gave you this infor- 
mation about 30 percent more ? 

Mr. Foorr. Certainly. But they presented 

The Cuarrman. You didn’t check on those figures ? 

Mr. Foorr. I didn’t go and get an auditor, no, because I don’t be- 
lieve they would lie about the figures. 

The Cuarrman. I don’ t charge A. T. & T. with lying about anything. 
But you were a responsible official of the Department of Justice and 
you had a very important controversy here. A. T. & T. was fighting 
to maintain its control over Western Electric; it was going to do all and 
sundry and it was 2a for it to want to do so to keep its control 
over Western Electric. I don’t say they were lying. I don’t know. 
But I think that while you were in that position, I “would have gone 
a little bit further than merely accept their statements on faith. They 
may have been mistaken. There may have been lots of contingencies 
that should have been gone into to see whether or not that statement 
was properly founded. 

Mr. Foorr. Mr. Chairman, they put out—excuse me. 

The Cuatrman. Go ahead. 

Mr. Foorr. They put out bids and they showed us the results of the 
bids and what their own costs were. These costs were audited by the 
FCC, and the National Association of Utilities. 





The CuatrMan. There are thousands of other items besides cable, | 
aren’t there ? 

Mr. Foorr. That is relatively the most simple item. Mr. Chairman. 

The Cuarrman. What is that? 

Mr. Foorr. The costs would have been even higher on other items 

The Cuatrman. How did you know ? 

Mr. Foorr. Because I saw the bids. 
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The Cuairman. I beg your pardon ? 

Mr. Foorr. I saw the bids. 

The Cnarrman. But again your information was purely from one 
source, namely the A. T. & T. ? ' 

Mr. Foorr. Well, their costs were audited by the FCC and NARUC. 

The Cuatrman. Yousay they were audited ? 

Mr. Foorr. Well, as you know, Mr. Chairman, the FCC and the 
NARUC—the Subcommittee of the NARUC which investigates the 
costs of Western Electric, has all these figures. It would have been 
impossible for A. T. & T. to have presented any— 

The Cuarrman. Did you communicate with officials in governmental 
organizations who were in charge of regulating A. T. & T.—did you 
confer with them as to relative costs of competitors of Western ? 

Mr. Foorr. We got a letter from NARUC, as I recall it, stating that 
they carefully covered this situation. Furthermore, let me say this, 
that Western Electric’s profit margin is a lot less than an ordinary 
manufacturer’s profit margin is. If you divorced Western Electric, 
and for instance broke it up into three companies, those companies, in 
order to exist as independent outfits, would have to make a larger 
profit margin than they would as a subsidiary of A. T. & T., resulting 
in still higher costs carried on to the consumer. 

Mr. Kratine. Mr. Chairman, I have another question. Apparently 
from the questioning here of you, Mr. Foote, the counsel las some 
evidence to the effect that other companies were prepared to furnish 
cable and other items at competitive prices, and that there was not 
this differential. I assume in due course he will present that evidence. 
This thing dragged on for five or six years before you ever got into it. 

Was any evidence ever brought to your attention by these other 
companies that watch these things like a hawk, to the effect that they 
were prepared to sell to A. T. & T. at prices competitive with Western 
Electric ¢ 

Mr. Foorr. No such evidence was ever brought forward by any of 
these companies, or by the staff. 

The Cuarrman. Why should an independent company come to you 
and gratuitously offer this information if you didn’t ask them for it? 
It was not their business to interfere. They wouldn’t know anything 
about this situation. They were kept in the dark about these settle- 
ment negotiations. 

Mr. Kratine. Mr. Chairman, they do that all the time. 

Mr. Foorr. You bet they do. 

Mr. Keratrnc. That is the way the Justice Department often gets 
into action. 

Mr. Foorr. Exactly. 

Mr. Krattne. Smaller companies claim they are being picked upon. 
You get those letters and I get them, even on this Committee. We get 
them all the time. 

The Cuamman. They wouldn’t intervene in an antitrust suit. 

Mr. Krattna. Not intervene but call attention to the evidence which 
I assume counsel is going to produce here to the effect that these figures 
were phoney, that the small companies were ready to sell to A. T. & T. 
at competitive figures, and that this talk about 30 percent higher 
was just asales talk from A. T. & T. 

The Cuarrman. I didn’t say the figures were phoney. 
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I don’t like to use a dirty word. 

Mr. Keatine. We might as well face it. I would like to know what 
evidence counsel is going to produce here to the effect that these 
figures A. T. & T. was giving were inaccurate ? 

“Mr. Foore. ae I say something ? 

The Cuarrman. Let Mr. Foote answer. 

Mr. Foorr. In the first place, they didn’t come forward with any 
such information, and I am sure they would if they had any. 

In the second place, I am maybe guessing but I am pretty sure that 
any evidence that counsel has about comparative costs is ancient 
history, and had nothing to do with comparative costs at the time 
this case was being settled. 

Mr. Keatrnc. I don’t know. That remains for counsel to produce. 
We are not informed on that. I assume he has something on this, or 
this line of questions would be meaningless. 

The Cuarrman. Go ahead. 

Mr. Maerz. Mr. Foote 

Mr. Foorr. Also, may I say this: If the staff thought that this 
kind of investigation should have been made—they had the case 
around there for 5 or 6 years and never did anything about it. 

Mr. Materz. Mr. Foote, so that we can place this matter in per- 
spective: It is correct, first, that Mr. Kramer recommended this 
investigation ? 

Mr. Foorr. He recommended it at the time he states. 

Mr. Maxerz. Second, did you check with the experts in the FCC 
with respect to price comparisons ? 

Mr. Foore. No, sir; not at that time. 

Mr. Maerz. You say that you had studied the report of the Fed- 
eral Communications Commission ? 

Mr. Foorr. I say that I have read it. 

Mr. Marerz. Did you study it? 

Mr. Foorr. I suppose you could say that I studied it. 

Mr. Marrrz. Are you familiar with the statement on page 309 
of this report, and I quote: 

This table shows Kellogg’s piece-part price is 161 percent of Western’s price, 
and Stromberg’s piece-part price is 140 percent of Western’s price, whereas 
Kellogg’s complete assembly list price is only 90 percent of Western’s price 
and Stromberg’s complete assembly price is 98 percent of Western’s price. If 
reductions are made for average discounts actually allowed on sales, Kellogg’s 
and Stromberg’s prices for these circuits amount to 83 percent and 88 percent, 
respectively, of Western’s prices. The results do not, of course, reflect any 
weighting on the basis of the relative amounts of equipment sold by the 
independents assembled and unassembled, respectively. 


Were you familiar with that statement ? 

Mr. Foore. I think I probably read it. I would like to point. out 
that that was 1939. A great deal has been done since that time. 

Mr. Materz. Do you know of any subsequent price comparison 
study by any Government agency since 1939 ? 

Mr. Foorr. No, I do not. I also know that Western Electric’s 
costs are carefully eed by the FCC and by 

Mr. Materz. Did you ever make the statement to Mr. Price in 
January 1955 that it was your view that the Commission couldn’t 
effectiv ely check Western Electric’s costs ? 
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Mr. Foorr. I think that in January 1955 I was exploring this sit- 
uation and not convinced either way about it, and I think that I 
told him that I had heard that. That is his memorandum, not mine. 

Mr. Materz. Going back to the FCC report, didn’t it state at page 
313, and I quote: 

A straightforward comparison of Stromberg’s and Western’s prices for equip- 
ment sold as new switchboards can be made directly for 80 percent of the 
equipment included in the American Co. pricing of Bell System small manual 
switchboards. This comparison indicates Stromberg’s prices to be 18 percent 
below Western’s. If functionally comparable circuits are priced in the same 
way, the results indicate Stromberg’s prices to be 21 percent below Western's. 
These differences in favor of Stromberg exceed somewhat those set forth in 
table 52 for a slightly different switchboard at a different pricing date. 

Were you familiar with that ? 

Mr. Foorr. I probably read it at one time but let. me point out 
again that that was 1939 and also it does not. show there that that 
equipment was suitable for inclusion in the A. T. & T. system. There- 
fore, the comparison is not on a valid basis. 

Mr. Marerz. Are you familiar with what the Federal Communi- 
cations Commission said on page 319 of this report : 

The results shown on table 53 indicate Kellogg’s prices for these switchboards 
would have been 75 percent of Western's, Stromberg’s 80 percent of Western’s, 
and Automatic Electric 90 percent of Western’s. 


Are you familiar with that? 

Mr. Foorr. I probably read it. Let me point out again that there 
is no statement anywhere in there to the effect that this is equipment 
suitable for inclusion in the A. T. & T. system. There is no real com- 
parison of prices. 

Mr. Marerz. Are you familiar with this statement by the FCC: 
The assembled equipment comparison is informative however if for no other 
purpose than to indicate that the American Co.’s price comparison studies are 
not convincing as to the reasonableness of Western’s prices to the associated 
companies. 

Mr. Foorr. They might not have been in 1939. I don’t know. I 
am talking about 1954 or 1955. 

Mr. Maerz. Were they convincing to you in 1954? 

Mr. Foorr. Was who convincing ? 

Mr. Materz. Were you convinced ¢ 

Mr. Foorr. I was convinced by the time I got through, that if we 
divested Western Electric it would result in higher costs to the 
telephone user, period. 

Mr. Keratrne. Mr. Chairman, let me ask a question here. You 
have testified, Mr. Foote, that there was no complaint that came to 
your attention by these independent companies that they could sell 
to A. T. & T. at competitive prices with Western Electric. 

Now let me take the converse of that. Had you had any communi- 

‘ation or information from independent companies that they would 
not want the divorcement for fear that. Western Electric would be- 
come a competitor with them with these independents ? 

Mr. Foorr. No, I did not but I would think that that would be a 
natural attitude for them to take. 

Mr. Materz. You had no information to that effect either one way 
or the other? 
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Mr. Foorr. No. 1 might point out again that this whole subject 
of Western Electric’s costs was discussed fully and thoroughly with 
Judge Barnes, and that while I am not—I was convinced, and i think 
Judge Barnes was also convinced of the same thing. 

Mr. Maerz. Mr. Foote, did you get any price comparison infor- 
mation from any source other than A. T. & T. ¢ 

The Cmatrman. He has answered that. 

Mr. Materz. Do you recall participating in a conference with 
A: T. & T. representatives on December 10, 1954 ¢ 

Mr. Foorr. Not specifically, but I probably did. 

Mr. Mauerz. I believe that a memorandum of this conference was 
read in the record of this committee. Have you had occasion to ex- 
amine that ¢ 

Mr: Hanson. That one that begins “At the last meetmg Barnes 
was not well”? 

Mr. Mauerz. December 10, 1954. 

Mr. Foorr. This doesn’t have any date on it. That is why I 
asked you. 

Mr. Maerz. It is captioned “Summary of Conference at Depart- 
ment of Justice, December 10, 1954.” The first sentence reads: 


Judge Barnes was not present at any part of the conference. 


Mr. Hanson. We don’t have a copy of that. 

Mr. Maerz. Have you examined the transcript beginning at 
page—— 

Mr. Hanson. Which date, Mr. Maletz ¢ 

Mr. Materz. (continuing). Page 407, April 1, 1958. 

You had occasion to examine that transcript ? 

Mr. Foorr. I think I read it. Let me look at it. That is at page 
407 ¢ 

Mr. Mauerz. Yes, sir. Have you had occasion to examine the 
transcript beginning at page 407 and going through to page 415! 

Mr. Foorr. Yes. 

Mr. Maerz. To the best of your recollection does this memo- 
randum summarize events that took places at this meeting in the 
Department of Justice on December 10, 1954? 

Mr. Foore. It is substantially correct. 

Mr. Maerz. Do you recall that you presided over this meeting ? 

Mr, Foorr. I think I did. 

Mr. Maerz. In the course of this meeting did you state in effect 
that there were four things the Department could do with this case: 
dismiss it, prosecute it, post pone it, or settle it? 

Mr, Foorr. Probably did. 

Mr. Maerz. Did you also state that you assumed that the de- 
fendants would be better off with a settlement than with a dismissal, 
since a dismissal would certainly not silence such people as Senator 
Kefauver / 

Mr. Foorr. Well, this is somebody else’s memorandum, and not 
mine. 

I think I was being a little facetious with the boys at that moment. 
You liave to have a little lev ity once ina while. 

Mr. Keating. You didn’t give any attention to our chairman. I 
resent that. 

Mr. Foorr. I think perhaps they left that out of the notes. 
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Mr. Materz. What did you mean when you said you assumed 
that A. T. & T. would be better off with a settlement than with a 
dismissal ? 

Mr. Foore. I think I meant that they would probably like a settle- 
ment better than a dismissal, and the decision to settle it rather than 
dismiss it was not mine. It had already been made by my seniors. 

Mr. Materz. Why would they like a settlement better than 
dismissal ¢ 

Mr. Foorr. If I were a lawyer, a settlement in court with no termi- 
nation date on it ties it up for a long time unless there is some basis 
for reopening it. 

Mr. Maerz. Would you repeat that answer ? 

Mr. Foors. I think it is quite obvious to any lawyer, if you dis- 
miss a case without prejudice, the Department is at liberty to bring 
the case again. I assume this is what you are after. 

Mr. Maerz. Did you feel that A. T. & T. would be better off with 
a settlement than with a dismissal ? 

Mr. Foore. Did I feel this?) The decision had already been made 
that that is what they were going to do. 

Mr. Matrerz. Had the decision been made in December 1954? 

Mr. Foorr. No. I think it had but I am not sure. 

Mr. Materz. In December 1954¢ 

Mr. Foorr. Perhaps it had not. I may be wrong. 

Mr. Maerz. What was the occasion for your making a comment 
that you assumed that the defendants would be better off with a 
settlement than with a dismissal ? 

Mr. Foore. [ had already said that that is tied in with the remark 
about Senator Kefauver, and once in awhile with a conference you 
have to have a little levity. It is obvious to any lawyer that he would 

rather have a settlement than a dismissal, though as Mr. Kramer 
testified, he had never seen a lawyer yet that wouldn’t take a dismis- 
sal and run with it. 

Mr. Maerz. Did you think that the defendants would have been 
better off with a settlement requiring divorcement than dismissal ? 

Mr. Foorer. I don’t think that ever arose, that I contemplated that. 

Mr. Materz. Did Mr. Wood and Mr. Price tell you at this meeting 
on December 10, 1954, that they would be happy at this point to take 
clismissal ? 

Mr. Foorer. I certainly assumed that they would be, and if they did 
T wouldn’t argue with them about it. 

Mr. Marerz. [ thought you just said that any lawyer would—— 

Mr. Foorr. Would grab a dismissal and run with it. 

Mr. Materz (continuing). Would prefer a settlement on dismis- 
sal. Did I misunderstand you? 

Mr. Foorr. I am sure Mr. Wood, because on a number of occasions 
counsel for A. T. & T. asked that the case be dismissed. The decision 
was finally made that we would not dismiss it but would try to settle 
it. 

Mr. Materz. Why did you make reference to Senator Kefauver? 

The CuatmrmMan. You don’t have to answer that. 

Mr. Materz. Do you recall making the statement to Mr. Price at 
your home in January 1955 that “A dismissal can’t be attempted 
now” ? 
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Mr. Foorr. I probably did. 

Mr. Materz. What did you mean by that ? 

Mr. Foore. I think that was based on a number of indications that 
I had had with my seniors at one time or another, on whether the 
case should be dismissed or whether it ought to be settled. 

Mr. Materz. Why did you make the statement “A dismissal can’t 
be attempted now” ? 

Mr. Foore. In the first place, at this time we were exploring all 
avenues of settlement and trying to determine what to do in the best 
interests of the United States. Therefore, it was silly to try to get 
the Department to dismiss it at this moment. 

The Cuarrman. Did you have in mind a suggestion of a dismissal 
Did you have this in mind ? 

Mr. Foorr. No. 

The Cuatrman. Did Mr. Price ask you whether you thought there 
could be a dismissal ? 

Mr. Foorr. I think he did. And I told him that at this time it was 
premature to decide—premature to—— 

The Cuarrman. Your words apparently were “A dismissal can’t 
be attempted now.” Does that mean that you could have a dismissal 
at some other time ¢ 

Mr. Foorr. Mr. Chairman, at that time I had an open mind about 
what should be or shouldn’t be done about this case and therefore ] 
was trying to indicate it was premature to ask for that. 

Mr. Maerz. Are you familiar with the testimony of a Kramer, 
and I quote from the transcript of testimony of May 1, 1958, page 
1257: 


Finally, I pointed out that if my arguments did not convince the Attorney Gen- 
eral, it would be far wiser to dismiss the complaint without prejudice than to 
enter into a consent decree that would recognize Western Electric as a chosen 
instrument of monopoly. I pointed out that antitrust consent decrees are de- 
signed to endure for generations and that this decree would prevent a future 
Attorney General, whose opinions might differ with those of the then Attorney 
General, from bringing any effective antitrust action against Western Electric. 
In short, the decree would operate as a kind of umbrella over Western’s monop- 
oly. 

Do you recall that testimony ¢ 

Mr. Foorr. Yes. 

Mr. Materz. My question is this: You thought, did you not, that 
was silly to conse trying the present case ¢ 

Mr. Foorr. Yes. I didn’t think we could win it. 

Mr. Macerz. As a matter of fact, didn’t you think that the lawsuit 
was silly and unwise ¢ 

Mr. Foorr. Yes, sir; and I still do. 

Mr. Maerz. If you thought that the lawsuit was silly and unwise, 
why then did you oppose Mr. Kramer's recommendation to dismiss 
the case without prejudice in heu of accepting the proposed setitle- 
ment ¢ 

Mr. Foorr. What time, what period was this, so that I will have 
the date correct / 

Mr. Materz. You will recall Mr. Kramer’s testimony-—— 

Mr. Hanson. We are trying to place the time as to when this was 
supposed to have happened. 

Mr. Macerz. November or December 1955. 


it 
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Mr. Foorr. Because it had already been decided that we would not 
dismiss the case, that we would settle it, which I had already com- 
municated I think to Mr. Kramer. 

Mr. Materz. Had you recommended in November or December 1955 
dismissal of the action ? 

Mr. Foorr. Had 1? 

Mr. Maerz. Yes. 

Mr. Foorr. No. 

Mr. Maerz. At any time had you recommended dismissal of the 
action ¢ 

Mr. Foorr. No. 

Mr. Maerz. Yet you thought the case was silly and unwise? Is 
that right ¢ 

Mr. Foorr. The Government had spent a lot of money preparing 
the case. It would be better to settle it on the best basis we could for 
the Government. 

Mr. Maerz. If you thought the case was silly and unwise, why 
didn’t you recommend dismissal without prejudice ? 

Mr. Foorr. Why didn’t I? 

Mr. Maerz. Yes. 

Mr. Foorr. Because I think that the settlement we got probably is 
greater in the Government's best interests. 

Mr. Materz. I beg your pardon / 

Mr. Foore. Because I think the settlement which we ultimately 
got, which after all ties Western Electric down ad infinitum—and 
A. T. & T.—was at least a partial victory for the Government, and 
quite a substantial one in fact, whereas a dismissal would have been 
a recognition that the Government threw up its hands. 

Mr. Materz. Did you personally oppose Mr, Kramer’s recommen- 
dations to dismiss without prejudice, rather than accept the decree 
proposed ? 

Mr. Foorr. This subject was discussed a number of times with 
my seniors. It was everybody's conclusion that we would try to settle 
it and not dismiss it. 

Mr. Maerz. You personally then did oppose Mr. Kramer's recom- 
mendation to dismiss the case without prejudice rather than accept 
the decree, is that right / 

Mr. Foorr. In these arguments and discussions, ves, I did. 

Mr. Maerz. At the outset of these settlement ia cid 
you think that the case was silly and unwise / 

Mr. Foorr. At the outset of these negotiations I had no definite 
conclusions because I didn’t have enough knowledge of the case. 

Mr. Maerz. When did you first think the case was silly and 
unwise ¢ 

Mr. Foorr. I don’t see how I can answer that, because I don’t 
know. 

Mr. Maerz. Don’t you recall when you came to such a conclusion? 
Was it late—— 

Mr. Foorr. It was after we had explored a number of avenues 
and I had gone over the case thoroughly. I spent a great deal of 
time on it. 

Mr. Maerz. At any time after you came to this conclusion, did 
you recommend dismissal without prejudice ? 
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Mr. Foorr. No, sir. 

Mr. Marere. W hy not? 

Mr. Foore. For the reason I previously stated. I think that the 
Government got a better 

Mr. Materz. This is before you knew what the Government would 
get; is that right ? 

Mr. Foorr. All right, but at least we were going to try to get it. 
Why should I recommend dismissal ? 

Mr. Maerz. Let me ask you: Did anybody in the Government 
staff think the case was without merit ? 

Mr. Foorr. Are you talking about, maybe, the people who were 
working under me? 

Mr. Maerz. Yes. 

Mr. Foorr. No, but I think a number of them thought it was doubt- 
ful whether we could win it. I refer you to Mr. Kramer’s testimony 
on that subject. 

Mr. Mauerz. Did Mr. Kramer think the case was without merit? 

Mr. Foorr. No; he didn’t. 

Mr. Maerz. Did Mr. Murphy think the case was without merit? 

Mr. Foorr. No. 

Mr. Maerz. Did Mr. Kilgore think the case was without merit? 

Mr. Footer. No, but they didn’t think that everything in the peti- 
tion was meritorious, either. 

Mr. Maerz. Do you know of any member of the Government staff 
who thought the case was without merit / 

Mr. Foorr. On the antitrust staff, you are referring to? 

Mr. Maerz. Yes. 

Mr. Foorr. The only ones I discussed it with were the ones who 
were really concerned with the case, and I have already answered 
that. 

Mr. Mauerz. Did anybody in the Government staff think that the 

case was silly or unwise except yourself ? 

Mr. Hanson. I might just interpose for a moment, if I may, Mr. 
Chairman, that the Government staff covers a wide latitude of people. 

The Cuairman. I think he means the antitrust staff. 

Mr. Hanson. Obviously, Judge Barnes and Mr. Foote are also 
parts of the Government’s antitrust staff. I would suggest that it 
is quite obvious that Mr. Foote and Mr. Barnes, as he has testified, 
felt that the case probably was not as meritorious as Mr. Kramer 
and Mr. Murphy and Mr. Kilgore did. And it should be noted Mr. 
Kilgore is in the Enforcement Division and, actually, not in the prep- 
aration of the case, where Murphy and Kramer were in the prepara- 
tion of it. 

The Cuamman. Mr. Hanson, you are arguing now. We are just 
trying to get the facts. 

Mr. Hanson. I _ sorry. 

The Cuarreman. I do think we have covered that phase of the in- 
vestigation sufliciently. 

Mr. Maerz. Did you have a meeting at your home with Mr. Price 
in the early part of January 1955 to discuss this lawsuit ? 

Mr. Foore. I had a meeting with him at my home about that time. 

The Cuamrman. Was this at your home? 

Mr. Foorr. This was in my home, where I paid the bill. 
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Mr. Materz. Did you initiate the meeting with Mr. Price? 

Mr. Foorer. I do not think so, But I think we wanted to talk some 
more. I have forgotten exactly what happened in any such conver- 
sation as that. I said 

Mr. Maerz. Mr. Price testified : 


It was a very interesting— 


quoting from page 417 
Mr. Hanson. Of which volume? 
Mr. Materz. Tuesday, April 1, volume 5. 


It was a very interesting little chapter. Foote came into this thing cold from 
the outside. He did not know anything about our case, and did not know any- 
thing much about the Antitrust Division, either. 

Mr. MALETz. Excuse me, sir; was he the chief negotiator at that time for the 
Government? 

Mr. Price. Well, I do not know that we were sure about his status, but he 
seemed to be taking the lead. Yes; he presided at one of these meetings, as 
I remember. When he came into it, he was thrown into these large meetings, 
7 or 8 people, and he indicated to us he would like to get a more informal, 
down-to-earth contact with this case and get, really, an opportunity to talk 
it out in an informal way. And, with that in mind, he invited me to go and 
have dinner with him. 

Well, I talked it over with my associates, and we concluded that it would 
be all right if Judge Barnes knew about it, and did not have any objection. 

Well, we got asssurance that that was so; that Judge Barnes knew that Mr. 
Foote was inviting me to dinner and that it was all right, and so I went and 
I had dinner with Mr. Foote and Mrs. Foote and their son out at their home 
here in Washington, one night in—oh, I think it was probably January 1955, 
a cold, winter night, I remember; I remember waiting for the taxi. And we 
had a nice dinner, and after dinner he and I sat down for an hour, maybe an 
hour and a half, and we talked about this case and, really, we gossiped about 
it, That is, I can say that because when I left there I sat down with a pencil 
and scratched down a lot of things that we had said, just to sort of keep them 
in my mind for my own purposes, and that very rough and, perhaps, slightly 
indiscreet set of notes stayed in the file, and you have it. 








Does this refresh your recollection ? 

Mr. Foorr. Yes; that is substantially correct. I refer you to Mr. 
Kramer’s testimony about my coming into the matter cold and not 
having any knowledge of this. I think anybody who said he was an 
expert on that case when he first came into it would be crazy. 

Mr. Marrerz. Do you recall now that you invited Mr. Price to have 
dinner with you at your home to discuss this case ¢ 

Mr. Foor. I invited him to have dinner at my home; yes. 

Mr. Maerz. Did you get clearance from Judge Barnes to discuss 
this matter on this basis with Mr. Price? 

Mr. Foorr. I told Judge Barnes I was having dinner with Mr. 
Price. 

Mr. Maerz. Did you get clearance from Judge Barnes to discuss 
the case at this dinner with Mr. Price? 

Mr. Foorr. I assumed he knew that I would. 

Mr. Materz. How could you assume that? 

Mr. Foorr. What else would I be doing that for? I was a very 
busy man on that job. I had any number of cases to look after 
besides this one, and all the correspondence to keep track of. And 
once in awhile you get tired of that go-around and you want to sit 
down quietly somewhere and talk quietly about. it. 

Mr. Maerz. Specifically, did Judge Barnes say it would he all 
right for you to discuss this case privately with Mr. Price at your 
home ? 
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Mr. Foors. I repeat what I said; that I told Judge Barnes that I 
was having dinner with Mr. Price and he was coming to my house. 

The Cuatrman. Did you tell him 

Mr. Foore. He raised no objection to it. 

The Carman. Did you tell Judge Barnes that you were going 
to discuss this telephone case with Mr. Price? 

Mr. Foorr. I don’t know whether I did or not. I assume he had 
concluded that I would. 

The Cuarrman. That was just an assumption on your part ? 

Mr. Foorr. I think I probably told him, but I can’t recollect the 
exact conversation. 

Mr. Materz. You have had an opportunity to examine the memo- 
randum which Mr. Price prepared of this discussion with you in 
January 1955, have you not? 

Mr. Foorr. Yes. 

Mr. Maerz. Does this memorandum, to the best of your present 
recollection, set down the events which took place at this meeting with 
Mr. Price? 

Mr. Foorr. Well, it is Price’s memorandum. I was not a great 
memorandum maker, you know. 

Mr. Materz. I am not asking you whether you were a great memo- 
randum maker. Is Mr. Price’s memorandum of this discussion that 
you had with him accurate to the best of your present recollection ? 

Mr. Foorr. I would say it is substantially 

The Cuarrman. Suppose you run through it before you answer. 

You have been in possession of this, have you not? 

Mr. Foorr. It is obviously his characterization of the conversation. 
I think if I had made the memorandum I might have stated it dif- 
ferently. That is the best I can say. 

Mr. Marerz. Then the memorandum is substantially accurate, I take 
it, according to the best of your present recollection. 

Mr. Foore. I just gave you my answer, Mr. Maletz. It is, sub- 
stantially. 

Mr. Maerz. Substantially accurate, is that your answer? 

Mr. Foore. Yes, although I wouldn’t agree with all the characteri- 
zations in it. 

Mr. Materz. In the course of this discussion did you tell Mr. Price 
that Judge Barnes never ruled dismissal out of his mind and that 
Mr. Kramer would rather dismiss than to take a weak decree? 

Mr. Foorr. I probably did, but I have no distinct recollection 
about it. 

Mr. Maerz. Why did you tell Mr. Price what the attitude of Judge 
Barnes and Mr. Kramer was? 

Mr. Foorr. Why did I tell him that? 

Mr. Maerz. Yes. 

Mr. Foorr. I thought he would be interested. I saw no reason for 
not telling him. 

Mr. Materz. What? 

Mr. Foorr. I saw no reason for not telling him. 

The CuHarrmMan. Were you authorized to tell Mr. Price the attitude 
of these gentlemen / 

Mr. Foorr. Mr. Chairman, the next day I went into Judge Barnes’ 
office and I told him the substance of all our conversation. That is 
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all I can tell you. He made no objection to it. He doesn’t authorize 
me spec ifically from day to day and minute to minute to make any 
specific statement. 

The Cuamman. That is not responsive. You might answer “Yes” 
or “No.” 

Were you authorized to express the attitude of Judge Barnes and 
Mr. Kramer to Mr. Price? 

Mr. Foorr. Not in advance of the meeting specifically, but I told 
him of the conversation the next day. 

Mr. Maerz. Did you also tell Mr. Price that you were undecided 
on whether the defendants, in the risk of a dismissal, would run more 
risk for the future ? 

Mr. Foorr. I have no recollection of that. I doubt if I said that. 

The Cuairman. That is in the memorandum of Mr. Price. 

Mr. Foorr. That is his memorandum. I didn’t make it. 

The CuarrmMan. You said the memorandum was substantially 
correct. 

Mr. Foorr. Now you are trying to pin me down to details about 
every single word in it, and characterization. I can’t— 

The Cuarrman. I asked you— 

Mr. Foorr. I said I had no recollection of that specilic statement. 

The CHatrmMan. Yet you say the memorandum is substantially 
correct, 

Mr. Foorr. This was in January 1955. I have no exact. recollection 
of the conversation. 

Mr. Maverz. Did you, in effect, indicate to Mr. Price that there was 
a probability that the defendants would be better off in the future 
with a consent decree rather than a dismissal without prejudice? 

Mr. Foorr. I have no recollection of that statement. 

Mr. Maxerz. Did you indicate in substance that particular thought 
to Mr. Price? 

Mr. Foorr. Did I what ? 

The Cuamman. Did you indicate that particular thought to Mr, 
Price? 

Mr. Foorr. I don’t believe I did, unless I might have been think- 
ing about selling him on the idea of taking a consent decree, trying 
to advance the Government’s point of view. 

Mr. Maerz. Do you recall Mr. Kramer's testimony that he, Mr. 
Kramer, concluded that A. T. & T. counsel preferred the consent de- 
cree proposed rather than dismissal of the case without prejudice? 

Mr. Hanson. Read that back, will you? We didn’t get it. 

(The reporter read the question.) 

Mr. Foorr. That is Kramer's conclusion, but 1 wouldn’t say that he 
didn’t say that. 

Mr. Marerz. Did you indicate to Mr. Price the possibility of a pro- 
vision in the decree containing a general requirement that the Bell 
operating companies buy from others if they should offer equal quality 
at lower prices ? 

Mr. Foorr. Mr. Maletz, one of the things we explored at great 
length is whether or not we couldn’t get the A. T. & T. to agree to 
farm out, so to speak, at least a proportion of its purchases and make 
them from other than Western. You have to bear in mind we were 
exploring all avenues at this time. 
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Mr. Maerz. Did you also tell Mr. Price that in all probability 
nobody could compete and thus such a requirement would not make 
any real change / 

Mr. Foorr. When is this? 

Mr. Materz. At this meeting with Mr. Price. 

Mr. Foorr. I do not recollect it. 

Mr. Materz. You don’t recollect. 

Did you indicate to Mr. Price that, in your opinion, the regulatory 
agencies could not effectively check W estern Electric’s costs ? 

Mr. Foore. I think I answered that before. 

Mr. Maerz. Yes. 

Mr. Foorr. By stating that, what I really had in mind is that I was 
told that and I was trying to get his point of view on it. I had no 
firm conviction at that time. 

Mr. Marerz. Was it not Judge Barnes’ view that regulatory com- 
missions could not find out enough about Western’s costs, prices, and 
profits to do an effective job of regulation ? 

Mr. Foorr. He had some doubts about it in the beginning, as did I. 

Mr. Maerz. Did you also tell Mr. Price that Judge Barnes had 
not made up his mind that divorcement was unnecessary / 

Mr. Foorr. I probably did. 

Mr. Marerz. Did you also, in the course of your discussion with 
Mr. Price, indicate your belief that the interests of the operating com- 
panies were not separate from those of Western Electric and that 
the system should > actually treated as a unit throughout ? 

Mr. Foorr. Well, I always treated this in my own mind as a unit 
throughout, in the sense that directly and indirectly all of the com- 
ponents are a public utility regulated outfit. 

The Cuairman. If that is the case, weren’t you then, in your con- 
versations with Mr. Price, expressing the view that there should not 
be any divorcement of Western Electric from the Bell System ? 

Mr. Foorr. I don’t think that I ever told him at that time that I 
was— 

The Cuamman. Wasn't that the import of your conversation / 

Mr. Foorr. No, 1 don't think so. 

The Cuarman. Didn't you say that it should remain consistently 
as a unit throughout? You said that. That is your language. 

Mr. Foorr. That isn’t my language. That is Mr. Price’s notes. 

The CuairMan. He is quoting you. 

Mr. Foorr. I think I said that he may have misinterpreted what I 
said,, I think if I said anything it is that we have to treat this as a 
unit. 

The Cuairman. As a unit, then. You say it should be treated as 
a unit. Doesn’t that imply that these should remain together? 

Mr. Foorr. No. It means that in considering this case you have to 
treat it as a unit. After all, we were still exploring around. The 
reason for getting Mr. Price out to the house was to try to get some 
more information, to find out what his point of view was. You would 
with any opposing lawyer. 

I didn’t come to any definite conclusions about, the case myself at, 
that time, Mr. Chairman. 

The Caarrman. But m this memorandum, which is “substantially 
correct” in your own language, it was you who suggested to Mr. Price 
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that Western Electric and this telephone company should be consid- 
ered as a unit? 

Mr. Foorr. I think I have answered that question, Mr. Chairman. 
And if the memorandum says that, then it is incorrect in that respect. 

The CHairman. You don’t want to say now that the memorandum 
is not substantially correct ? 

Mr. Foorr. We are arguing about words now; aren’t we? 

The Crarman. Oh, no. It is very important. Here you have a 
memorandum written by Mr. Price, who certainly didn’t anticipate 
that his memorandum would be presented to a congressional com- 
mittee. It was written in the sanctity of his home or his office. ‘There 
is no reason to believe that he would tincture it with untruths. There 
is every reason to believe that it reflected the conversation that he had 
with you. 

Mr. Foorr. As he understood it. 

The Crarrman. I look upon that memorandum in that light. 

Mr. Foorr. Mr. Chairman, it is Mr. Price’s memorandum, as he 
understood it. 

The Cuatrman. That is what we are trying to get at. 

Mr. Foorr. You are now asking me, your counsel is, very specific 
questions about this conversation and I have already said that his 
characterizations are not mine in the memorandum. 

The Cuarrman,. You see, I also have in mind the fact that you had 
this conversation with Mr, Price in your home, not in the office of 
the Department of Justice where in all likelihood these conversations 
might well have been better carried on. I have those things in mind, 
too. 

Mr. Foore. Well, if you think the conversation is better in an office 
than it isin the home, that is your opinion. 

The Cramman. You don’t think that you can conduct a case of 
this character better in your home? You don’t believe that, do you? 

Mr. Foote. Mr. Chairman, it is the intent of the negotiations, and 
not the locale of where they are carried on, that seems to me to be 
important. 

The Cuartrman. I agree with you that the locale shouldn’t make any 
difference. But in a case like this and in these circumstances, I think 
there is a difference. Sure, I do work at home, naturally, but I am 
not. controlling the destinies of a telephone company or controlling 
a lawsuit involved. 

Mr. Foorr. Neither was I. 

The Cratrman. This is one of the largest operations, probably, 
the world. The American public is involved here. 

Mr. Foore. Certainly, that is why 

The CHarrman. They are paying certain rates. Those rates are 
based upon what the telephone company has to pay for its telephone 
equipment to the Western Electric. It strikes me as a highly im- 
portant matter and it is not a matter to be disposed of partially in 
your home. 

Mr. Foorre. Mr. Chairman, if it hadn’t been a highly important 

matter maybe I wouldn’t have spent all the extra time on it that I 
did, at my expense and not the Government’s. 

Mr. Materz. Mr. Foote, did you also tell Mr. Price that “the Dewey 


matter complicates it for the moment” ? 
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The Cuarmman. What is that? 

Mr. Foore. I certainly brought up the Dewey matter, and if you 
want, I will tell you why. 

Mr. Maerz. Please do. 

Mr. Foorr. As you know, Mr. Scott is a member of that firm—— 

Mr. Maerz. Mr. Stewart Scott? 

Mr. Foorr. Mr. Stewart Scott. 

And I think in addition to what is in here I indicated that I would 
prefer it if the Dewey firm did not appear in the negotiations, because 
I wanted to lean over backward to have no political influence or any 
association of ideas with the Attorney General and so forth with 
the Dewey firm. From that time on 

Mr. Keating. You told him that? 

Mr. Foorer. I told him that, you bet. 

Mr. Keattne. And isn’t it a fact that they did withdraw? 

Mr. Foorr. It is a fact that they did withdraw, as far as I know. 

Mr. Marerz. Was that based on what you told Mr. Price? 

Mr. Foorr. All I know is that they withdrew from any negotiations 
with me or the Department. 

Mr. Materz. Did you have any discussion with Mr. Scott, or any 
other member of the Dewey firm after this conversation with Mr. 
Price in the early part of January 1955? 

Mr. Foore. I don’t think I did. I know that they never appeared. 
I had no discussions with any members of that firm after Mr. Dewey 
became a partner in the firm, which was on January 1, 1955, 

Mr. Materz. Did you also tell Mr. Price at your dinner meeting: 
“Favorable opinion on joining Iranian Oil consortium probably dic- 
tated from above. He (referring to Judge Barnes) relieved of re- 
sponsibility.” 

Mr. Foorr. I don’t remember it. I don’t know why we would be 
talking about this case. 

Mr. Maerz. That is just what I was going to ask you. Why would 
you discuss the Iranian Oil consortium? Do you think Mr. Price 
dreamed this up? 

Mr. Foorr. I may have made it but I doubt it because it didn’t seem 
to me that it has any relevancy to this case. 

Mr. Materz. Do you have any recollection of discussing the Iranian 
Oil consortium matter with Mr. Price? 

Mr. Foorr. No, I do not. 

The CHarrman. Did you discuss with Mr. Price the Attorney 
General’s clearance for American oil companies to participate in the 
so-called Iranian Oil consortium / 

Mr. Foorr. I think I have answered that, Mr, Chairman. I have 
no recollection of it. 

Mr. Materz. Did you tell Mr. Price at this dinner meeting that 
there was no use to have the Defense Department write letters te 
the Justice Department about the A. T. & T, suit? 

Mr. Foorr. I may have indicated to him that we had read enough 
stuff from the Department of Defense. As far as we were concerned, 
it didn’t have too much influence and none on the legality of the 
situation. 

_Mr. Matexrz. Did you also tell Mr. Price that you thought it was 
silly to consider trying the present case ? 
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Mr. Foorr. I think I told him that I would be against trying the 
present case until we could see what we could do about settling it. 

The Cuarrman. You were representing the Government in an im- 
portant case like this and you told counsel for defense just exactly 
what you have indicated now ? 

Mr. Foorr. Mr. Chairman, I think I told him that I would not 
recommend trying this case at this time until we could see what we 
could do about settling it. Why would you have the staff working 
on negotiations and trying the case at the same time? Besides they 
weren t prepared to try it. 

The Cuarrman. Mr. Price’s memorandum says the following, that 
you were alleged to have said: “It is silly to try the present case—” 

Mr. Foorr. That is his characterization. 

The Cuartrman. “Once had a wild idea of submitting on agreed 
facts. I squelehed this.” 

What did Mr. Price mean, if you know, that he “squelched this” / 

Mr. Foore. Of course he was writing a memorandum for his su- 
periors, I suppose. 

Mr. Keatine. Putting it in the best light he could. 

The CHatrman. In any event, you told Mr. Price that you didn’t 
want to try this case which was brought by the Government in all 
seriousness, and you think that that is ‘the wi ay to represent the Gov- 
ernment in your negotiations with defendant in a case as important 
as this 

Mr. Foorr. Certainly I do. I had been put in charge of settle- 
ment negotiations. You can’t try a case and work on settlement 
negotiations in a case of this size at the same time. 

The CuatrmMan. How can you settle a case when you show your 
hand as quickly as all that / 

Mr. Foore. You 

Mr. Matetz. Did you also tell Mr. Price that you were floundering 
but that you were optimistic about working out a settlement in 
the next 6 months? 

Mr. Foore. I told him that I obviously had a lot more to do in 
the way of educating myself and getting information as to possible 
avenues leading toward a settlement, as I was directed to do. 

Mr. Maerz. Did you also tell Mr. Price that the Attorney Gen- 
eral wanted these negotiations pursued actively ¢ 

Mr. Foorr. I did, which is so. 

The Cuatrman. If Mr. Brownell wanted this to be pursued “ac- 
tively”—is that the word ? 

Mr. Maerz. Yes, sir. 

The Cuarrman. How then could you indicate to Mr. Price that you 
were anxious for a settlement / 

Mr. Foorr. I did not indicate to Mr. Price that we were anxious 
for a settlement on any terms. We were exploring the idea of wheth- 
er or not we couid reach a settlement that was satisfactory to the 
Government. 

Mr. Materrtz. Is it not the case that in connection with settlement 
negotiations the Department always has the alternative of going 
to trial? 

Mr. Foorr. Yes, but they don’t necessarily conduct the two con- 
temporaneously. 
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The Cuairman. When you say that you want to settle, you weaken 
your case right at that very point and you simply cause the defend- 
ant to hold out for everything that he can possibly get, because he 
knows that you are not going to press him. Isn’t that the natural 
attitude for a defendant to take in a case like that ? 

Mr. Foorr. Mr. Chairman, I didn’t indicate to them that we 
wanted to do anything other than pursue the possibilities of settling 
the case. 

The CuHatrmMan. But they knew that if you might go to trial 
they are going to give you better terms that otherwise. 

Mr. Foorr. They certainly knew if we couldn’t settle it they would 
probably go to trial. 

Mr. Materz. You told them it was silly to try the case. 

Mr. Foorr. At the present time. 

Mr. Materz. You dian’t say that, according to Mr. Price. 

Mr. Foorr. That is his memorandum, not mine. 

Mr. Materz. You now say that you recall telling Mr. Price that 
it was silly to consider trying the present case at the present ? 

Mr. Foorr. I recall only that I said—while we were conducting 
negotiations about settlement—you couldn't try it at the present time. 

The CHarrmMan. If any man in my office would take that attitude— 
and I have a pretty busy law office in New York, Mr. Foote—and I 
would ask him to confer with the attorney for defendent in the case, 
and right off the bat he said it was silly to try this case, I wouldn’t 
keep that counsel, or subcounsel, or junior counsel 5 minutes. 

Mr. Hanson. Mr. Chairman, as a brother attorney may I make an 
observation, that I too, try a number of lawsuits. Various people 
endeavor to settle cases from different angles. And no two attorneys 
enter them on the same basis. 

The Cuatrman. I understand that. 

Mr. Kearine. I can envision our chairman, who is a very shrewd 
bargainer, coming to me with a lawsuit against him and saying, 
“Look here, Ken, I am just not going to try this case if we can get 
any kind of a decent settlement.” And try to get me to give away my 
shirt to him by that devious device. Maybe this witness was just as 
devious as the chairman might be under similar circumstances. 

The Cuatrman. I have watched the attitude of the witness thus 
far and I am afraid there is not much deviousness about the witness 
before us this morning. 

I can assure you that I am not going to do anything like that to 
you, Ken. 

Mr. Foorr. Mr. Chairman, I want to make it clear that there was 
no indication on my part to Mr. Price that the Government had 
abandoned the idea of the Government going to trial if we couldn’t 
reach a satisfactory settlement. 

Mr. Maerz. In November 1954, or shortly thereafter, did you have 
any discussions with Mr. Wilber Brucker, General Counsel for the 
Department of Defense and now Secretary of the Army, with respect 
to this case ? 

Mr. Foorr. No, sir. 

Mr. Materz. Do you know Mr. H. 8. Dumas? 

Mr. Foorr. Never met him. 
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Mr. Materz. Did you, on or about August 1955, call Mr. Moulton, 
vice president and general counsel of A. T. & T., to tell him that 
Judge Barnes had asked you to prepare a memorandum of the pros 
and cons of the various possibilities for settlement which had been 
discussed in your conference with A. T. & T. representatives ? 

Mr. Foors. I think I called him up about that time and asked him 
to get me some information with respect to what their position was 
about settlement. 

Mr. Mauerz. May I repeat the question ? 

Did you, on or about August 1, 1955, call Mr. Moulton to say that 
Judge Barnes had asked you to prepare a memorandum of the pros 
and cons of the various possibilities of settlement which had been dis- 
cussed in your conference with A. T, & T. representatives ? 

Mr. Foorr. A. T. & T. had been submitting data to us upon our 
request from time to time and I called them and asked them to give 
us some data which I needed for presentation to Judge Barnes. 

Mr. Maerz. Had Judge Barnes asked you to prepare a memo- 
randum of the pros and cons of the various possibilities for settlement 
which had been discussed at conferences with A. T. & T. representa- 
tives ? 

Mr. Foors. I don’t know whether he did or not at that time. 

Mr. Matetz. Mr. Moulton prepared a chronology of events, which 
had been included in the record of these hearings, and I quote from 
the entry under date of August 18: 

Foote called Moulton to say that Judge Barnes had asked him to prepare a 
memorandum of the pros and cons of the various possibilities for settlement 
which had been discussed at our conferences. In order to assist Foote in his 
task we undertook to prepare certain memorandums for him. 

To the best of your recollection, is this an accurate entry ? 

Mr. Hanson. Is that a part out of the context of this chronology ? 

Mr. Maerz. No. This is the entry under date of August 18. I 
have read the entire entry. 

Mr. Hanson. That is just one of a number of entries under this 
chronology? This is just one of the number that begin back on May 
94,1955 ? 

Mr. Maerz. Yes. 

Mr. Hanson. Those are all in the record ? 

Mr. Maerz. The entire chronology is in the record. 

Mr. Foore. Yes, I called him up to ask if there was anything to 
submit. along these limes and if he did, would he piease send it to me 
or give it to me. 

Mr. Maerz. In other words, according to your best recollection 
this is an accurate entry? 

Mr. Foorr. No. It is his characterization, and not mine, particu- 
larly the words, “* * * in order to assist Foote.” All I was asking 
was his side of the case. If he wanted to present it, here was an 
opportunity to do it, as anv lawyer would do as common courtesy. 

Mr, Marerz. Did you tell Moulton that Judge Barnes had asked 
you to present a memorandum of the pros and cons? 

Mr. Foorr. I probably did. 

Mr. Marerz. You probably did. And did you call Mr. Moulton the 
next day, August 19, to say that you and Judge Barnes were to meet 
with the Attorney General on Thursday, August 25, and that you 
should have your memorandum prepared by that time ? , 
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Mr. Foorr. Yes. 

Mr. Marerz. And what was the reason for your calling Mr. Moul- 
ton on August 18 and August 19? 

Mr. Foorr. To get the information from him and to see that he got 
it in on time. 

Mr. Maerz. Get what information ? 

Mr. Foorr. Whatever it was we asked for, to present his side of 
the case. 

Mr. Maerz. To get their side of the case? 

Mr. Foorr. Whatever he cared to present, any arguments that he 
cared to present, so that we could have it for consideration, so that 
Judge Barnes and I could look at it, just like you would ask any 
lawyer. 

Mr. Maerz. Didn’t you have access to the Department files? 

Mr. Foorr. Well, I asked him, “Mr. Moulton, is there any addi- 
tional material that you haven’t previously given to us that you want 
to add for this purpose ?” 

Mr. Materz. Did you feel that it was important for you to get this 
information from Mr. Moulton ? 

Mr. Foorr. I felt that any lawyer on the other side of the case is 
entitled to advance whatever arguments he cares to, particularly when 
the matter is going to be presented to the Attorney General. 

Mr. Materz. A. T. & T. had submitted a number of memorandums 
to you in the past, had it not? 

Mr. Foorr. Certainly. 

Mr. Materz. Wasn't it sufficient in order to understand A. T. & T.’s 
side of the case to just examine those memorandums and summarize 
them ? 


Mr. Foorr. No. 

Mr. Materz. Why not? 

Mr. Foorr. Not necessarily. You always give the lawyer on the 
other side an opportunity to add anything he wants. 

Mr. Matetz. Then did you meet on August 23 in Philadelphia with 
Mr. Moulton to get these memor: andums from Mr. Moulton ? 

Mr. Foorr. I went to the bar association meeting in Philadelphia 
on that date and he gave me some memorandums which he said would 
save time in mailing to me, which 

Mr. Maerz. Did you tell Mr—— 

Mr. Foorr. Just a minute—which memorandums were put in the 
official files. 

Mr, Materz. In other words, you told Mr. Moulton that you had to 
prepare a memorandum of the pros and cons of the various possibili- 
ties for settlement and present this to Judge Barnes; is that right? 

Mr. Foorr. Substantially correct. I told him that we wanted to— 
that we were going to have a meeting and of course we had to be 
prepertd for it, and if there was anything he had to present this would 

e a good time to do it. 

Mr. Marerz. Did you prepare such a memorandum of the pros and 
cons of the various possibilities of settlement for Judge Barnes? 

Mr. Foorr. I don’t remember that I did, or if I did it was on some 
penciled notes that must have been lost. I do remember that Judge 
Barnes and I looked over the staff memorandums, the A. T. & T. memo- 


randums, and got our thoughts together in preparation for the 
meeting. 
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Mr. Maerz. Let me ask the question again. Did you in fact pre- 
pare a memorandum of the pros and cons of the possibilities for 
Judge Barnes ? 

Mr. Foorr. I understand the Department can’t find the memo- 
randums, so I—— 

Mr. Maerz. That is correct. 

Mr. Foorr. So I don’t know whether I did or not. This is a long 
time ago. I think Judge Barnes may have said later, “Well, it isn’t 
necessary to prepare a formal memorandum,” so I didn’t. I always 
prepared one when he wanted one. 

Mr. Materz. Did you transmit these memorandums from Mr. Moul- 
ton to anybody else in the Department of Justice / 

Mr. Foorr. They were put in the official files where the staff had 
access to them. 

Mr. Maerz. Did you transmit these memorandums to anybody else 
in the Department of Justice ? 

Mr. Foorr. I don’t remember whether I did or did not. Probably 
did. 

Mr. Maerz. Mr. Chairman, the Department of Justice has written 
a letter on this matter. May I—— 

Mr. Foorr. Mr. Maletz, may I amplify that and say that at all 
times the staff got all the memorandums from everybody concerned, on 
both sides of the case, their own memorandums and, of course, the 
A. T. & T. memorandums. 

Mr. Maerz. I don’t want to take the time to read this letter. 

May I offer it for the record. It is dated April 30, 1958, from 
Judge Hansen to you. 

The Cuarrman. Give the import. 

Mr. Materz. It indicates that the Department files do not reveal 
any memorandums setting forth the pros and cons of the various possi- 
bilities for settlement of the A. T. & T. case which had been discussed 
in conferences between representatives of A. T. & T. and representa- 
tives of the Antitrust Division. 

The letter further states that— 

The files do contain four documents which appear to be ribbon copies of 
memorandums received from the record at page 486. None of these memorandums 
has any routing slip attached nor does any of them contain any indication that 
it was transmitted to anyone. The memorandums are not grouped within a single 
binder as is the document included in your record, nor does any of them have 
any binder or cover attached to it. 

(The letter follows:) 

APRIL 30, 1958. 


Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

My DeaR CONGRESSMAN CELLER: Reference is made to your letter dated De- 
cember 12, 1957, requesting a copy of a memorandum dated August 23 or 24, 
1955, from Edward A. Foote to Judge Barnes setting forth the pros and cons of 
the settlement that had been discussed with the defendants in United States 
v. Western Electric Co., Inc., et al. By my letter dated December 27, 1957, 
you were advised that we were unable to locate such a memorandum and there- 
fore were unable to eensider whether we could appropriately make it available 
to you. After reading the transcript of the April 15, 1958, hearing conducted 
by your committee, it appears that amplification of the information previously 
furnished to you might be desirable to avert any possible misunderstanding. 

I am now able to state categorically that the Department's file on this case 
does not contain any memorandum or “copy of a memorandum from Mr. Ed- 
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ward A. Foote * * * to Judge Barnes, dated August 23 or 24, 1955, setting forth 
the pros and cons of the various possibilities for settlement of the A. T. & T. 
case which had been discussed in conference between representatives of A.T. &. A. 
and representatives of the Antitrust Division. In addition, such file does 
not contain any memorandum or copy of a memorandum from any other per- 
son presently or formerly serving with the Department, prepared at or about the 
mentioned date concerning such subject. However, the Department’s file does 
contain four documents which appear to be ribbon copies of the memorandums 
which were received into the reeord of your proceeding at page 486. None of 
these memorandums has any routing slip attached, nor does any of them con- 
tain any indication that it was transmitted to anyone. The memorandums are 
not grouped within a single binder as is the document which was ineluded in 
your record, nor does any one of them have a binder or cover attached to it. 

The memorandums are headed as follows: 

1. Proposal that decree be subject to future modification; compulsory com- 
petitive bidding ; 

2. The impact of public regulation upon the subjeet matter of the case; 

3. Total or partial divorcement of Western from the Bell System ; 

4. Proposal that specified ratio of outside purchases be maintained. 

Sincerely yours, 
Vicror R. HANSEN, 
Assistant Attorney General, Antitrust Division. 


Mr. Maerz. Did you call Mr. Moulton on August 26, Mr. Foote, 
and tell him what had transpired on the preceding day in connection 
with the conference you and Judge Barnes had with the Attorney 
General ¢ 

Mr. Foorr. I told him only that we had had such a discussion but 
that nothing definite had been decided, but that I thought that we 
were possibly making some progress. 

Mr. Maerz. Did you tell Mr. Moulton that you yourself had urged 
the Attorney General to settle the case along the lines that A. T. & T. 
had proposed i in May 1954? 

Mr. Foorr. I am sure I did not tell him, urge any settlement at any 
time along the lines specifically suggested by A. T.&T. 

Mr. Maerz. Let me, Mr. Chairman, if I may, read this entry under 
date of August 26: 

Foote called Moulton to advise that he and Judge Barnes had had an extended 
discussion with the Attorney General. He reported that nothing definite had been 
decided but he felt they were making progress. Foote asked whether the NARUC 
or State commissions had ever considered the divestiture of Western and was 
told that we knew of no instance in which divestiture had been suggested by any 
State regulatory agency. We have reason to believe but have no official knowledge 
that at the conference with Barnes and the Attorney General Foot urged a set- 
tlement along the lines set forth in the memorandum from Judge Barnes and 
that the Attorney General directed Judge Barnes to discuss the matter with FCC 
Chairman McConnaughey and possibly with the NARUC. 

This is a memorandum prepared by Mr. Moulton. 

The Cuarrman. It is in the record ? 

Mr. Matertz. It is in the record. 

Mr. Foorr. Let me say, Mr. Maletz, that we were in settlement nego- 
tiations and I felt that we not only were entitled to but should get ‘all 
the information we could on A. T, & T., about the NARUC or State 
commissions. I don’t remember that exactly but I know that in dis- 
cussions with Judge Barnes and the Attorney General suggestions were 
made that we have to find out what their point of view was about this 

case, and, as you know, that was subsequently done. 

Mr. Maerz. Mr. Moulton testified that he inferred from what you 
said that you had urged the Attorney General to accept a settlement 
along the lines that A. T. & T. had suggested the previous May 1954. 
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Mr. Hanson. It doesn’t say that here. 

Mr. Maerz. I said Mr. Moulton so testified. 

Mr. Hanson. Yes; but it doesn’t say that here. 

Mr. Maerz. My question is this: Is Mr. Moulton’s testimony in ac- 
cordance with your present recollection, Mr. Foote ? 

Mr. Foorr. That is his inference. My recollection is, as I previous 
testified, that I did not specifically urge acceptance of A. T. & T. 
proposal. 

Mr. Mauerz. Did you tell Mr. Moulton that you had urged such a 
settlement upon the Attorney General ? 

Mr. Foors. I don’t believe I did; no. 

Mr. Materz. In other words, is it your testimony that Mr. Moul- 
ton 

Mr. Foorr. Mr. Moulton doesn’t say so; does he? 

Mr. Maerz. Is it your testimony that Mr. Moulton’s entry under 
date of August 26, 1955, is incorrect ? 

Mr. Hanson. I suggest that that is not responsive to what you asked 
him. You asked him about an inference that Moulton testified to. 

Mr. Materz. That is not my question. 

Mr. Hanson. Mr. Moulton said that is his inference. Now if you 
want to come back here, fine. 

The Cuarrman. Repeat the question. 

Mr. Hanson. He has two tied together, Mr. Chairman. That is the 
problem. 

(Question read.) 

The Cuaimman, Let counsel read the testimony, and then you can 
pin it down and he can ask questions. 

Mr. Hanson. Thank you, Mr. Chairman. 

We are just trying to be accurate, Mr. Chairman. We are not try 
ing to badger counsel or anybody. 

The CHamman. That is perfectly all right. That is your duty. 

Mr. Maerz. This is from page 518 of the transcript: 

Mr. Materz. But on August 26, 1955, didn’t Mr. Foote advise you privately on 
the telephone that he actually did advance your contentions in the conference 
he had had on the preceding day with Attorney General Brownell and Judge 
Barnes? 

Mr. Movurton. That is—I inferred from what he said to me that he had sug- 
gested a settlement along the lines set forth in the memorandum for Judge 
Barnes, which is not the memorandum we have been discussing. 

Mr. Materz. In other words, Mr. Foote told you on the telephone that he 
was urging the Attorney General and Judge Barnes to accept a settlement on the 
basis of proposals which you had submitted on June 4, 1954; is that correct? 

Mr. Mouton. I would not say it was on the basis of that. 

Mr. MALetz. How would you say it? 

Mr. Movutton. Along the lines of-—— 

Mr. Matretz. Along the lines of the proposals that you had made on June 4, 
1954, is that correct? 

Mr. Movutton. That is what the memorandum says. 

Mr. Maerz. In other words, Mr. Foote called you on the telephone to tell you 
that he—— 

Mr. Moutton. No. 

Mr. M«rerz. He was urging the Attorney General to accept a consent decree 
along the lines that you yourself had suggested on June 4, 1954? 

Mr. Moutton. That was not the principal purpose of his call. 

Mr. Materz. But did he make that statement during the telephone call? 

Mr. Mouton. Well, I have said, I have no independent recollection of it. I 
have said that either he told me that or I inferred it from something that he 
said, and I cannot tell you which, because of the use of the language “We have 
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reason to believe, but have no official knowledge,” and I must have used that for 
some reason. 

There must have been some uncertainty there in my mind and I think there 
was, but this is the best I could do with it, and this is the way it came out in 
this memorandum. 

Now whether he did it or not, I don’t know. 

My question is this: Do you now have any recollection of discuss- 
ing with Mr. Moulton on August 26, 1955, what had occurred the pre- 
vious day at the conference that you and Judge Barnes had with the 
Attorney General ? 

Mr. Foorr. I have no detailed recollection. 

Mr. Marerz. Tell us what recollection you do have of your conver- 
sations with Mr. Moulton on August 26? 

Mr. Foorr. My best recollection is that I told him that we had had 
an extended discussion, nothing definite had been decided, that we 
might be making progress. I am perfectly sure that I did not tell 
him that I had pressed his claims with either Judge Barnes or the 
Attorney General. I know I did not do that. 

Mr. Maerz. Is it or is it not correct that as of August 25, 1955, you 
were recommending that the Attorney General accept the proposal 
submitted by A. T. & T. in May 1954? 

Mr. Foorr. It is not correct that I recommended that the Govern- 
ment accept those proposals. 

As a matter of fact, Mr. Maletz, the general framework of the decree 
which was finally entered into, the basic framework around which 
the decree was built, was suggested by a member of the staff. 

Mr. MAterz. Wasn’t the basic framework initially suggested by 
A. T. & T. in May 1954? 

Mr. Foorr. No, sir. 

Mr. Marerz. Have you had occasion to examine Mr, Price’s and 
Mr. Moulton’s testimony on this particular subject. 

Mr. Foorr. That speaks for itself. That is their view. 

Mr. Maerz. Do you recall Mr. Price’s testimony that 7 out of the 
9 items of relief that they had suggested in May 1954, were actually 
contained in the final decree ? 

Mr. Foorr. I remember he so testified. 

Mr. Maerz. Do you agree with that ? 

Mr. Foorr. I haven't looked at the decree in 21% years, 

Mr. Maerz. At this meeting on August 25 with the Attorney Gen- 
eral did you suggest a settlement of the case along the lines A. T. & T. 
had suggested in May 1954? 

Mr. Foore. I did not. 

Mr. Marerz. What was the nature of the meeting that you had on 
August 25, 1955, with the Attorney General ? 

Mr. Foorr. As best I can remember, we discussed the situation as 
it then stood in some detail. The Attorney General, Judge Barnes, 
and myself, if I am correct. And I have to look at the record to be 
sure. Wedidn’t come to any definite conclusions. 

Mr. Maerz. Why did you call Mr. Moulton to begin with? 

Mr. Foorr. Why did I call him to begin with? 

Mr. Materz. Yes; on August 

Mr. Foorr. Because I have already testified he was entitled to have 
his views presented. 
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Mr. Maerz. Is he entitled to know that you had a conference with 
the Attorney General with respect to this case / 

Mr. Foore. We were in the middle of settlement negotiations and 
certainly he is entitled to know that. 

Mr. Maerz. And he is entitled to know what transpired at this 
conference ¢ 

Mr. Foorr. I didn’t say that. And I didn’t tell him. 

Mr. Maerz. Did you indicate to Mr. Moulton in any way that the 
Attorney General directed Judge Barnes to discuss the matter with 
FCC Chairman Me( ‘onnaughey ‘ ‘ 

Mr. Foorer. I think I probably did. Not in those terms, though. 
As a matter of fact, that was one of A. T. & T.’s suggestions. 

Mr. Marerz. But you are positive now that at no time in the course 
of this conversation you had with Mr. Moulton on August 26 did you 
infer, indicate, or tell him off the record that you urged m* Spine 
General to settle the case along the lines set forth in the A. T. & T. 
memorandum to Judge Barnes? 

Mr. Foorr. Yes, I am sure about that. 

Mr. Maerz. You are positive about that ¢ 

Mr. Foorr. I am clear that I did not advance A. 'T. & T.’s proposal 
as a basis of settlement, period. 

Mr. Maerz. Did you make any suggestion at this meeting of Au- 
gust 25 to the Attorney General for settlement of this case / 

Mr. Foore. I think we explored any number of avenues. I don't 
remember what they were at this time. 

The CHarrMan. Do you mean that you did or did not make any 
recommendation to the Attorney General to settle the case / 

Mr. Foorr. We discussed it at great length. I can’t remember ex- 
actly what recommendations I may ‘have made at that time. 

The Cuarman. Did you try to impress upon the Attorney Gen- 
eral that the case should be settled / 

Mr. Foorr. I told the Attorney General that in my opinion it would 
be a good idea to settle it if we could get a satisfactory one. The de- 
tails of the conversation I certainly don’t remember at this time. 

The Cuatrman. From all that we have heard of your conference 
with Mr. Price, Mr. Scott and others, didn’t you feel that you were 
acting as a sort of an advocate of the A. T. & T. rather than an advo- 
cate for the Government ? 

Mr. Hanson. Mr. Celler, I don’t believe that there is any indication 
in the record that would justify a statement of that nature relative 
to— 

The CuairMan. Lasked aquestion. He can answer it. 

Mr. Foorr. Certainly not. 

Mr. Matetz. Mr. Foote, what position did you take at this meeting 
of August 25, 1955, in the Attorney General’s Office ? 

Mr. Hanson. I think that has been explored thoroughly. 

The Cuarrman. What is your objection / 

Mr. Hanson. I just object to it, Your Honor, because I think it 
has been explored thoroughly. 

The CuarrMan. Repeat the question. 

(The reporter read the question.) 

The Cuatrman. I think the question is proper. Mr. Hanson, he 
should have no objection to disclosing what took place. 
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Mr. Foorer. In general, I told him what the arguments were about 
the pros and cons of the case and what progress we made up to date 
and where we were, and all the rest of it, which you would normally 
expect in any such conversation. 

The Cuarrman. Did you make a specific recommendation at that 
time ¢ 

Mr. Foorr. I do not believe that I did. 

The Cuairman. What was it ! 

Mr. Foorr. I say, I do not believe that I did. 

The Cuairman. I beg your pardon. 

Mr. Foorr. Other than that we had several avenues to explore. 

Mr. Maerz. At any time did you make a masini to the 
Attorney General for settlement of this case / 

Mr. Foorr. Yes, I did. 

Mr. Mauerz. What was your recommendation / 

Mr. Foorr. My recommendation was that he accept the decree which 
was finally entered in the court. 

Mr. Maerz. Do you recall the first time that you recommended set- 
tlement of this case without divorcement ¢ 

Mr. Foorr. No, I don’t. It was probably some time around the lat- 
ter part of 1955. 

Mr. Maerz. At or about November 1955 did you draft a letter for 
the Attorney General’s signature setting forth the views at A. T. & T. 
in respect to divorcement ‘and seeking the opinion of the Federal Com- 
munications Commission in respect thereto { 

Mr. Foorr. No, sir. 

Mr. Maerz .Yousay you did not draft such a letter / 

Mr. Foorr. Not the way you described it. 

Mr. Mauerz. Did you draft a letter for the Attorney General's 
signature to be sent to the Federal Communications Commission / 

Mr. Foorr, I did. 

Mr. Maerz. What was the nature of that letter? 

Mr. Foorr. Asking for their views. I haven't seen the letter in a 
long time. 

Mr. Mauerz. Did the letter set forth the A. T. & T. position ? 

Mr. Foorr. It did not. 

Mr. Materz. Will you examine this letter and see if you want to 
stand by that answer. 

Mr. Foorr. Mr. Maletz, this letter— 

Mr. Maerz. Read the question, Mr. Reporter. 

(The reporter read the question. ) 

Mr. Foorr. I take that back. The letter did set forth what the 
A. T. & T. position was, and asked the FCC what their comment on 
it was. It speaks for itself. 

Mr. Maerz. Did you seek Mr. Moulton’s help in drafting this letter ? 

Mr. Foorr. No. 

Mr. Materz. Do you recall Mr. Moulton’s testimony that he dis- 
cussed this matter with you # 

Mr. Foorr. I recall that Mr. Moulton said he discussed the matter 
of consultation with the FCC. 

Mr. Marerz. Did Mr. Moulton suggest to you that you get the 
views of the FCC? . 
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Mr. Foorr. No, sir. The Attorney General himself suggested that. 
However, you must recall, as you know, the A. T. & T. had been ad- 
vancing the argument, as set forth in this letter. 

Mr. Mater. Did you discuss the matter of the drafting of this 
letter with Mr. Moulton? 

Mr. Foorr. I told him that we were going to get out such a letter, 
that is all. 

Mr. Maerz. Did Mr. Moulton suggest to you the inclusion of cer- 
tain language in this letter? 

Mr. Foore. I don’t know whether he did or not. IT have no recol- 
lection. 

Mr. Materz. Do you recall that Mr. Moulton testified that the sec- 
ond, third, and fourth paragraphs of this letter were based upon 
either discussions or documents that he supplied to you? 

Mr. Foorr. The letter, as it shows for itself, is a statement of the 
A. T. & T. views with the request for the FCC opinion on it. To that 
extent I think I discussed with Mr. Moulton the company’s position 
so that I would have it clearly in mind, because we were asking the 
FCC what they thought about the company’s position, and that is all 
we were doing. 

Mr. Maerz. And the Attorney General suggested that a letter be 
sent requesting the views of the Federal Communications Commis- 
sion, is that correct ? 

Mr. Foorr. That is correct. 

Mr. Materz. Did you discuss this matter at any time with Mr. Me- 
Connaughey ? 

Mr. Foorr. Yes, I did. 

Mr. Maerz. When was that? 

Mr. Footer. It was sometime during the fall of 1955. 

Mr. Maerz. What was the nature of the discussion you had with 
Mr. McConnaughey ? 

Mr. Foorr. I told him we would like to have the opinion of the 
FCC on it. He said he would like to get the opinion of the entire 
FCC. I went over with Judge Barnes. 

Mr. Materz. Did you discuss this with Mr. McConnaughey prior 
to this letter being sent to the FCC ? 

Mr. Foore. I don’t think so. 

Mr. Marerz. When did you discuss the matter with Mr. McCon- 
naughey ? 

Mr. Foorr. Judge Barnes and I discussed it, but I don’t remember 
exactly when it was. 

Mr. Maerz. Was it prior to November 30, 1955, to the best of your 
recollection ? 

Mr. Foorr. Prior to what ? 

Mr. Materz. November 30, 1955. 

Mr. Foorsr. I have no independent recollection of just when it was. 

Mr. Materz. Do you recall that you discussed this with Mr. Mc- 
Connaughey prior to the time that the FCC had sent a reply to the 
Denartment of Justice? 

Mr. Foorr. I think I told him that we were going to send a letter 
over. 

Mr. Materz. In other words, you discussed the matter with Mr. 
McConnaughey prior to the time that the Attorney General sent the 
letter to the FCC, is that right ? 
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Mr. Foorsr. Yes. 

Mr. Maerz. Do you recall discussing this matter with Mr. Kramer! 

Mr. Foorsr. No, but I think Mr. Kramer knew that, we were going 
to ask for that information. 

Mr. Maerz. Did Mr. Kramer indicate opposition to sending this 
letter on the basis that the reply from the FCC would be a foregone 
conclusion ¢ 

Mr. Foorr. He has already testified about that, and I think——~ 

Mr, Maerz. Do you recall that? 

Mr. Foorer. I think he mildly demurred. 

Mr. Maerz. Do you know Mr. Edward Crosland ? 

Mr. Foorr, No,sir. Yes, I take it back. I have met him. 

Mr. Maerz. Where did you meet him ¢ 

Mr. Foorr. I don’t remember. Somewhere around Washington. 

Mr. Maerz. Did you discuss this case with him ? 

Mr. Foorr. No, sir. 

Mr. Maerz. What did you talk about? 

Mr. Foorer. I said I did not discuss the case. 

Mr. Materz. You said you had never met Mr. Crosland, 

Mr. Foorr. I said I had met him but I had never discussed the case 
with him. 

Mr. Maerz. Did you discuss the subject matter of the Commis- 
sion’s reply to the Attorney General’s letter with any other people 
of the FCC? 

Mr. Foorr. I did not, no, but I understand that the letter was pre- 
sented to the full Commission. 

Mr. Maerz. Did you have a meeting with Mr. Moulton in Boca 
Grande, Fla. ? 

Mr. Foorr. Yes. 

Mr. Maerz. What was the nature of that meeting ¢ 

Mr. Foorr. We had almost reached agreement on a decree, and 
prior to the time I left for vacation, in open meeting, told Mr. Moul- 
ton that I was going to be down there, if there were any questions 
that he wanted, that he really had to talk about it, that he could call 
me up or do whatever he wanted to about it. This was at a meeting 
of the staff and A. T. & T. representatives. 

The Cratrman. Did you have any meeting with any represent- 
ative of the A. T. & T. in your own office about this case? 

Mr. Foorr. We had about 100. 

Mr. Materz. What was the nature of the discussion you had with 
Mr. Moulton in Florida? 

Mr. Foorr. It had to do with details of patent relief, the exact na- 
ture of which I do not recall. 

Mr. Maerz. Do you recall how long the meeting was ? 

Mr. Foorr. Half an hour or less. 

Mr. Maerz. Did Mr. Moulton come down specifically to see you 
about this ? 

Mr. Foorr. Yes, he did. At his request. 

Mr. Maerz. At his request ? 

Mr. Foorr. I had already told him, in a meeting with the staff and 
with A. T. & T. representatives, where I was going to be. 

The Cuarrman. Mr. Keating, do you have any questions? 

Mr. Krattnc. You caught me unaware, Mr. Chairman. 
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The Cuatrman. That is all, Mr. Foote. 

The examination isover. Thank you very much, Mr. Foote. 

And thank you, Mr. Hanson. 

Any corrections you want to make in the record you will have a per- 
fect right to doso. 

Mr. Hanson. Thank you. 

The CHarrMan. If there are any additions you want to make you 
have the right to do that, providing you show them to counsel. 

Mr. HANSON. Mr. ¢ ‘hairman, I think Mr. Foote would like to say one 
thing, if he may ¢ 

The CuarrMan. Surely. 

Mr. Foorr. I would simply like to say this: That Judge Barnes— 
I reported back to Judge Barnes the substance of the conversation with 
Mr. Moulton when I came back to Washington. 

The Cuatrman. I didn’t hear that. 

Mr. Foorer. I said, as was my wont whenever I had a conversation 
with any official of A. T. & T., I always reported it back to Judge 
Barnes, inc luding this conversation at Boca Grande. 

The CHarrMan. We will now adjourn. 

Instead of having meetings next week, we want to wait — the 
convenience of Judge Hansen, of the Antitrust Division. I under- 
stand that he is leaving town. We will have him before us at his 
convenience the week after next and the date will be set subsequently. 

We will now adjourn. 

(Whereupon, at 12:25 p. m., the subcommittee was adjourned, sub- 
ject to the call of the Chair. ) 
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WEDNESDAY, MAY 21, 1958 


Houskt oF REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 11 a. m., im room 356, 
Old House Office Building, Hon. Emanuel Celler (chairman) presid- 
ing. 
Present: Representatives Celler (Chairman), Rodino, Rogers, 
Holtzman, Keating, and Miller. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel, and Milton Eisenberg, associate counsel. 

The CuarrMan. The meeting will come to order. 

We have with us the distinguished Chief of the Antitrust Division 
for whom we have a very high regard. I notice his associates with 
him. We have had pleasant experiences with Judge Hansen, as well 
as his aids. 

Mr. Hansen. Thank you, sir. 

The Cuamman. So, we will be very glad to hear you. 


TESTIMONY OF VICTOR R. HANSEN, ASSISTANT ATTORNEY GEN- 
ERAL, ANTITRUST DIVISION, DEPARTMENT OF JUSTICE; ACCOM- 
PANIED BY WILLIAM KILGORE, CHIEF, JUDGMENT AND JUDG- 
MENT ENFORCEMENT SECTION, DEPARTMENT OF JUSTICE; AND 
WALTER D. MURPHY, TRIAL ATTORNEY, DEPARTMENT OF 
JUSTICE 


Mr. Hansen. Today I appear in response to your request to testify 
concerning the consent judgment entered on January 24, 1956, in 
United States v. Western Electric Company, Incorporated, and Amer- 
ican Telephone & Telegraph Company. I propose first to discuss 
generally some of the factors which the Antitrust Division must take 
into account in applying its consent-decree procedures. Second, I 
shall treat the factors which bear upon the Department’s acceptance 
of the consent judgment in the A. T. & T.-Western Electric case. 
Third, I shall describe the work which has and is being done to en- 
force the judgment. 

Among the members of my staff present with me this morning are 
Mr. William Kilgore and Mr, Walter Murphy. Mr. Kilgore, as you 
know, is chief of our Judgments and Judgment Enforcement See- 
tion. As Chief of that Section he is initially in charge of our consent- 
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decree program. Mr. Murphy is a trial attorney in the Antitrust 
Division. As you have been informed, he was the senior trial attor- 
ney assigned to the A. T. & T. case during the negotiations leading 
to the settlement, and is now in charge of our General Motors bus 
case. I have asked these two gentlemen to assist me in giving my 
testimony. 

In any case where the defendants offer to enter into a consent judg- 
ment a decision must be made whether, in the light of the facts of 
the case, a judgment should be negotiated, and, after negotiation, 
whether the judgment should be accepted. In making this decision 
our primary concern is protection of the public interest. The problem 
for us is to decide in each instance what relief will best serve that 
public interest. 

In making this determination we must take into consideration both 
the hazards and cost of trial and the time factor involved in the trial 
of the case. In many situations, particularly those involving major 
cases, the entry of a decree brings some relief a number of years earlier 
than it could be obtained were the case to go to trial. Although con- 
siderable time necessarily must be consumed by consent negotiations, 
this period is generally considerably shorter than the time required 
for trial. When I say trial, I mean, of course, not only the trial itself 
but the time necessitated for appeals to the Supreme Court both on 
the question of violation and the question of relief. 

Aside from these negotiations, another important factor must be 
weighed. Will the relief obtained by a proposed consent judgment 
be more or less effective than the relief obtained by a litigated decree 
obtained after trial? This involves a weighing of the possibilities 
and probabilities of the outcome of the suit. It must take into con- 
sideration such intangibles as the strength of the evidence and its 
possible impact upon the trial court, the natural predilections of the 
court, changes in circumstances which may take place in the particu- 
lar industry, or changes in economic conditions which may occur dur- 
ing the pendency of the case. Consideration of these and many other 
factors amounts, in the last analysis, to an educated guess with respect 
to the type of relief which the Government may hope to obtain 1f it 
goes to trial if all other things remain constant. 

I shall not burden this committee with an analysis of the complaint 
in the A. T. & T-Western Electric case since that document already 
has been examined and explained at some length by others. 

Judge Barnes testified before the House Select Committee on Small 
Business in March 1956 concerning this consent judgment. At that 
time he gave his appraisal of the merits of the judgment. I understand 
that the prepared statement given by Judge Barnes to that committee 
is included in the transcript of this hearing at page 451. Judge Barnes 
informed the House Small Business Committee in response to ques- 
tions that the determination to accept a consent judgment was the 
responsibility of the Department and the Antitrust Div:sion, of which 
he was the head. 

Before it was concluded that the proposed settlement should be ac- 
cepted, the Department sought the views not only of the Federal Com- 
munications Commission but also of the National Assciation of Rail- 
road and Utilities Commissioners concerning the effectiveness of 
regulatory powers. The NARUC is composed of the members of the 
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State public utility regulatory commissions of the 48 States and the 
District of Columbia. It has been cooperating with the FCC through 
a joint committee, which has had Western’s operations under continu- 
ous study since 1948. This joint committee has provided the State 
regulatory commissions with annual reports and a continuing review 
of Western’s prices and profits. 

In response to the Department’s inquiry, the General Solicitor of 
the NARUC advised the Department that while the State commis- 
sions had no direct jurisdiction over the operations of Western, it 
is a legally established ratemaking primp e that the commissions 
have the authority in fixing rates for Bell operating companies to 
inquire into and evaluate the reasonableness of Western’s prices and 
profits in its business dealings with the operating companies. For 
ratemaking purposes, he said, these regulatory bodies can disallow 
such amounts as are determined to be unreasonable or excessive and 
not in the public interest. The Solicitor also advised that Western 
had reduced its prices about 17 percent since the beginning of the joint 
committee’s investigation in 1948. 

(The letter from the Solicitor of the NARUC referred to is as 
follows :) 


NATIONAL ASSOCIATION OF RAILROAD & UTILITIES COMMISSIONERS, 
Washington, D. C., December 19, 1955. 
Hon. STANLEY N. BARNES, 
Assistant Attorney General, Antitrust Division, 
Department of Justice, Washington, D. C. 


Dear Mr. Barnes: This is in reply to your letter of December 15 requesting 
a statement with respect to the exercise of power by the State regulatory bodies 
over the prices and profits of Western Electric Co. to the Bell System operating 
companies. 

The National Association of Railroad & Utilities Commissioners is a voluntary 
organization embracing within its membership the members of the State public- 
utility regulatory commissions of all the 48 States and the District of Columbia. 
In 46 States and the District of Columbia, the commissions have rate-regulatory 
jurisdiction over telephone utilities. The States of Texas and Iowa do not have 
commissions empowered to regulate telephone rates at the State level, but in 
Texas certain telephone rate regulation is exercised at the municipal level. 

Such control as the State regulatory commissions exercise over prices and 
profits of Western or Bell System operating company purchases is through the 
rates of the operating companies. They have no direct jurisdiction over the 
operations of Western. It is a legally established ratemaking principle that 
the commissions have the authority in fixing rates for Bell System operating 
companies to inquire into and evaluate the reasonableness of the prices and 
profits of Western in its business with the operating companies and to disallow 
for ratemaking purposes such amounts as are determined to be unreasonable 
or excessive and not in the public interest. The basis of the power is the af- 
filiation of Western with the operating companies through common ownership 
by the American Telephone & Telegraph Co. (Smith v. Illinois Bell Telephone 
Co., 282 U. S. 133). 

In addition, many States have, by statute, made specific provisions for regu- 
lation of transactions of utilities with affiliated companies. (See, e. g., Wiscon- 
sin Stat. sec. 196.52; Illinois Stat. Cum. Supp., vol. 23, sec. 112.025 8 (a) ; Vir- 
ginia Code, 1950, secs. 56-77). 

Since 1947, each of the State telephone regulatory commissions has had one 
or more rate cases involving Bell System operating companies. In these cases, 
the companies have the burden of proving the reasonableness of Western’s prices 
as compared with prices of other manufacturers of like equipment and the rea- 
sonableness of Western’s profits on its sales to the operating companies. In 
most cases, the commissions have found that Westerns’ prices and profits were 
reasonable, but in at least four jurisdictions (California (5 P. U. R. 3d 396), 
Michigan (5 P. U. R. 3d 301), Missouri (92 P. U. R., N. S. 481), and West Vir- 
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gimia (82 P. U. R. N. 8S. 498) ). the commissions have exercised their power to 
make disallowances in the operating companies’ rate base or operating expenses, 
which became final. 

In addition, the commissions, based upon the fact of affiliation, review con- 
tinuously the results of Western’s operations through a joint committee of this 
association and the Federal Communications Commission. Since an initial 
report in 1948, this joint committee has had Western's operations and financial 
results under continuous study, and has reported to members of the association 
quarterly and annually the results of such studies, thereby providing the State 
agencies with a continuing review of Western’s prices and profits. This com- 
mittee stated in its 1955 report that from 1947, when its investigation began, 
to December 31, 1954, Western’s overall prices had been reduced by approxi- 
mately 17 percent. Copy of the 1948 Report on Operating Results of Western 
Electric Co. and subsequent annual reports and copy of the reports of the asso- 
ciation’s special committee cooperating with the FCC in studies of telephone 
regulatory problems for the years 1948-55, inclusive, have been furnished your 
Office. 

This letter has been submitted to the president of the association, the Hon- 
orable Benjamin F. Feinberg, chairman of the New York Public Service Com- 
mission, and I am authorized to state that it meets with his approval. The 
next regular meeting of the executive committee of this association is to be held 
on January 20, 1956, at which meeting I will report this matter to the com 
mittee, furnishing copies of your letter and this reply. 

Sincerely yours, 
AUSTIN L. Roperts, Jr., 
General Solicitor. 

This committee is now thoroughly familiar with the opinion of the 
Federal Communications Commission as expressed by C hairman Me- 
Connaughey in response to our inquiry. I invite your attention to the 
cone luding paragraph of that letter, which is now in the transcript of 
this hearing. It reads: 

We are of the opinion that the powers encompassed within the existing Fed- 
eral and State regulatory framework can provide substantial safeguards against 
possible abuses in fixing the prices of Western for equipment and services sup- 
plied to the telephone companies in the Bell System. 


In view of all of these considerations, the Department concluded 
that it should not insist upon divestiture. 

Although I was not present in the Department when the judgment 
was negotiated, I am familiar with the position taken by Judge Barnes 
and with his reasons for entering into the judgment. Unfortunately, 
I do not have the benefit: of the discussions which took place among 
the staff at the time. But I am inclined to agree with Judge Barnes 
in his estimate that, in this case, divestiture would not have been 
granted by the trial court. This is a matter of opinion upon which 
law yers may well differ. 

I would be reasonable, however, in my view, to assume that the trial 
court might. have hesitated to grant. the relief requested in this com- 
plaint. 

I am of the view that the patent provisions of the judgment are 
more stringent than the provisions of any consent judgment previously 
entered. Not only do the royalty-free patents cover a larger number 
than have heretofore been subject to royalty-free licensing, but the 
compulsory licensing embraces all patents, including these which may 
not relate to telephone equipment. The licensing of all future pat- 
ents, in addition, is compelled in perpetuity. This, again, goes be- 
yond any compulsory licensing heretofore required by any consent 
decree. 
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Be that as it may, I feel that it was within the province of Judge 
Barnes and the Attorney General to make the ultimate decision 
whether to enter into the consent decree. Having done so, the matter 
is within the realm of judgment. I do not believe that it is the 
desire of this committee to function as an arbiter over the internal de- 
liberations of an executive department to determine which of the staff 
recommendations should be accepted or rejected or to substitute its 
own judgment for that of the persons responsible for making the final 
executive decision. 

Since this decree is presently the subject of interpretation among 
the parties and may ultimately be before the court for resolution of 
their differences, I do not feel that it would be appropriate for me 
to comment upon the individual terms of the decree. For this reason, 
I shall merely state that the substance of the judgment and its princi- 
pal provisions have already been delineated by Judge Barnes in his 
statement before the House Small Business Committee in March 
1956. IL shall therefore confine the balance of my remarks to an ex- 
planation of the action taken by the Antitrust Division to enforce 
the judgment. 

First, I should like to discuss some of the problems which have 
arisen since the entry of the final judgment and what has been done 
toward resolving them. But, before I do, permit me to digress for a 
moment. 

When negotiating a consent judgment, we must take the situation as 
we find it. By this I mean we can judge the prospective effectiveness 
of a decree only by the facts known at the time. Changes in economic 
conditions or basic trend changes in the growth of industries cannot 
always be foreseen. Should a judgment, despite our best efforts prove 
ineffectual due to a change in circumstances, the remedy might be to 
seek modification. And should violations of the antitrust laws arise 
subsequent to the entry of a judgment, the Government would not be 
precluded from bringing a new action based on the subsequent conduct, 
or, in fact, from bringing a new action upon a different legal theory. 

Section V of the judgment presently appears to have been the most 
troublesome. That section limited A. T. & T. to engaging in the busi- 
ness of furnishing common-carrier communications services except 
that, for 5 years after the judgment, it could lease facilities for private 
communications systems to persons who were lessees of such systems on 
March 9, 1956. 

The CHarrman. Judge Hansen, I notice one sentence on page 7, 
first paragraph, of your statement : 

Should a judgment, despite our best efforts, prove ineffectual due to a change 
in circumstances, the remedy might be to seek modification. 

May I ask at this ] and you don’t have to answer this if you 
feel that policy requires that you should not—do you intend to seek 
a modification of the A. T. & T. decree ? 

Mr. Hansen. We haven’t reached that decision yet, sir; we have 
been considering it. 

The CuHatrman. Are you working on considering such a modifica- 
tion ¢ 

Mr. Hansen. Considering the possibilities, if feasible. 

The Cuatrman. Possibilities? 
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Mr. Hansen. Yes. 

The Cuarrman. Thank you. 

Mr. Hansen. At the outset, after the judgment was entered we re- 
ceived inquiries as to the scope of section V. We replied that if the 
charges were found to be subject to regulation by a State public utili- 
ties commission, such activities, where participated in by A. T. & T., 
fell within the scope of permissible activities referred to in section V. 
We further advised inquirers that we believed the public bodies pro- 
vided adequate safeguards to protect the interests of the parties con- 
cerned as well as those of the general public. 

Since that time, however, it has come to our attention that several 
operating subsidiaries of A. T. & T. have been filing tariffs with State 
regulatory commissions for services which are clearly not common- 
carrier communications services. Upon receipt of this information, 
the Antitrust Division wrote the commissions calling their attention 
to the objectives of the final judgment. This information was sub- 
mitted to the California Public Utilities Commission, the Louisiana 
Public Service Commission, and the Public Service Commission of 
Mississippi. 

I have learned that the California Public Utilities Commission 
sometime last fall made a ruling which, in effect, declared that it had 
jurisdiction to regulate a Bell operating company’s charges for leasing 
and maintaining private mobile radio equipment. That decision is 
now on appeal to the Supreme Court of California. 

Apparently the defendants have taken the position that if they 
can get a regulatory agency to regulate the charges for any business 
in which they engage, whether or not it be a common-carrier com- 
munications service, they may then lawfully engage in such business 
despite the prohibitions of section V of the judgment. We have 
received information that A. T. & T. has even extended its tariffs 

to include paging systems and wired music. 

I have taken the position that the court which entered the decree 
will determine what is or is not a common-carrier communications 
service. Toward that end I have caused an investigation to be ini- 
tiated of the various types of private communications systems for 
which the Bell operating companies have filed tariffs since the decree 
for which they had not theretofore sought regulation. 

It is my intention to do everything within my means to enforce 
section V of the judgment and prohibit the defendants from engaging 
in any business which is clearly not a common-carrier communica- 
tions activity. 

With this objective in mind, when A. T. & T. filed a tariff with 
the Federal Communications Commission, covering its charges for 
leasing and maintaining equipment for private mobile radio systems, 
we wrote the Commission on March 27, 1957, advising that we did 
not consider the activity of a common-carrier communications service. 
On the same day, the FCC suspended the tariff and initiated an 
inquiry to determine whether this activity was subject to its juris- 
diction. Ultimately, the Commission ordered that hearings be held 
to determine this issue. The hearings began on January 14, 1958, and 
have not yet terminated. 

In statements filed with the Commission we urged that the lease 
and maintenance of private communications systems constitute a pri- 
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rate business which is not subject to public regulation, To subject 
such a private business to rate regulation would, we pointed out, 
extend the regulatory concept to an industry which is presently sub- 
ject to Sherman Act enforcement. 

I shall not go further into the ramifications of the various legal 
arguments. Suffice it to say that throughout that proceeding we 
have taken the position that this activity is not a common-carrier 
communications service and that the FCC does not have jurisdiction 
to accept tariffs filed for these services. 

The Cuatrman. Judge, I would say, in the light of your state- 
ment that the work you have been doing i is very creditable. How ever, 
[ must make a passing observation. 

If the decree had been more definite, I think you probably would 
not have been put to this trouble of making these investigations and 
seeking to determine whether or not there is compliance. 

Mr. Hansen. It might well be. 

My policy in general has been to refrain from intervention in pro- 
ceedings before “regulatory agencies, It is my view that litigation 
involving interpretations of antitrust decrees and violations of the 
antitrust laws should be restricted to the district courts which en- 
tered the decrees or have jurisdiction over the defendants. But in 
this instance I authorized participation to aid the Commission in its 
determination whether it lacked jurisdiction to proceed further. I 
had in mind that this action, if successful, would destroy even the 
color of right which A. T. & T. sought to obtain to justify its con- 
tinuation in this business. This is not to say that I have in any way 
changed my position that the district court which entered the decree 
is the ultimate authority to determine the scope of the decree’s 
prohibitions. 

Other problems of interpretation have arisen in connection with the 
scope of section V. For example, the decree prohibits A. T. & T. from 
engaging in non-common-carrier communications activities either 
directly or “indirectly through its subsidiaries.” 

The question has arisen whether 2 Bell operating companies in which 
A. T. & T. owns less than 30 percent of the capital stock are bound by 
the prohibitions of the judgment. This question, too, is now before the 
Federal Communications Commission. ‘To determine the answer to 
this problem, I have taken steps to ascertain the nature and extent 
of the control exercised by A. T. & T. over these companies. 

The question arose directly when two companies, one a water com- 
pany and the other a distributor of petroleum products, each ob- 
tained a license from the FCC granting a channel to operate a radio 
station for a private mobile communications system. ‘These licenses 
were granted by the Commission with the knowledge that the systems 
were obtained by contracts with a Bell operating company to lease and 
maintain the equipment. ‘The contracts provided that the leases were 
not to be effective unless the lessees obtained their FCC licenses. Two 
radio repair firms protested to the Commission. They requested rev- 
ocation of the licenses on the ground, inter alia, that were it not for 
the Commission’s authorization, the leases would be ineffective. There- 
fore, they urged that the Commission was, in effect, aiding southern 
New E ngland i in violating the decree, since the judgment prohibited 
this activity. Southern New England responded that it was not 
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a subsidiary of A. T. & T. because A. T. & T. owns approximately only 
21 percent of its issued stock. 

The Cuarrman. Judge, I take it from that, that when the decree was 
consented to, there was no clearcut indication as to who the subsidiaries 
were and what they were supposed to do under the decree ? 

Mr. Hansen. I can’t answer as to what knowledge they had con- 
cerning the subsidiaries, because I don’t know. 

The Cuarrman, Is it clear now who the subsidiaries are, and what 
they are supposed to do, under the decree ? 

1 ask that question because you have stated on the top of page 11: 

To determine the answer to this problem, I have taken steps to ascertain the 
nature and extent of the control exercised by A. T. & T. over these companies. 

Mr. Hansen. That is correct. I was just checking here to see how 
far we are in completion of the facts. We have fairly substantial facts. 

The Cuarrman. I am sorry to interrupt you but this question then 
comes to mind: Why was not that done at the time of the decree, the 
negotiation of the decree ¢ 

Mr. Hansen. I don’t know that it was necessary at that time, if the 
decree covers the situation after we obtain the facts, we may apply the 
decree to it. 

Since one of these licensees, at least, was not a customer on March 9, 
1956, A. T. & T. could not maintain that these contracts were per- 
mitted by subparagraph (d) of section V. But the question remained 
whether A. T. & T. was participating in this oa ity indirectly through 
a subsidiary. We have advised southern New England that we seri- 
ously question the legality of its action. We are investigating the 
nature of the control A. T. & T. asserts over southern New England 
despite the fact that it owns vale 21 percent of its stock. 

In the meantime the FCC suspended the license which it had issued 
to the petroleum products distributor. On May 15, 1958, it heard 
oral argument on whether it should permanently revoke both licenses. 
It had not suspended the license of the water company because, it 
declared, such company had been the licensee of a radio communica- 
tions system on December 3, 1957, consisting of 1 base transmitter 
and 10 mobile transmitters. The new license, it stated, authorized 
extension of the system to include 3 base transmitters and 12 mobile 
units in order to provide for services in areas to which its operations 
had expanded. 

This decision of the Commission suggests other questions of inter- 
pretation of the scope of the permissive conceptions to the prohibi- 
tions of section V. For example, does the exception permit A. T. & T. 
and its subsidiaries to seek contracts for leasing and maintaining 
additional radio stations or additional mobile units to firms who were 
their customers on March 9, 1956% Does this additional equipment 
merely extend an existing system or does it create a different system ‘ 

Other problems have arisen in the determination of who was a 
customer on March 9, 1956. The problem has arisen in instances 
where certain firms have sold their entire business to others and in- 
cluded therein a private mobile communications system. This has 
raised the question whether A. T. & T. can lawfully continue to per- 
form the contract to service and maintain the system with such suc- 
cessor because the successor was not its customer on March 9, 1956. 
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Similarly, the same question has been raised in instances where there 
have been mergers and in instances where subsidiary corporations of 
parents who were customers on March 9, 1956, have sought to lease 
systems after that date. 

We have expressed the opinion that in the case of the sale of a 
business, A. T. & T. may continue to contract with the new owner for 
the same system. As to the cases where enlarged systems are in- 
volved, we are studying each instance to determine whether it will 
conform with the overall objective of this exception. That objective 
is to give A. T. & T. a 5-year period to withdraw from this business 
and not 5 years in which to enlarge the scope of its activities. 

To further insure compliance with the judgment, I have also caused 
inquiry to be made into the extent to which the Bell operating com- 
panies have limited their lease and maintenance contracts to persons 
who were lessees of existing systems on March 9, 1956. 

In connection with A. T. & T.’s withdrawal from prohibited activi- 
ties, we are currently inquiring into the nature and extent of 
A. T. & T.’s and Western’s plans to terminate all of the activities 
which they were compelled by the judgment to curtail within certain 
time limits. 

As I have indicated previously, I have taken advantage of the 
visitation provisions of the decree to request both A. T. & T. and 
Western to furnish a report regarding their overall compliance with 
this judgment. I have requested of them specific information which 
will enable us to determine exactly what products are of a type not 
intended for the Bell companies, which the defendants must cease 
manufacturing by January 24, 1959, and what progress they have 
made to be in compliance with this requirement. Information was 
also requested which will enable us to determine the extent of their 
compliance with the compulsory patent licensing provisions and the 
provisions compelling the furnishing of technical information. 

I have also requested information concerning the extent.of West- 
ern’s compliance with the provision compelling it to maintain an 
acceptable cost-accounting system. I noted from the testimony of 
Mr. Holmes Baldridge at page 1356 of the record that he regards 
this provision of the judgment as an improvement. He stated, I 
believe, that this provision will permit Western and the State and 
Federal regulatory commissions to determine the cost of apparatus 
and equipment to Western. 

The Cuatrman. May I ask Judge Hansen this. You state: 

As I have indicated previously, I have taken advantage of the visitation 
provisions of the decree to request both A. T. & T. and Western to furnish a 
report regarding their overall compliance with this judgment. 

When was that done? 

Mr. Hansen. April 8, 1956. 

The Cuarrman. April? 

Mr. Hansen. April 8. 

The Cuarrman. That was after this investigation was started ? 

Mr. Hansen. Yes, sir. 

The CrarrMan. I mean, after these hearings were started ? 

Mr. Hansen. Yes, sir. 

The CHatrMan. Very well. 
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Mr. Hansen. I can check the date; we started working in Decem- 
ber of 1957 on that phase of it. 

Prior to the entry of the judgment, if a regulatory agency dis- 
approved a rate it had exhausted its power. Now it would be in a 
position of advising the Department of Justice that it finds the cost 
accounting upon which the charges are based as inadequate or not in 
conformity with the judgment. Armed with this information, the 
Department would then be in a position to go before the court in a 
compliance proceeding if it agrees with the regulatory agency’s 
interpretation. 

In conclusion, I want to assure the committee that the Department 
intends to do its utmost to enforce the judgment. I want to thank 
the chairman and the members of the committee for their courtesy in 
affording me the opportunity of presenting this statement and the 
many considerations which I thought it imperative to bring to your 
attention. 

The Cuarmman. Judge, before I ask you some questions, I want to 
thank you for your very forthright statement. I am of the opinion 
that the contemplated action as indicated in your statement is very 
praiseworthy. 

Mr. Hansen. Thank you, sir. 

The Cuatmman. I would like to ask you this, Judge: This com- 
mittee asked for certain files and data in your Department concerning 
the negotiations and signing of consent decree. We were not given 
any such files or data relating to these matters and I believe you predi- 
cated the reasons for refusal principally on Presidential privilege with 
with respect to memoranda passing between the staff members of the 
Antitrust Division concerning these negotiations. Thus a congres- 
sional committee was deprived of the benefit of a perusal of these files. 

I am going to call your attention to the following, Judge. Let me 
read you this statement : 

I am now going to address myself to a second issue which is very important. 
The point has been made that the President of the United States has issued an 
order that none of this information can be released to the Congress and that 
therefore the Congress has no right to question the judgment of the President in 
making that decision. 

I say that that proposition cannot stand from a constitutional standpoint or on 
the basis of the merits for this very good reason: That would mean that the 
President could have arbitrarily issued an Executive order in the Meyers case, 
the Teapot Dome case, or any other case denying the Congress of the United 


States information it needed to conduct an investigation of the executive depart- 
ment and the Congress would have no right to question his decision. 


I would like to ask you this: Do you agree or disagree with that 
statement ? 

Mr. Hansen. The statement is compound. I feel very strongly that 
if any department of Government is to effectively operate, you must 
have a system whereby the members of that particular division or 
department or section can freely speak their min 

Now, I encourage free and frank discussion among my staff and I 
would be very much discouraged if the staff were to try to guess what 
my conclusion is and therefore agree with me. 

I agree that it is absolutely essential for efficient operation that you 
have the staff intercommunications kept confidential, because if you 
do not, they are not going to freely speak their opinion; if they are 
going to be subject to criticism later the job just can not be done. 
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The Cuatrman. Then, you would disagree with the statement I just 
read ? 

Mr. Hansen. You made two statements. One, you made the state- 
ment about the portion where the President says that records should 
not be made available. I agree with that. 

I gather from the other statement there that the Congress would 
be prevented from doing its job if the first policy was effective, that is, 
that we withheld interoflice memoranda concerning discussions made 
prior to the decision of staff members. 

I disagree with that last part. I think the head of the division is 
responsible for the decision that was made, and I think it is immaterial 
whether there was dissent among the staff, and I think it would be very 
unhealthy if there was not dissent among the staff on problems where 
there can be differences of opinion, and honest differences, 

The Cuarrman. I take it in general you disagree with that state- 
ment. 

Mr. Hansen. The last part of it; yes, sir. 

The Cuatrman. Are you aware of the fact that the author of that 
statement which was made in 1948 was Vice President Nixon, when 
he was a Member of the House of Representatives? And, I refer to 
the Congressional Record, April 22, 1948, at page 4783. 

Let me read you another statement: 

Under our constitutional form of government Congress has the duty to enact 
laws for the public welfare. To perform this duty intelligently it must have the 
complete facts upon which to base its judgment. Congress is entitled to learn 
by direct investigation whether present laws are satisfactory or, if not, then in 
what respects they fail. Under our system of checks and balances Congress 
shonld not be placed in the position of enacting legislation merely at the request 
of the executive branch of the Government and solely for reasons advanced by 
it. Congress is entitled to know the facts giving rise to the requests and to 
satisfy itself by firsthand information that the reasons furnished are valid. 
Any other course blinds the legislative branch and permits action only when 
the President provides a “seeing-eye dog” in the form of a request for legislation 
desired by the Executive. Good legislation and ignorance of the facts are 
incompatible * * *, 

Do you agree or disagree with that statement ? 

Mr. Hansen. There is no question but what Congress is entitled 
to the facts. 

What I feel very strongly about is—the discussion of the problem 
which is necessary to reach a decision, those interoflice memoranda 
which express opinions, I think, should be kept privileged and should 
not be made public. 

Now, I have not denied to this committee any facts concerning this 
matter at all. Asa matter of fact, I have instructed witnesses who 
were here, Mr. Kramer, I didn’t instruct them, but I told Mr. Kramer 
and told Mr. Foote, through his attorney, that they could testify to 
anything that transpired; but I am protecting that privilege of main- 
taining the free and open discussion among our staff in attempting to 
reach an honest and correct answer to any problem. I believe that the 
individuals of the Division should not be subjected to having their 
opinions questioned, where they might be different from those of the 
head of the Division. 

I think the head of the Division is responsible for any conclusion 
that is reached and I expect to be responsible for any decisions that 
I have made, and if they are wrong, I will take the blame and cer- 
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tainly not let it fall on some member of the staff that may have agreed 
or disagreed with me. 

The Cuarman. I want to say, it was very creditable for you to 
unseal the lips of a number of men who testified here ; but in this state- 
ment I read, we have in part the following: 

Congress is entitled to know the facts giving rise to the requests and to satisfy 
itself by firsthand information that the reasons furnished are valid. 

Do you agree with that statement ? 

Mr. Hansen. That Congress 

The Cuarrman. Is entitled to firsthand information. 

Mr. Hansen. Congress is entitled to the facts. 

I disagree with any statement that would say that the negotiations 
that led | up to a decision should be made available. We would just 
have to throw our considered judgments right out the window if we 
were not going to have some freedom of discussion within the Divi- 
sion, without having it made public. 

The Cuatrman. Then, to that extent, as you have stated concern- 
ing negotiations leading up to the decree, you disagree with that part 
of the statement respec ting firsthand information. 

Mr. Hansen. I have said what my feeling is on it. I would want to 
analyze the statement. You read several paragraphs. 

The CHarrman. Are you familiar with the fact that this is an ex- 
cerpt from the report of the Senate Investigations Subcommittee filed 
September 4, 1948 ? 

And, are you familiar with the fact that the chief counsel for that 
subcommittee at that time was Mr. William P. Rogers, the present 
Attorney General ? 

Mr. Hansen. No, sir; I am not familiar with that. I have never 
seen the statement until 

Mr. Keattne. Mr. Chairman, would it be proper to inquire if the 
chairman endorses the pronouncements of the Vice President of the 
United States and the Attorney General ? 

The CHatrMan. You said did I—— 

Mr. Kearina. Yes, whether you endorse all the pronouncements of 
the Vice President and the Attorney General. 

The Cuarrman. Do [endorse them? 

Mr. Keatina. Yes. 

The Cuatrman. Yes, I do endorse these statements I have quoted. 

Mr. Kratrna. Well, that is interesting. 

The Cuarrman. I think the Congress should have this firsthand in- 
formation. 

Now, of course, Mr. Rogers made that statement when he was on the 
other side of the fence, when he was chief counsel to a Senate com- 
mittee. Therefore—— 

Mr. Keartne. I don’t see anything inconsistent in what the present 
witness has said and what the Attorney General said. 

Mr. Hansen. I don’t know of any inconsistency. 

The Cratrman. Basically, there is inconsistency in that when Mr. 
Rogers was chief counsel of the Senate committee, it said that Con- 
gress was entitled to know the facts first hand and satisfy itself by 
firsthand information; and then the Vice ] resident, when he was a 
Member of the House, made a very, very broad statement about the 
necessity of Congress getting information. I’m sure that there is no 
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question about this statement. He said, I don’t want to read it all 
again, but he indicated that the President has no right to withhold 
information that could be used by the legislative br anch if necessary 
in its conduct of investigations, and for “the purposes of legislating. 

Mr. Keatina. It shows that the chairman would have no trouble 
with President Nixon, as President in getting whatever information 
he wanted to conduct these hearings. Iam glad he has the chairman’s 
endorsement. 

The CuatrmMan. We don’t seem to have consistency with these men. 
It depends upon the station they occupy. 

Mr. Miuier. Mr. Chairman. 

The Cuarmman. Yes. 

Mr. Miter. Mr. Hansen, is not the distinction the fact that no 
one, either as reflected in these statements or testimony you have 
given, doubts the right of Congress to get the facts, and you are willing 
to produc e the facts; all you are not willing to produce are opinions 
or speculations given in the course of discourses or discussions, and 
of course, there is a wide difference between facts and opinions? 

Mr. Hansen. The interoffice memorandums and discussions. There 
might be a difference from that as to what the facts are. 

Mr. Minter. Certainly one would hesitate to give an opinion in 
the course of a discussion when perhaps his opinion was not solidi- 
fied at that point, but knowing that he might later be cross-examined 
as to why he held a particular opinion at a particular stage im a ne- 
gotiation. 

Mr. Hansen. Precisely. 

The CuHatrrMan. Well, questions and answers will develop that very 
important pertinent facts to this inquiry were withheld from the 
committee. 

Mr. Rogers. Mr. Chairman. 

The CHarrman. Yes. 

Mr. Rogers. Our distinguished colleague, Mr. Keating, has been 
assigned to the Space Committee and has apparently been put in a 
position to foresee many things in the future. 

Is that right, about the Vice President becoming President? Did 
you gain that knowledge on the Space Committee ? 

Mr. Keattne. I, of course, cannot claim all of that. 

The Cuarrman. Mr. Nixon on occasion is right, on very few oc- 
casions though. 

Mr. Kratine. Judge Hansen, we have been very careful to point 
out in the beginning that there was nothing at all political in these 
hearings. We would not want to have you misled by anything that 
is taking place here. 

Mr. Marerz. Mr. Chairman. 

The Cuatrman. Yes. 

Mr. Materz. Judge Hansen, I take it that you are familiar with a 
letter dated May 29, 1956, which the chairman addressed to the At- 
torney General, requesting him to make available for examination 
by the subcommittee all files in the Department of Justice relating 
to the negotiations for, and the signing of, the consent decree in the 
A. T.&T.c: ase ¢ 

Mr. Hansen. That is correct, and we did not deny or refuse any 
specific request. We denied your blanket request for all of our files. 
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Mr. Maerz. It is not correct that the then Deputy Attorney Gen- 
eral, Mr. William P. Rogers, by letter dated July 13, 1956, refused to 
make available any of the Department of Justice files relating to 
the decree in the A. T. & T. case? 

Mr. Hansen. We denied all of the files which were requested, but 
we did not refuse any specific request that was made, as I recall it. 

Mr. Marerz. Mr. Chairman, this letter from Mr. Rogers is in the 
record, and I would just quote from the last paragraph: 

With this in mind, this Department cannot grant your request to examine 
our files relating to the decree in the U. S. v. American Telephone & Telegraph 
Company et al. 

Mr. Kratrne. Which exactly is what you have just said. 

Mr. Hansen. What I just said. 

Mr. Matrrz. And is it correct, Judge Hansen, that on December 27, 
1957, you wrote the chairman of this committee, sts iting in part as 
follows, and I quote: 

This will acknowledge receipt of your letter of December 12, 1957, to the 
Attorney General relating to this Department’s files on the negotiation for, and 
the signing of a consent judgment in United States v. Western Blectric Com- 
pany, Inc., et al. 

We have again considered our position, taken in our letter to you of July 138, 
1956, on your request to examine all our files relating to the negotiations leading 
to the entry of Western Electric judgment. We believe that we must adhere to 
our position for the reasons stated in that letter. 

Is that correct ? 

Mr. Hansen. That is correct. 

Mr. Matetrz. Now, Judge Hansen, did you advise the chairman at 
am time that certain files in the Department of Justice would be 

yailable for examination by members of the staff of this subcom- 
mittee? 

Mr. Hansen. I never spoke to the chairman. 

Mr. Maerz. Did you ever communicate with the chairman or indi- 

cate to the chairman in any way that any files of the Department of 
Soutien would be available for examination by this subcommittee ? 

Mr. Hansen. Well, requests were made for specific information, and 
where such request was made, it was granted, the information was 
given. 

Mr. Maerz. Did the Department of Justice indicate to this sub- 
committee in any way that any document beyond the category of inter- 
office staff communications would be available to this suber ommittee ? 

Mr. Hansen. I would think compliance with the request for specific 
information would certainly be an indication that they would be 
available. 

[ will get the exact ones that were sent at your request. 

Mr. Materz. Did you indicate to this subcommittee that there was 
correspondence between the Department of Justice and the heads of 
other agencies of Government with respect to this consent decree ’ 

Mr. Hansen. You told us there was, and that you had copies of it. 

Mr. Maerz. Did you at any time indicate to this subcommittee that 
the Department of Justice would make available to this subcommittee 
copies of correspondence between the Department of Justice and the 
head of any other executive agency ? 

Mr. Hansen. I would say yes, it was certainly an indication, when 
you made a request and we complied with the request, that would 


CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3703 


indicate that we would. We denied only all our files, we didn’t deny 
any specific requests that were made. We complied where specific 
requests were made. That would certainly be an indication, would it 
not ? 

And there was a request also made for a specific document that we 
were informed that you had copies of, that we had no such document 
in the files, and we so told you. 

Mr. Martz. Let me ask you this, Judge Hansen: Why could you 
not have advised the subcommittee at any time by letter that there 
were certain files in the Department of Justice that would be available 
for examination by this subcommittee ? 

Mr. Hansen. Do you mind repeating it ? 

Mr. Maerz. Read the question, Mr. Reporter. 

(The pending question was read by the reporter.) 

Mr. Hansen. I think we could have, I think we could have. 

Mr. Maerz. Why did you not do so? 

Mr. Hansen. Well, there wasn’t any specific request for it. 

Now, you asked me whether we could, we could have notified the 
subcommittee. 

I don’t think I have-—— 

Mr. Materz. Well, now, Judge Hansen, the request that-——— 

The CHairnMan. Let the judge finish. 

Go ahead and finish, Judge. 

Mr. Hansen. Maybe I misconceived our responsibility. I didn’t 
understand that wherever there is a hearing, a congressional hearing 
of any kind, that immediately a duty rests on us to carry the job of 
the investigators for the committee, and advise them of information. 

Now, I have said that we have not denied any specific request. We 
would not have, if we went short of giving you information we would 
have given you, had you requested it, I’m sorry. 

Mr. Keattna. That is a new concept to me, too, Judge, so you are 
not unique. 

The CHatrmMan. Go ahead. 

Mr. Materz. Mr. Chairman. 

Judge Hansen, you recall that the chairman’s letter to the Attorney 
General, dated May 29, 1956, stated in part that 

Mr. Hansen. 1956? 

Mr. Marerz. 1956, and I quote ‘ 

Mr. Hansen. [am not familiar with that letter. 

Mr. Marerz. I will come to that in a moment. 








Accordingly, it is requested that you make available for examination by the 
subcommittee all files in the Department of Justice relating to the negotiations 
for, and signing of a consent decree in that case. 

Are you familiar with that request ? 

Mr. Hansen. That is before my assumption of office, and I am not 
familiar with it; but I may well have it here in the file. It is in line 
with the same requests which were made later and which I answered. 

Mr. Materz. Are you familiar, Judge Hansen, with Mr. Rogers’ 
letter to the chairman, and the concluding paragraph: 

With this in mind, this Department cannot grant your request to examine our 


files relating to the decree in the U. 8. v. American Telephone & Telegraph Com- 
pany. 


Mr. Hansen. That is the way we did it later. 
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Mr. Mitier. That is what he did later. 

Mr. Chairman, why does not counsel ask Mr. Hansen if, upon any 
occasion the counsel, Mr. Maletz, asked Mr. Hansen for any ’ particular 
thing and he did not ‘get it ? 

The Cuatrman. I think counsel is asking questions in an orderly 
and constructive and logical way. 

Mr. Mitrer. That isa personal opinion. 

Mr. Keattne. I agree, I think it would be constructive 

The Cuatrman. The Chair rules that out. 

Mr. Harkins. Judge Hansen, do you have a copy of the letter 
from the chairman to you dated May 17, 1957 

Mr. Hansen. I do not have it. 

Mr. Harxrns. Mr. Chairman, I will read portions of this letter 
from you to Judge Hansen under date of May 17, 1957: 

Dear JupcE HANSEN: With reference to the chronological statement of ac- 
tions taken by the Antitrust Division in its supervision and enforcement of the 
consent decree in U. 8S. v. Western Electric Company, Inc., et al., January 24, 
1956, which you transmitted with your April 22, 1957, letter, it would be ap- 


preciated if you would supply to the House Antitrust Subcommittee the follow- 
ing additional information. 


There are then listed six items: 


Item No. 2. A copy of the response by the American Telephone & Telegraph 
Co. to the Antitrust Division with respect to the differences in the construction 
of paragraph X of the decree, referred to on page 1 of your statement; 

3. A copy of the explanations supplied by American Telephone & Telegraph 
Co. to the Antitrust Division with respect to alleged activities contrary to the 
judgment engaged in by Bell operating companies, referred to on page 2 of 
your statement. 


Now, are you familiar with a letter dated August 23, 1957, Judge 
Hansen, signed by you and addressed to the chairman, the Honorable 
Emanuel Celler, and do you have a copy of it at present? 

Mr. Hansen. I do not have a copy of it. 

Mr. Harxrns. Mr. Chairman, I will read portions of this letter: 





My DEAR CONGRESSMAN CELLER: With reference to paragraphs 2 and 3 of 
your letter— 


which I just read— 


I respectfully refer you to the letter from the Deputy Attorney General to you 
of July 13, 1956. Those considerations which require that the Department 
treat on a confidential basis communications with a defendant during consent- 
decree negotiations also apply to the enforcement of a decree. Confidential 
information obtained from a defendant which may be required to ascertain 
whether there is compliance with the terms of a decree might, nevertheless, be 
harmful to the defendant if disclosed publicly. Where such information does 
not, in fact, indicate a violation of the terms of the decree, it would be unfair 
to disclose it to the public. To depart from this principle in a specific case 
could seriously hamper our judgments-enforcement program. Where the in- 
formation obtained does disclose judgment violations, the Department will, of 
course, place it in evidence at the appropriate stage of litigation. 


Are you familiar with this exchange of ee 

Mr. Hansen. Yes, and I think it is perfectly logical. Here you 
are asking me to tell you the Department of Justice’s som opinion 
on a matter that might result in litigation and make it available to 
the public and to the defendants. 

Mr. Harkins. Before we go into the subject matter of what was 
involved here—— 

Mr. Hansen. That is what we are going into. 
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Mr. Hargis. May I ask you: Did not the chairman ask you for spe- 
cific documents in this request ¢ 

Mr. Hansen. Read what you asked for. You asked there con- 
cerning matters that might result in litigation, matters which I testi- 
fied to here now that we have under consideration. Read the items 
you request. 

Mr. Hargins. A copy of the response by the American Telephone 
& Telegraph Co. to the Antitrust Division. 

Mr. Hansen. Of what; response to what? 

Mr. Harkins. With respect to the differences in construction of 
paragraph X of the decree referred to on page 1 of your statement. 

Mr. Hansen. There are various items that we have right now in 
discussion that might well lead to litigation. 

Mr. Harkins. That particular document is in our record, is it not? 

Mr. Hansen. I don’t know. 

Mr. Harkins. But it is a specific request. Here was a specific 
request for a specific document and it was a document prepared 
by A. T. & T. 

Mr. Hansen. Not for facts leading up to the negotiation. 

The CHarrmMan. But the document, specifically, Judge, was the 
reply of the telephone company; was that not a specific document? 

Mr. Hansen. To the legal questions involved. 

The Cuatrman. No,no. We asked for the document. 

Mr. Hansen. But the document you are asking for is an expression 
of a legal position. 

The CHatrman. But you said that you would not give us—that 
you would give us specific documents; so, we now ask for specific 
documents. 

Mr. Hansen. Ask for specific documents, but this is a matter which 
occurred long after the entry of the decree, which has to do with 
interpretation of the decree, which is a legal question to come before 
the court. 

The Cuarrman. Regardless of the interpretation placed on it, here 
was a request for a specific document, and you said that we could 
not have it; isn’t that correct? It may be, in your judgment, that 
we were not entitled to it, Judge. It may be, in your judgment, we 
were not entitled to it, but at least we have to say that here was a 
specific document which you refused to give us. 

Mr. Hansen. May I see the letter? I would like to refer you to— 
I would like to see the letter, if I may. 

The Cuarrman. Certainly. 

Mr. Harkins. Mr. Chairman, I offer these documents for the 
record. 

The Cuarrmman. Accepted. 

(The documents referred to are as follows:) 


MAy 17, 1957. 
Hon. Victor R. HANSEN, 
Assistant Attorney General, 
Department of Justice, Washington, D.C. 


Dear JupGE HANSEN: With reference to the chronological statement of actions 
taken by the Antitrust Division in its supervision and enforcement of the consent 
decree in United States v. Western Hlectric Company, Inc., et al., January 24, 
1956, which you transmitted with your April 22, 1957, letter, it would be appre- 
ciated if you would supply to the House Antitrust Subcommittee the following 
additional information : 








3706 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


1. A copy of the views of the Antitrust Division as to the scope of para- 
graph V (d), referred to on page 1 of your statement ; 

2. A copy of the response by American Telephone & Telegraph Co. to 
the Antitrust Division with respect to the differences in the construction of 
paragraph X of the decree, referred to on page 1 of your statement ; 

3. A copy of the explanations supplied by American Telephone & Telegraph 
Co. to the Antitrust Division with respect to alleged activities contrary to 
the judgment engaged in by Bell operating companies, referred to on page 
2 of your statement; 

4. A copy of the list of Bell System-owned patents in force on January 24, 
1956, which was forwarded to the Antitrust Division on February 20, 1956; 

5. A copy of the list of persons or companies that have entered into con- 
tracts for leasing and maintaining private communications systems that were 
executed prior to the date of the judgment and those executed during the grace 
period which expired on March 9, 1956 ; 

6. Copies of the views of the Antitrust Division as to the scope of the 
patent provisions of the judgment, i. e., what these patents covered, such as 
the type of inventions, e. g., the transistor patents which are vital to tele- 
vision and to defense items, such as the guided missile and electronic finders, 
referred to on page 2 of your statement. 

Thank you for your cooperation with the subcommittee in its investigation. 

Sincerely yours, 

EXMANUEL CELLER, Chairman. 


DEPARTMENT OF JUSTICE, 
Washington, August 23, 1957. 
Hon. BMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D.C. 


My Dear CONGRESSMAN CELLER: I should like to offer my apology for the delay 
in replying to your letter of May 17, 1957. You request that the Antitrust Divi- 
sion supply to the House Antitrust Subcommittee information in addition to that 
which was submitted to you on April 22, 1957, relating to action taken by the 
Antitrust Division in its supervision and enforcement of the consent decree in 
United States v. Western Electric Company, Inc., et al. 

In reply to the first paragraph of your letter, there is enclosed for your informa- 
tion a copy of a letter to the Federal Communications Commission, dated March 
27, 1957, which concerns paragraph V (d) of the decree. 

With reference to paragraphs 2 and 3 of your letter, I respectfully refer you to 
the letter from the Deputy Attorney General to you of July 13, 1956. Those con- 
siderations which require that the Department treat on a confidential basis com- 
munications with a defendant during consent decree negotiatians also apply to 
the enforcement of a decree. Confidential information obtained from a defendant 
which may be required to ascertain whether there is compliance with the terms 
of a decree might nevertheless be harmful to the defendant if disclosed publicly. 
Where such information does not in fact indicate a violation of the terms of the 
decree, it would be unfair to disclose it to the public. To depart from this prin- 
ciple in a specific case could seriously hamper our judgments-enforcement pro- 
gram. Where the information obtained does disclose judgment violations, the 
Department will, of course, place it in evidence at the appropriate stage of 
litigation. 

In response to paragraph 4 of your letter, there is enclosed a copy of a list of 
Bell System patents in force on January 1, 1956. 

With reference to paragraph 5, in which you request a copy of the list of con- 
tracts for leasing and maintaining private communications systems entered into 
prior to the date of the judgment, and a list of those entered into during the grace 
period, which expired on March 9, 1956, we do not have available any copies of 
this list. However, we shall be glad to make the list available to members of 
your staff for examination at the Antitrust Division, if you so desire. 

With respect to paragraph 6 of your letter, while the Department may have 
commented from time to time on the general fields of technology in which patent 
relief obtained might be useful, there has been no attempt to delineate the scope 
of the coverage of the patents required to be licensed under any decree. By 
reference to the list of patents enclosed herewith, your subcommittee may obtain 
from the United States Patent Office copies of each of them. The applications 
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which may be made of the inventions described should probably be discussed with 
an engineer. 

Should you require any further information which the Antitrust Division is 
authorized to make available, we shall be pleased to cooperate. 

Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 

Mr. Hansen. But there is another answer to it here also. 

I would like to invite the committee’s attention to paragraph 16 of 
the judgment which provides: 

No information obtained by the means provided in this section 16 shall be 
divulged by any representative of the Department of Justice to any persons other 
than duly authorized representatives of such Department, except in the course 
of legal proceedings in which the United States is a party, for the purpose of 
securing compliance with this final judgment, or as otherwise required. 

I would also like to read from the letter which was shown to me, 
only part of which letter was read into the record, as follows: 

In response to paragraph 4 of your letter, there is enclosed a copy of a list 
of Bell System patents in force on January 1, 1956; 

With reference to paragraph 5, in which you request a copy of the list of 
contracts for leasing and maintaining private communications systems entered 
into prior to the date of the judgment, and a list of those entered into during 
the grace period, which expired on March 9, 1956, we do not have available any 
copies of this list. However, we shall be glad to make the list available to mem- 
bers of your staff for examination at the Antitrust Division, if you so desire. 

Mr. Maerz. Judge Hansen, so that we can get this in perspective : 

You will agree, will you not, that the subcommittee requested all 
the files of the Department of Justice relating to the negotiations for, 
and signing of this decree ? 

Mr. Hansen. Yes. 

Mr. Maerz. And also you will agree, will you not, that in addition 
to this, Deputy Attorney General Rogers refused the request—you 
also refused the committee request 

Mr. Hansen. For all the files; yes, sir. 

Mr. Maerz. Is it your position that the Department of Justice was 
willing to make available to the subcommittee certain files of the De- 
partment of Justice in connection with that 

Mr. Hansen. Not files, certain specific facts or letters, and that we 
were willing to consider any request for such. 

Mr. Materz. Can you point to any letter where such an offer was 
made to the subcommittee ? 

Mr. Hansen. We mentioned in the letter—I haven’t the date of 
the letter. 

Mr. Maerz. Will you place it in the record, please? 

Mr. Hansen. It’s already in it. 

Mr. Keatine. May I interpose a question? 

The Cuatrman. Yes. 

Mr. Kratine. Were there specific requests made by the counsel here 
to you which you did comply with? 

Mr. Hansen. Yes. 

Mr. Keartine. On several occasions ? 

Mr. Hansen. I'll have to check and see how many, I know of one. 

Mr. Materz. Let’s now 

Mr. Keatrna. He is checking, now. 
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Mr. Hansen. We were requested—this is a letter of April 30, 
1958 addressed to the Honorable Emanuel Celler, chairman: 


My DEAR CONGRESSMAN CELLER: Reference is made to your letter dated Decem- 
ber 12, 1957, requesting a copy of a memorandum dated August 23 or 24, 1955, 
from Edward A. Foote to Judge Barnes setting forth the pros and cons of the 
settlement that had been discussed with the defendants in U. 8. v. Western Elec- 
tric Co., Inc., et al. By my letter dated December 27, 1957, you were advised that 
we were unable to locate such a memorandum and therefore were unable to 
consider whether we could appropriately make it available to you. After reading 
the transcript of the April 15, 1958, hearing conducted by your committee, it 
appears that amplification of the information previously furnished to you might 
be desirable to avert any possible misunderstanding. 

I am now able to state categorically that the Department’s file on this case 
does not contain any memorandum or “copy of a memorandum from Mr. Edward 
A. Foote * * * to Judge Barnes, dated August 23 or 24, 1955, setting forth the 
pros and cons of the various possibilities for settlement of the A. T. & T. case 
which had been discussed in conference between representatives of A. T. & T. 
and representatives of the Antitrust Division.” In addition, such file does not 
contain any Memorandum or copy of a memorandum from any other person pres- 
ently or formerly serving with the Department, prepared at or about the men- 
tioned date concerning such subject. However, the Department’s file does con- 
tain four documents which appear to be ribbon copies of the memorandums which 
were received into the record of your proceeding at page 486. None of these 
memorandums has any routing slip attached, nor does any of them contain any 
indication that it was transmitted to anyone. The memorandums are not grouped 
with any single binder, as is the document which was included in your record, 
nor does any one of them have a binder or cover attached to it. 

The memorandums are headed as follows: 

1. Proposal that decree be subject to future modification; compulsory com- 
petitive bidding ; 

2. The impact of public regulation upon the subject matter of the case ; 

3. Total or partial divorcement of Western from the Bell System ; 

4. Proposal that specified ratio of outside purchases be maintained. 

That was in reply to a specific request made, and we answered it. 

Mr. Keatine. Mr. Hansen, I have now before me the very letter 
which counsel was interrogating you about, dated August 23, 1957, 
from you to the chairman. 

He referred to 2 2 paragraphs in it dealing with 2 matters which you 
declined to furnish, but he did not read right ahead of this where you 
say: 

There is enclosed for your information a copy of a letter to the Federal Com- 


munications Commission dated March 27, 1957, which concerns a certain para- 
graph in the decree. 


And then down below, it says: 


In response to paragraph 4 of your letter, there is enclosed a copy of a list of 
Bell System patents in force on January 1, 1956. 

Then you go on to say that you do not have available certain other 
documents at all, so that right in that letter you made it clear that 
there were specific matters which you were prepared to furnish to this 
committee ; is that not a fair conclusion ? 

Mr. Hansen. Yes, sir. 

Mr. Harxtns. Mr. Chairman, sir. 

In that letter, Judge Hansen, did you supply to the subcommittee 
anything that had not alres udy been made public by the Department of 
Justice? 

Mr. Hansen. I don’t think—we did not make the letter to the FCC 
public. 

Mr. Harxtns. At that time had you not made it public, was it not 
part of the public record of the FCC? 
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Mr. Hansen. I don’t know what the FCC did. You asked if we 
made it public. I don’t think we made it public, 

Mr. Harxrns. But it was public at that time; was it not? 

Mr. lIansen. I don’t know, I don’t know. 

Mr. Maerz. Now, Judge Hansen, the last letter you just read indi- 
cated, as I understand it, that the Department of Justice was unable 
to find a memorandum dated May 23 or May 24, 1955, with respect 
to the pros and cons of the possibilities for settlement. 

Suppose such a memorandum had been found in the departmental 
files— 

Mr. Hansen. We did ultimately find four memorandums. 

Mr. Maerz. Suppose such a memorandum of pros and cons of pos- 
sibilities for settlement which had been discussed, had been found 
in the Department files, is there any assurance contained in that letter, 
or in your previous letter, that that memorandum would have been 
made available to the committee ? 

Mr. Hansen. There was not a memorandum as such, we found four 
different documents. 

Mr. Materz. I am talking about a memorandum of pros and cons of 
the possibilities for settlement. Is there any assurance the Depart- 
ment would have furnished that memorandum to the committee? 

Mr. Hansen. It would depend entirely on whether or not it ex- 
ressed views of members of the staff, and if it did, it would not 
1ave been furnishea; but I did in the letter state that we had found 
four individual documents, not identified, and we couldn’t identify 

them as being what you were requesting by your earlier letter. . 

The Cuarrman. I think we have interrogated enough on this score, 
Judge, and I just want to make the comment that you have touched 
the very crux of this matter about blanket refusal. 

There was a situation where the committee was just up against a 
blank wall and we had to scale that wall in some way. The committee 
was compelled by a most circuitous way to get the information. We 
finally got it. 

Unfortunately, it put us to a great deal of time and effort. I think 
it would have been far better if we had received those documents from 
the Department of Justice itself. You say that we were not entitled to 
these, we say that we were. Well, that is a question that I suppose will 
be argued from now until doomsday. 

Mr. Keating. There isa rollcall on, Mr. Chairman. 

The Cuairman. Judge Hansen, we are in this predicament: We are 
very anxious to terminate these proceedings. We thought we could do 
it today, but the Alaska statehood bill is on the agenda. It may be 
called up and there may be a number of objections requiring rollcalls 
and I don’t think it would be fair to you to have you come back and 
then have you wait here while we answer rollcalls. 

Would it be convenient if we would meet tomorrow morning in this 
room, say at 10 o’clock, in an endeavor to conclude? 

Mr. Hansen. [have a full calendar in the morning. 

The Cuarrman. I do not want to interfere unduly with your work. 
I know how busy you are. 


aon do you suggest? I want to suit your convenience if possi- 
e. 
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Mr. Hansen. I would like to suit the chairman’s convenience, too. 
I would suggest that when I get back, let me check if I can and see 
what can be done about some appointments. I naturally was hoping 
I could have finished today. 

The Cuarrman. We had every hope that we would finish, but un- 
fortunately these other circumstances arose. 

Now we have the situation over on the floor of the House and we 
have to be over there to answer rollealls and they are very important 
rollcalls. 

Mr. Hansen. I appreciate that. 

The CHarrmMan. You probably read in the news what was happen- 
ing and our presence is required there. 

Mr. Hansen. Why can’t I check with Mr. Maletz and see if we can 
work out an agreeable time. 

The Cuatrman. We hope that you can do it tomorrow. We can 
meet at 10 o’clock and finish. Will youtry to do that? 

Mr. Hansen. I will if I can. 

The CHarrman. Unless something untoward comes up. 

Mr. Hansen. As I recall, there is a very highly important commit- 
tee meeting tomorrow in w hich I am sure the chairman and all of us are 
interested, where I have been asked to be present. 

The Cuatrman. Well, I have just put off another subcommittee 
meeting which was scheduled for tomorrow. A number of judges 
were to come up, and we just canceled that out so we could have this 
meeting continued. 

Mr. Hansen. Let’s see if J can’t work it out. 

The Cuarmman. Try todo that. 

Mr. Hansen. Yes, sir, I will do my best and will communicate with 
Mr. Maletz. 

The Cramman. Unless we otherwise hear from you, we will meet 
tomorrow morning at 10 o’clock in this room. 

Mr. Hansen. Thank you, sir. 

(Thereupon, at 12:10 p. m., the subcommittee stood in recess until 
10a. m., Thursday, May 22, 1958.) 


CONSENT-DECREE PROGRAM OF THE DEPARTMENT 
OF JUSTICE 


THURSDAY, MAY 22, 1958 


Houses or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
CoMMITTEE ON THE J UDICIARY, 

Washington, D.C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 356, 
Old House Office Building, Hon. Emanuel Celler (chairman) pre- 
siding. 
Present: Representatives Celler, Rogers, Holtzman, Keating, 
MeCulloch, and Miller. 
Also present: Herbert N. Maletz, chief counsel; Kenneth R. 
Harkins, cocounsel, and Milton Eisenberg, associate counsel. 


TESTIMONY OF VICTOR R. HANSEN, ASSISTANT ATTORNEY GEN- 
ERAL, ANTITRUST DIVISION, DEPARTMENT OF JUSTICE; AC- 
COMPANIED BY WILLIAM KILGORE, CHIEF, JUDGMENT AND 
JUDGMENT ENFORCEMENT SECTION, DEPARTMENT OF JUSTICE; 
AND WALTER D. MURPHY, TRIAL ATTORNEY, JUSTICE DEPART- 
MENT—Resumed 


The CuarrmMan. The meeting will come to order. I want to thank 
you, Judge, for arranging to appear here this morning. 

Mr. Hansen. Happy I could do so. 

The CuarrmMan. We hope to be able to conclude this morning. 

Mr. Hansen. Thank you. 

Mr. Matetz. Mr. Chairman. 

The CHarrMaANn. Yes. 

Mr. Materz. Judge Hansen, as I understand your testimony of 
yesterday, the position of the Department of Justice with respect to 
making files available to the Antitrust Subcommittee in respect to 
the A. T. & T. suit is essentially as follows: 

That —— the Department of Justice on July 13, 1956, and on 
December 27, 1957, refused to make any of its files in the A. T. & T. 
suit available for subcommittee examination, the Department of Jus- 
tice was ready to supply specific documents as designated, is that 
right ? 

Mr. Hansen. I said that we would give consideration to any re- 
quested document, and that certainly many specific documents, we 
would have been willing to make available to the committee. 

Mr. Materz. Let me ask you this: Without an opportunity to 
examine the Department files, how would the subcommittee know 
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what documents the Department had in its possession respecting this 
case ¢ 

Mr. Hansen. I don’t know. 

Mr. Materz. When the subcommittee requested all of the files of 
the Department relating to this case, did the Justice Department at 
any time indicate to the subcommittee that: it had in its possession 
documents concerning this decree that were not privileged ? 

Mr. Hansen. Well, you have the letters there. 

The Cuamman. The letter speaks for itself. 

Mr. Hansen. Yes. 

Mr. Matrerz. I take it, the answer is “No.” 

Mr. Hansen. The letters speak for themselves. 

The CuarirmMan. As I remember it, the letter did not so indicate. 

Mr. Hansen. Well, we had some questions and answers about it the 
other day. I think there is one that I felt did very definitely indicate 
that. 

Mr. Maerz. We are talking about the two letters of July of 1956 
and your letter of December 27, 1957. 

Mr. Hansen. That’s right. They speak for themselves. 

Mr. Materz. I think you are quite right. The chairman pointed 
out the letters speak for themselves. 

Now, the reasons assigned by the Department of Justice for refusal 
to permit this subcommittee to examine the Justice Department files 
relating to the decree in the A. T. & T. were twofold: 

First. An asserted need to withhold information concerning A. T. 
& T. and Western Electric operations obtained in the course of consent 
decree negotiations; and 

Second. A claim of presidential privilege with respect to memo- 
randums passing between staff members of the Antitrust Division con- 
cerning negotiation conferences as well as decree provisions, is that 
right ? 

Mr. Hansen. That is right. 

Mr. Maerz. May I ask you this specific question. Is it the De- 
partment’s position that it was and is now willing to make available to 
this subcommittee all the documents in the Department’s possession 
concerning the A. T. & T. decree, with the exception of (1) material 
submitted by the defendants regarding their operations; and (2) 
memorandums by various members of the Antitrust Division concern- 
ing negotiation conferences and decree provisions. 

Mr. Hansen. I would want to look through the file and see. 

Generally that is true, but I would want to check and see whether 
there are others there, where there would be a privilege. 

Mr. Maerz. Mr. Chairman, may I suggest that this matter be taken 
up by the staff of the subcommittee with Judge Hansen. 

The Carman. If that is agreeable with “the judge, all right. 

Mr. Hansen. Sorry, I didn’t hes ar, Sir. 

The Cuarrman. He asked whether it could be a matter of arrange- 
ment between yourself and the staff here. 

Mr. Hansen. I would be happy to take a look into that and see what 
could be made available, and we will let him know. 

The CHarrman. Fine. 

Mr. Materz. Is the Department of Justice now willing to make 
available to this subcommittee all correspondence between the Justice 
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Department and every other agency of the Federal Government relat- 
ing to the negotiation for and entry of a consent decree in this case? 

Mr. HansEN. No, sir; we are not. 

Mr. Maerz. Let me ask you this question. 

Mr, Hansen. I think the committee has practically all. I don’t 
know of any that you do not have. 

Mr. Materz. Well if that is the case, why would the Department 
of Justice object to making them available? 

Mr. Hansen. Well, there are several reasons. 

One, we think it would be an idle gesture if you already have it 
for us to furnish it; 

Second, I think it might well be used as a precedent to urge 
strongly that, in the future, we might also waive the privilege. 

Mr. Maerz. Will you explain to the subcommittee, Judge Hansen, 
why, when the chairman requested that the Department make avail- 
able for examination by the subcommittee all files of the Department 
of Justice relating to the negotiation for, and signing of, a consent 
decree in the A. T. & T. suit, the Department of Justice did not make 
available for examination the following: 

1. The exchange of correspondence between the Attorney Gen- 
eral and the Chairman of the Federal Communications Commission 
in November 1955 dealing with the question as to whether divestiture 
of Western would have a significant effect upon the exercise of their 
function by the regulatory agencies ; 

2. A letter dated December 6, 1954, from Mr. Wilbur M. Brucker, 
General Counsel of the Department of Defense, to Judge Barnes, 
recommending disposition of the A. T. & T. suit on a basis that would 
not require severence of Western Electric; 

3. A letter dated July 10, 1953, from Secretary of Defense 
Wilson to Attorney General Brownell, seeking disposition of the 
A. T. & T. case on a basis which would not require severence of 
Western Electric from the Bell System; 

4. A letter dated March 20, 1952, from Secretary of Defense Lovett 
to the Attorney General, requesting postponement of the A. T. & T. 

5. A letter dated April 30, 1952, from Acting Attorney Gen- 
eral Perlman to the Secretary of Defense denying the request for 
postponement; and 

6. A letter dated May 26, 1952, from Mr. Lovett to the Attorney 
General suggesting a postponement of the A. T. & T. suit for 2 years? 

Why were these documents not made available? , 

Mr. Hansen. My understanding is, they were not specifically re- 
quested. You asked for all files, and we denied it. 

Mr. Maerz. Was not this correspondence part of the files requested 
by the chairman? 

Mr. Hansen. No. You asked for all of the files, and we answered 
and denied all of the files. 

_ Mr. Materz. Yes, you denied all the files, including these letters, 
isn’t that right ? 

Mr. Hansen. I would have to check and see that those letters are 
actually in the file. I don’t know of my own knowledge whether they 
are in there or not. 

You have listed a number of letters and we have had no specific 
request for them, to my knowledge. 
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The Cuatrman. Of course, Judge, you can readily appreciate that 
we would have no knowledge of specific communications and specific 
data, and the only way we could find out would be to specifically 
examine the files. We were denied examination of the files, and there- 
fore we could not specify them. 

Mr. Hansen. That is not my understanding. My understanding is 
that you got the specific letters from Defense; you also got specific 
letters from A. T. & T.; and you also got specific letters from the FCC. 

The Cuarrman. Yes, but we had to get them as a result of a tre- 
mendous task of examining some thousands of documents in A. T. & 
T.’s files. It put this committee to a tremendous amount of work; 
whereas, had our request been acceded to, we might have avoided that. 

Mr. Hansen. I cannot say that it would have been any different in 
the task, in the task of selecting the letters, whether you got them 
from us or Defense, or got them from the FCC. 

Mr. Keating. In other words, Judge, the question asked of you is, 
Why you didn’t go through these files and pick out the things to turn 
over to this committee to pillory the Justice Department with. 

The Cuarrman. “Pillory?” Do you want to strike that out. 

Mr. Keating. No, if that isthe purpose of this hearing. 

The Caarrman. Did you say “pillory?” 

Mr. Keating. Pillory. 

The Cuatrrman. P-i-]-l-o-r-y. 

Mr. Keatine. P-i-]-]-0-r-y. 

The Cuarrman. That is an unfortunate word to use. I don’t think 
you, as a member of the Judiciary Committee, would pillory anybody 
or anything. I think that would be a very unfortunate statement ? 

Mr. Hansen. You didn’t even ask for letters by categories. 

The Cuarrman. We didn’t know what the letters were, Judge. 

Mr. Hansen. That is not my understanding, sir. 

The Cuarrman. Well, all right. 

Mr. Keatrne. Not mine, either, Judge. 

Mr. Maerz. Mr. Chairman. 

Judge Hansen, may I 

The CuarrmMan. Judge, do you think we are trying to pillory your 
Department ? 

Mr. Hansen. I never said that, Mr. Chairman. 

Mr. Materz. Judge Hansen, is it your testimony that at the time 
the chairman wrote a letter on May 19, 1956, to the Department of 
Justice, requesting all the files of the Department relating to the 
decree, that this committee was familiar with the various categories of 
documents in this case ? 

Mr. Hansen. I said that that was my understanding. 

Mr. Matetz. What is the basis of your understanding ? 

Mr. Hansen. I think conversations had with you and members of 
my staff which indicated that fact. 

Mr. Maerz. Would you know if any conversation that any mem- 
ber of the staff of this subcommittee had with any member of the Anti- 
trust Division on or before May 1956 

Mr. Hansen. I don’t recall. 

Mr. Maerz. Was the basis of your understanding that this sub- 
committee knew about the various categories of documents as of May 
1956. 
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Mr. Hansen. You have these documents you are referring to, have 
you not, copies of them. 

Mr. Marerz. That was a year or two later after the subcommittee 
requested documents from A. T. & T. 

Mr. Hansen. I have no way of pinpointing the date that A. T. & T. 
turned over its file, nor have I any way of knowing when the Defense 
Department turned over its files. 

Mr. Matrrz. Well, now, when the subcommittee requested all of 
the files of the Department, what was the justification for the Depart- 
ment of Justice not making available to the subcommittee the ex- 
change of correspondence between the Attorney General and the 
Chairman of the Federal Communications Division in November of 
1955 ¢ 

Mr. Hansen. Well, as we expressed in the letter, Presidential privi- 
lege. 

The Cuatrman. In other words, you feel the Presidential privilege 
extends to communications received from other branches of the Gov- 
ernment. 

Mr. Hansen. Yes, sir. 

The Cuarrman. All right. 

Mr. Matetz. Do not your two letters, the first letter being dated 
July 1956 and the second, December 1957, indicate that the privilege 
was being invoked only for interoffice staff memorandums passing 
between members of the Antitrust Division ? 

Mr. Hansen. Again the letter speaks for itself. 

Mr. Matrerz. Is it not correct that in this case despite the subcom- 
mittee’s request, the Department of Justice has not made all the perti- 
nent facts available to this subcommittee of the Congress ? 

Mr. Hansen. I don’t know what you consider pertinent facts. 

Mr. Maerz. Would you for example regard correspondence be- 
tween the Attorney General and the Chairman of the Federal Com- 
munications Commission as a pertinent fact with respect to this case? 

Mr. Hansen. For what; what case? 

Mr. Materz. Did you not, in your statement, indicate that the let- 
ter from the Federal Communications Commission was regarded by 
you as—— 

Mr. Hansen. Pertinent to us; yes. 

Mr. Maerz. Isn’t it pertinent to the committee in understanding 
the background of this decree ¢ 

Mr. Hansen. I don’t know. 

Mr. Marerz. Would you not regard the exchange of correspond- 
ence between the Attorney General and the Secretary of the Defense 
as a pertinent fact with respect to this case ? 

Mr. Hansen. Certainly, it was a very pertinent fact, as far as Jus- 
tice was concerned, in reaching the conclusion, as I have testified. 

Mr. Maerz. Now, are you familiar with Attorney General Rogers’ 
statement before the Constitutional Rights Subcommittee of the Sen- 
ate Judiciary Committee, March 6, 1958, when he testified in part as 
follows: 


* * * Similarly, at the conclusion or settlement of any type of case in the 
Department where otherwise there would be no public record of the proceeding, 
our practice now is to make all the pertinent facts available. 
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How do you reconcile the statement of Attorney General Rogers 
with the refusal by the Department of Justice to permit subcommit- 
tee examination of the Department of Justice files ane the nego- 
tiations for, and the signing of a consent decree in the A. T. & T. case? 

Mr. Hansen. If you read the whole statement, I think it is clearly 
announced by him. 

Mr. Materz. I have the statement here, Judge Hansen. 

Mr. Hansen. You have just picked out one little paragraph out of, 
what is it, 50 pages in that statement ? 

Mr. Materz. Yes, Judge Hansen. 

Mr. Hansen. His policy is set forth in there, and reading that 
document from four open corners is entirely in line with the position 
IThavetaken. Asa matter of fact I took this position with full knowl- 
edge of the contents of that statement. 

Mr. Materz. Judge Hansen, here is a copy of Attorney General 
Rogers’ statement. 

Mr. Hansen. I have a copy right here. 

Mr. Materz. Would you read page 5 of this statement or would you 
like me to read the whole paragraph ? 

The Cuarrman. Read the paragraph. 

Mr. Hansen. What page is it? 

Mr. Maerz. Page 5. 


In the Department of Justice, we have, in the last few years, taken certain 
steps to make available more information about our daily operations than was 
available before. 

For example, we have now the practice of making all pardons and commuta- 
tions and sentences a matter of record. Thus, in the event a question arises as to 
the propriety of a pardon, any interested person may examine the record, which 
now includes the names of all persons who interceded in behalf of or expressed 
interest in the convicted person. Similarly, at the conclusion or settlement of any 
type of case in the Department where, otherwise, there would be no public 
record of the proceeding, our practice now is to make all the pertinent facts 
available. 

Did I read that correctly ? 

Mr. Hansen. Yes. 

Mr. Marerz. What other part of the statement do you think the 
subcommittee’s attention should be directed to, with respect to this 
particular matter ? 

Mr. Hansen. Of course, this matter is still before the courts, and 
there are still items on it that may well have to be litigated and may 
have to be determined, and this has not been concluded, by any means. 

Mr. Matetrz. Won’t this consent decree be before the courts forever? 

Mr. Hansen. Yes. 

Mr. Maerz. So, does that mean that at no time in the future will 
any committee of Congress be able to get all the pertinent facts relat- 
ing to this subject from the Department of Justice? 

Mr. Hansen. I can’t speak for what future successors of mine may 
do. 

Mr. Materz. What is the basis, then, of your statement that this 
consent decree is before the court ? 

Mr. Hansen. What is the basis of it ? 

Mr. Matetz. Yes. 

Mr. Hansen. No. 1, that the A. T. & T. has made application for 


approval of tariffs on private communications systems, which, we con- 
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tend, is not in accordance with the decree. In other words, their con- 
tention is that, if a tariff is permitted, then they can continue in private 
communications, and we contend that that is not in accordance with 
the decree, and we have so notified the FCC, and we are still in a posi- 
tion to urge that the portion of the decree, which is a matter very 
current. 

Mr. Matetz. Is it your contention that, because this settlement is 
a court decree, that that is justification for not making all the pertinent 
facts with respect thereto available to duly constituted committees of 
the Congress ? 

Mr. Hansen. We have refused, on the basis of the executive privi- 
lege. 

Mr. Maerz. All right. 

Mr. Hansen. And that covers the whole thing. 

Mr. Matetz. Now, Mr. Rogers’ letter refusing to permit subcom- 
mittee examination of the Department’s files indicates that the bulk 
of the Department’s file falls into two categories; the first consisting 
of materials submitted by defendants regarding their operations; the 
second consisting of memorandums by various members of the Anti- 
trust Division concerning the negotiation conference, as well as decree 
provisions ; is that correct ? 

Mr. Hansen. You say that isin my letter? 

Mr. Maerz. Mr. Rogers’ letter, which you, yourself, endorsed on 
December 27, 1957; is that right ? 

Mr. Hansen. You said in the letter. I cannot, to my knowledge, 
say that there are no other possible categories, or that is all inclusive. 

fr. Marerz. To refresh your recollection, your letter of Decem- 
ber 27, 1957, to the chairman, stated in part as follows: 

We have again considered our position taken in our letter to you of July 13, 
1957, on your request to examine all our files relating to negotiations leading 
to the entry of Western Electric judgment. We believe that we must add here to 
the position, our position for reasons stated in that letter. 

Does that refresh your recollection as to the content of that letter? 

‘Mr. Hansen. Yes; I have it right here. 

Mr. Materz. Is it not true, Judge Hansen, that Mr. Rogers’ letter 
states that documents relating to the defendant’s operations, in the 
possession of the Department, were refused to this subcommittee on 
the ground that some touch on confidential aspects of the defendant’s 
operations ¢ 

Mr. Hansen. Are you reading from the letter ? 

Mr. Matrerz. I am paraphrasing. Is that correct, according to 
your best recollection ? 

Mr. Hansen. I have the letter here. 

Mr. Maerz. Now, the defendants submitted all their files relating 
to this case to this subcommittee, including a copy of each document 
supplied by them to the Department of Justice in the course of decree 
negotiations, and virtually every single one of those documents has 
been included in the records of these hearings. 

For the record, and at your convenience, would you point out 
which, if any, of the defendants’ documents, which have been in- 
cluded in the record of these hearings, touched on confidential aspects 
of the defendants’ operations? 














3718 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


Mr. Hansen. I haven’t analyzed it, but I cannot for the life of 
me see what materiality my opinion concerning the letters you have is. 

Mr. Marerz. Because a basis of your refusal was that the docu- 
ments the defendants supplied to you touched on the defendants’ 
confidential operation. 

Mr. Hansen, Not to be facetious—so what? You've got the letter; 
so, what difference does it make? If the committee wants me to go 
through, item by item, I can do it, but what is to be gained by it? 

Mr. Materz. This is to be gained: To ascertain the “basis for the 
refusal by the Department of Justice to turn over to this subcom- 
mittee documents supplied to the Department of Justice by the 
defendants. 

Mr. Kratine. He has given the committee the basis. You have 
told us what the basis is, have you not ? 

Mr. Hansen. That’s right. Executive privilege. 

Mr. Matrerz. The question is: Which of the documents submitted 
to the Department of Justice by the defendants actually did touch 
on the confidential operations of the defendants ? 

Mr. Hortrzman. At that point, before it is answered, is it executive 
privilege now, or because it relates to confidential operations? 

Mr. Hansen. Both. 

Mr. Horrzman. Then that statement 

Mr. Hansen. Executive privilege includes the confidential. 

Mr. Horrzman. All right. 

The CHarrman. W hat is the question ? 

Mr. Materz. The question is this: Whether Judge Hansen, or one 
of the members of his office, would inform the committee as to which 
of the documents supplied to the Department by the defendants 
actually touched on the confidential operations of the defendants. 

Mr. Hansen. If the chairman wishes us to do so, I will go through 
and do that. 

The Cuatrrman. All right. 

Mr. Kratine. May I ask, Mr. Chairman, how much of a task that 
is? You have other things to do besides that ? 

Mr. Hansen. I have got a short staff, and I’ve got lots of trials 
eoming on, and I cannot see the importance of it because, as I say, 
if you request it, it is a great task. 

Mr. Hotrzman. Has that already been done? 

The CHairmMan. Judge, if you feel disinclined to do that, that’s 
all right. 

Mr. Hansen. Thank you, sir. 

The Carman. May I say, at this point, Judge, I would like to 
make this brief comment: I am very much interested in the state- 
ment the Attorney General made on March 6, 1957, and I repeat: 





Similarly, at the conclusion or settlement of any type of case in the Depart- 
ment where, otherwise, there would be no public record of the proceeding, 
our practice now is to make all the pertinent facts available. 

Now, apparently, the statement of Mr. Rogers, which I have just 
quoted, was not followed, was not complied with in this case. We 
asked for pertinent documents from the record which were not made 
public, and there was a refusal to supply them. I think that is tanta- 
mount to a desire on the part of the Department not to make the 
pertinent facts public or to make them available to a congressional 
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committee. On the contrary, there was a desire by the Department 
to cover up from this committee these important and pertinent facts 
regarding the negotiations that led up to this decree. That is a com- 
ment I draw from this testimony and colloquy that has taken place 
this morning and yesterday. 

Mr. Hansen. Notwithstanding the fact that we permitted those 
who actually handled the matter to testify as to any questions or 
answers any questions that the committee had? I have reference to 
Mr. Kramer and Mr. Foote, who were told that they were not re- 
stricted in any respect. 

The Cuairman. Judge, I want to say this. I want to make an- 
other comment: You, yourself, have acted in utmost good faith; no 
question about it. I want the record to show that. I’m speaking of 
the Department and not Judge Hansen. 

Mr. Keratina. Mr. Chairman, your charge of coverup against the 
Department is the basis of my statement that it looks to me as if the 
purpose of these hearings was to pillory the Justice Department. 

The CuarrmMan. I would never use the word “coverup” unless you, 
the gentleman from New York, had used the word “pillory.” He gets 
labor for his pains because of using the word “pillory.” 

Mr. Keatina. In other words, I started it. 

The CHatrman. Yes; you did. You should be careful how you 
characterize our procedures because, after all, you were chairman of 
a subcommittee, too, of this sort. I would not want to characterize 
some of the operations of your subcommittee at that time, and I was 
very careful never to do it, never to use a term as harsh and abrasive 
as the word “pillory” w hen you were chairman. 

Mr. Keatina. Well, Mr. Chairman, that is ancient history, and 
we are now faced with 1958, and I think it is better to bring the 
purposes of these hearings out in the open, rather than to wait ‘until 
we have this charge of coverup made in the committee report. I can 
assure you, Judge Hansen, regardless of my use of the word “pillory,” 
it is better to have it all out on the table now so we will all know 
where we stand and what the purpose of these hearings is. 

The Cuamrman. We know where the gentleman from New York 
stands on these matters ; there is no question about that. 

Mr. Keatine. That is right; we are at a complete understanding 
as to where we stand. 

Mr. Houtrzman. And we hope it is not on the table. 

The Cuatrms~. Proceed. 

Mr. Hansen. I would like to say that I certainly know, first, there 
was nothing to cover up, and there was, certainly, no intention on 
the part of the Department to cover up anything. 

The Cuarrman. I, of course, know that the record will have to tell 
the story, itself. 

Mr. Maerz. Mr. Chairman. 

The Carman. Yes. 

Mr. Keattna. As interpreted. 

The Cuarrman. My good friend is irrepressible this morning. Go 
ahead. 

Mr. Maerz. Mr. Chairman. 

Judge Hansen, if I may direct a few questions to Mr. Murphy. 

Mr. Murphy, would you state your name and business association 
for the record ? 
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Mr. Moreny. My name is Walter D. Murphy. I am an attorney in 
the Antitrust Division of the Department of Justice. 

Mr. Maerz. How long have you been with the Antitrust Division ? 

Mr. Murpuy. I first came with the Department in 1939, was there 
until, I believe, 1941, when, at the instance of a former associate of 
mine, Mr. McChesney, I went to the Office of Price Administration. 
Then, after a term of serv ice in the Navy, I returned to the Office of 
Price Administration, engaging in enforcement and, subsequently, i ; 
appellate work. I then returned to the Antitrust Division in 1947, I 
believe, and I have been there ever since. 

Mr. Maerz. Are you a member of the staff of the General Litiga- 
tion Section of the Antitrust Division ? 

Mr. Murruy. That’s correct. 

Mr. Marerz. Were you in charge of the Government’s antitrust suit 
against Western Electric and A. T.& T.? 

Mr. Murpny. Yes; I was, after Mr. Emmerglick left. 

Mr. Marerz. During what period were you in charge of the case? 

Mr. Moreny. Well, whenever Mr. Emmerglick left; I forget the 
exact date; I believe it was around in 1953 sometime. 

Mr. Maerz. Let me ask you this 

Mr. Mureny. Perhaps it was 1954. 

Mr. Maerz. Were you familiar with a discovery motion, interroga- 
tories, and a so-called request schedule served by the Government on 
the defendants on August 24, 1951 ? 

Mr. Murpuy. I can’t vouch for the date, but I am familiar with all 
of the matters you mentioned. 

Mr. Maerz. Is it a fact that compliance with the Government’s 
discover y procedure was completed by defendants on or about June 

30, 1953? 

Mr. Morpny. There, again, I don’t know when it was completed. 
It ismy understanding it was completed. 

Mr. Maerz. Now, is it correct that, in compliance with the Govern- 
ment’s discovery, approximately 14,300 documents were transmitted 
by the defendants to the Government ? 

Mr. Mourrny. I have no knowledge of how many documents were 
transmitted. I can verify the fact that they were quite voluminous, a 
great many. 

Mr. Materz. Did you, as the attorney in charge of the case for the 
Department of Justice, study and analyze the documents submitted 
to the Justice Department by the defendants in pursuance of the 
Government’s discovery procedure ? 

Mr. Murpeny. Well, we certainly, or I certainly looked at the inter- 
rogatories and studied those. The requested items, the great mass of 
documents; the mass was so great that you could not just “sit down and 
read documents and make heads or tails out of them. That necessi- 
tated a process of collection, cross-referencing, and indexing that was 
done. I would not be able to state that I really sat. down and studied 
all of those documents. 

Mr. Materz. Was that work done under your supervision ¢ 

Mr. Mureny. It was done, first, under Mr. Emmerglick’s super- 
vision, and done under mine, as I recall. 

Mr. Maerz. Now, on the basis of complaint and answer in this 
case, together with the documents supplied to the Government. pur- 
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suant to this discovery procedure, did you feel that the Government’s 
suit had merit? 

Mr. Mureny. Would you repeat that question, please? 

Mr. Materz. Would you repeat that question, Mr. Reporter ? 

Mr. Murpuy. It is the preamble I am concerned with; the first part 
of the question. 

Mr. Matrrz. Well, I will read the question again. On the basis of 
the complaint and answer in this case, together with the documents 
supplied to the Government pursuant to this discovery procedure, did 
you feel that the Government’s suit had merit ? 

Mr. Murpnuy. Let me put it this way: I felt that it had merit in the 
sense that it certainly raised a serious question as to whether the 
situation pertaining between Western Electric and A. T. & T. violated 
the antitrust laws. I would not want to say, had I had the responsi- 
bility of making the decision whether or not to file the suit, what I 
would have done. 

Mr. Materz. Did you decline to sign the decree in the A. T. & T. 
suit ? 

Mr. Murpuy. I did not decline to do so; no. 

Mr. Materz. Did you sign it? 

Mr. Morpny. I did not. 

Mr. Maerz. Why not? 

Mr. Mourpuy. Because I thought that the heart of the case involved 
A. T. & T.-Western Electric relationships. 

Now, if it be decided that the breading up of that relationsship 
should not be in the public interest, it was my opinion that the case 
should be dismissed, rather than to take a decree, which, in effect, 
perpetuated that relationship. That was my basic reason. 

I might say that I expressed to Judge Barnes my attitude, and to 
Mr. Foote. They both knew it. There was no secret about it, and 
that I did tell Mr. Foote, at the end of the negotiation, who said, 
“Well, in view of your attitude, or your position in the matter,” which 
he appreciated, “I suppose you would prefer not to sign the decree?” 

And I said, “Yes; that is correct. I would prefer not to sign it. 
However, if Judge—I don’t want to be put in a position of castin 
any aspersions on Judge Barnes, of whom I think so highly, and, 
therefore, if he wants me to sign it, I will doso.” 

That is the last I ever heard of it, and I did not sign it. 

Mr. Materz. Mr. Kramer testified as follows on page 1263 of the 
transcript : 

Question. Did Mr. Murphy also decline to sign the A. T. & T. decree? 

Mr. KRAMER. He so advised me; yes. 

Are you saying that this testimony of Mr. Kramer’s is not correct? 

Mr. Murrny. No; I am not saying the testimony of Mr. Kramer is 
not correct. It is a simple question of the interpretation you put upon 
the verb “decline,” and I think Mr. Kramer’s position was just about 
the same as mine. 

Mr. Marerz. At any time, did you submit a memorandum to your 
superiors explaining the reasons why you believed the proposed de- 
cree not to be in the public interest ? 

Mr. Murpny. Yes; I did. 
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Mr. Maerz. What was the approximate date of this memorandum ? 

Mr. Mureny. The approximate date of that was the early part of 
December—early or middle part of December 1955. 

Mr. Marerz. And to whom did you submit this memorandum? 

Mr. Murpuy. I submitted it to Judge Barnes. I know I sent a 
copy to him; I also sent a copy to Mr. Kramer. 

Mr. Mauerz. Now, will you tell the committee, Mr. Murphy, to the 
best of your recollection, precisely what you said in your memoran- 
dum ¢ 

Mr. Mourrny. Yes. To the best of my recollection, I will state it. 

I stated, first, that the question had been raised, in view of the 
letter from the Federal Communications Commission, what disposi- 
tion should be made of this case. I said in that letter that—the word 
“letter” should be “memorandum.” I stated in my memorandum that 
the FCC said it had the power, or that there was power, to regulate 
the prices charged by Western to the Bell operating companies, but 
it did not say that there was actually regulation there, that actually 
was done. 

I also pointed out that there had been no statement that there was 
any possibility of regulatory agencies doing anything to prevent the 
Bell System companies from suppressing new inventions, which was 
also one of the charges in the complaint. 

I went on to say that I realized that there could be a legitimate 
difference of opinion on the public interest as to whether or not di- 
vestiture should be insisted upon. 

I concluded that, if it be decided that it was not in the public in 
terest, dismissal would be preferable to a settlement on any basis 
which did not include divestiture, because I could not see, personally, 
how a decree which perpetuated the basis of the suit would be appro 
priate, because it might have an effect of estoppel or res judicata at 
some time in the future when conditions might change, say, in 10 or 
15 years. 

That was the substance of my memorandum. 

Mr. Maerz. Let me ask you this: Was any effort made in this de- 
cree to limit the role of Western Electric as the exclusive supplier to 
the companies of the Bell System ? 

Mr. Moreny. Well, I think the decree speaks for itself. 

Mr. Maerz. Now, do you know of any such intent with respect to 
this decree? 

Mr. Hansen. Mr. Chairman, we presently have an issue that covers 
the question of intent, and I request that we not be frustrated in our 
proceeding by asking an expression of intent. 

Mr. Materz. Mr. Chairman, I will not press the matter. 

Mr. Kilgore, would you state your name and business association 
for the record ? 

Mr. Krreore. W. D. Kilgore, Jr., Chief of the Judgment and Judg- 
ment Enforcement Section, Antitrust Division, Department of Justice. 

Mr. Matetz. In general, what is the nature of the responsibilities 
of the Judgment and Judgment Enforcement Section ? 

Mr. Kiraore. To review and formulate, and to make recommenda- 
tions to the Assistant Attorney General as to consent judgments, and 
to assist the Trial Section in formulating relief upon request, and to 
be initially responsible for the enforcement of both consent and liti- 
gated judgments once they are entered in court. 
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Mr. Materz. Now, did you participate actively in the A. T. & T. 
settlement negotiations which took place in 1954 and 19554% 

Mr. Kurcore. I began my participation in the negotiations in the 
early part of December 1955. 

Mr. Maerz. Were you opposed to the proposed settlement of the 
A. T. & T. decree that was suggested in December 1955? 

Mr. Kircore. I was opposed to the concept that the decree would 
not contain divestiture relief. 

Mr. MAterz. At any time, did you submit a memorandum explain- 
ing your position in respect to this matter ? 

Mr. Kircore. I did, sir. 

Mr. Maerz. And to whom did you submit such a memorandum ? 

Mr. Kircore. I submitted it to Edward A. Foote. 

Mr Materz. When was that? 

Mr. Kriigore. May I have the question again, sir? 

Mr. Maerz. Let me rephrase the question: When did you submit 
this memorandum ? 

Mr. Kureore. I submitted the memorandum in January of 1956, in 
order that the record would show that I had previously orally indicated 
my views on the relief. 

Mr. Maerz. Well, can you recall, generally, what you said in your 
memorandum ¢ 

Mr. Kneore. I stated that, upon the basis of the Government’s alle- 
gations, if there was a case showing a violation of the Sherman Act, 
that divestiture relief was appropriate. I do not believe, did not be- 
lieve, that Congress had onde any exemption under the Sherman Act 
for the manufacturer of telephone equipment and, therefore, I felt 
that it should be treated solely as an antitrust problem. 

Mr. Materz. And did you say anything else in your memorandum— 
is that the essence of it ? 

Mr. Kireore. That is the essence. 

Mr. Materz. Mr. Kilgore, how do you reconcile the fact that, while 
you were opposed to the proposed decree, you signed the decree ? 

Mr. Kireore. I don’t believe that it needs any reconciliation, sir. 
[ was heard by Judge Barnes on the question of divestiture. The 
ruling was made that there would not be divestiture. Once that deci- 
sion was made, I signed the judgment as Chief of the Judgment Sec- 
tion, and submitted it to Judge Barnes with my recommendation that 
he accept the judgment as is, then. 

Mr. Matetz. Now, Mr. Chairman, may I ask Judge Hansen a few 
more questions ? 

Mr. McCuttocn. I would like to ask a question of Mr. Kilgore. 

As the basis for the answer to the series of questions that were put 
to you by counsel, you said if the allegations of the complaint were 
substantiated, then you would come to this conclusion. 

In all of your discussions and study of this case, did you come to 
the conclusion that the Department had dependable and conclusive 
evidence to sustain the particular allegations in the complaint which 
were the basis for the prayer for relief of divestiture ? 

Mr. Kireore. I am afraid, sir, that I will be unable to respond ade- 
quately to that question because, as the Judgment Section man, I am 
supposed to more or less specialize in relief. I take the opinion and 
the judgment of the trial men as to the merits of the case. 
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Mr. McCuxtocu. I see. I will not press you for an answer but, 
Mr. Chairman, I think that is the crux of the whole matter. 

The Cuarrman. Mr. Murphy is here, you might ask him, Mr. 
McCulloch. 

Mr. McCutxocu. I will be glad to have anyone from the Depart- 
ment answer the question. 

The Cuarrman. Mr. Murphy, do you care to answer that for Mr. 
McCulloch. 

Mr. Mureny. Yes. As I understand the question, it had to do with 
the substantiation of the charges in the complaint on the basis of the 
evidence produced, is that the tenor of the question ? 

Mr. McCuxtxiocu. Could you prove that part of the case in court, 
in your opinion ? 

Mr. Murrny. In answer to that question, I can only say that there 
could be no question at all about the existing relationship between 
Western, A. T. & T., and Bell Laboratories and the Bell operating 
companies. 

Mr. McCuixocn. But that was not the real point at issue, was it? 

Mr. Murpny. Yes, it was. 

Mr. McCuxtocu. Finally in this phase? 

Mr. Mureny. In my opinion, that was the real point. 

Now, as to all the other allegations in the complaint, and there were 
a great many, I cannot state that the evidence substantiated each and 
every one, or which ones it substantiated and which ones it did not. 
I think generally they would have been substantiated. 

Mr. McCuriocu. Now, did you state that to Mr. Barnes in any 
memoranda that you submitted ? 

Mr. Mourpeuy. Well, I think it is implicit in all the memorandums 
I submitted, sir, that the relationship between Western and A. T. & T. 
and Bell operating companies was a fact. 

Now, as to whether or not there was any requirement that the Bell 
operating companies purchase from Western, there you might get into 
an area of perhaps not established facts, or a contention that there 
was no requirement that they purchase from Western. Now, in that 
particular area, you might have had some question. 

Mr. Kratine. That was the meat of the prayer for relief; was it 
not ¢ 

Mr. McCutxocu. And that is the point that I had in mind, in trying 
to make the point that I made. 

I think the record shows what the relationship might have been, 
but the record, so far as I am concerned, up to this point, does not 
show the activities under that relationship which might have given rise 
to the proof of the allegations in the complaint. The relationship in 
my opinion isn’t enough; what is necessary, is what was done under 
that relationship and what could have been done by regulatory agencies 
to prevent an abuse of the relationship in the public interest. 

The Cuarrman. Mr. Murphy. 

Mr. Murpeuy. Yes, Mr. Chairman. 

The Cuamman. Was not the question of monopoly of Western 
Electric the real crux of this situation ? 

Mr. Morrny. In my opinion it was. 

Mr. Keating. Was not the question whether this relationship 
existed for monopolistic reasons or for technological reasons. 
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Mr. Murpuy. Well, the technological reasons would be a defense. 
It might or might not be a defense. It would be a matter that would 
be raised in defense, we'll put it that way. The stock relationships 
between the companies and Western, acting as supplier to the entire 
Bell System is pretty well established, I think. 

Mr. Keatine. Well, did you share Mr. Kramer’s view that there 
was less than a 50-50 chance of getting a divestiture ? 

Mr. Murpeuy. Yes; I did, in the trial court. 

Mr. Keattine. In the trial court ? 

Mr. Murrny. Yes. 

Mr. Keating. You didn’t think you had a 50-50 chance of obtaining 
divestiture in the trial court ? 

Mr. Murpny. It depends upon what one means by winning a case. 

The Cuamman. Did you share Mr. Kramer’s view that you would 
ultimately succeed in the Supreme Court ? 

Mr. Murpuy. I thought the probabilities were in that direction. 

Mr. Hansen. May I say something. 

The Cuamman. Certainly, Judge Hansen. 

Mr. Hansen. I was not there at the time the negotiations went on, 
but I think a very important point has been raised here, the fact 
concerning the relationship of the two. 

It was only one element. The question that had to be decided was 
whether or not there was a likelihood of showing, one, that the rela- 
tionship was an abuse to the extent that it violated the antitrust laws. 

Secondly, there must be the consideration taken, there must be 
taken into consideration, which is in every case, what the likelihood 
might be of the court granting relief requested, to wit, divestiture 
and in my experience, as well as the experience I have learned from my 
predecessors, it has been that the courts are very reluctant to grant 
divestiture. 

Then, there was another very, very important element here that cer- 
tainly tipped the scales in determining the public interest, and that 
was In national security, or the security of the country that was in- 
volved, which was, the De ‘partment was told that it would be im- 
paired if there was a divestiture of these two, and if you recall there 
was a very important installation being put in for the protection 
of this country at that time. 

Then, there is still another element, and this I have gained some 
experience from having sat on the bench, and knowing the reaction of 
the court to it, and certainly there would have been introduced evi- 
dence by top scientists and experts in this Lee and know-how 
and the relationship was imperative to accomplish a very important 
national security job, and also defense officials would have undoubt- 
edly testified to that same situation. 

Weighing all those matters together, it must have been their opin- 
ion, and it certainly is my opinion that the likelihood of getting di- 

vestiture was very, very remote, and that we had to—and it is 
proper—that we had to consider the national security in arriving at 
the relief that would be sought. 

Mr. Krartine. Judge Hansen, in your administration of the Anti- 
trust Division of the Departmentof Justice, would you give serious 
consideration to a letter from the Secretary of Defense saying that a 

certain action of yours would imperil the national security ? 
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Mr. Hansen. I have done so. I did so in the Suez situation. 

Mr. Keatina. I hope that these hearings will not cause you to in 
any way change your position on that. I think that is a sound pol- 
icy, and that our national sec urity and defense must come first in our 
consideration. 

The CHa MAN. Would your answer be the same as to the letter 
from the Secretary of Defense, if you knew that the letter had been 
ghost written by one who was part and parcel of the Bell Telephone 
System ¢ 

Mr. Hansen. I don’t know what ghost written means. 

The CuatrmMan. Written by Dr. Kelly. 

Dr. Hansen. Well, I assume he might well have been—— 

The CHatrrman. He testified here before this committee that he 
wrote the letter, which was signed by Secretary of Defense Wilson. 

Mr. Hansen. I assume that somebody writes all the letters that 
are signed by the Secretary and certainly that the Secretary would 
not sign it if he did not believe the facts that are set forth in the letter. 

The Cuarrman. Don’t you think that you would have tested that 
letter by the fact that it was written by somebody who was very much 
interested in the destinies and good fortunes of the Bell Telephone 
System; namely, Dr. Kelly, who was an employee of the Bell Tele- 
phone System and received compensation from the Bel! Telephone 
System while he was with the Government ? 

Mr. Hansen. I certainly would, and it was tested, and they cer- 
tainly did not stop with only the letter from Defense, there was con- 
siderable other investigations made. 

The CuatrrMan. Beyond that, was there any communication from 
the National Security Council as bearing upon the need for the Bell 
Telephone System to hold intact the Western Electric Co.? Was 
there anything from the National Security Council ? 

Mr. HANSEN. I feel that I would have to decline on that, for secu- 
rity reasons. 

The CuarrmMan. We were told there was none. We were told there 
was no communication from the National Security Council. 

Mr. Hoitrzman. Or the President. 

Mr. Hansen. Concerning—— 

The Cuatmman. That is correct, or from the President of the United 
States. 

Do you know of any such communication? We have been told 
there was none. 

Mr. Hansen. By “communication” you mean written, as I under- 
stand it. I don’t know of any written one. 

The Cuatrman. Would you think there would be oral communieca- 
tions from the National Security Council ? 

Mr. Hansen. I would assume that there would be a lot of oral 
negotiations. 

The Cuamman. Mr. Kramer, who was in charge of this litigation, 
testified there was no such communication, 

Mr. Krattne. How would Mr. Kramer know about any oral com- 
munication ? 

The Cuatrman. He testified there was no communication. 

Mr. Hansen. He doesn’t sit on the Council. 

The Cuatrman. Proceed. 
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Mr. Mitier. Mr. Chairman. 

The CHarrMan. Yes. 

Mr. Miuier. Mr. Murphy, I would like to ask you a couple of ques- 
tions. 

When Mr. Foote was here before this committee, Mr. Maletz ques- 
tioned him about what, if any, checks were made as to the validity of 
the price comparison studies made by the FCC staff. Are you fa- 
miliar with that study ? 

Mr. Murpny. I am not too familiar with it. I have seen it. It is 
a tremendously complicated and technical thing and one that if you 
did know something about it, you soon forgot it, but I do know the 
study you are referring to. 

Mr. Miter. Was not that study taken into consideration or given 
any credence or any weight in arriving at the conclusion of the Justice 
Department on this question of divestiture / 

Mr. Murpuy. I think it probably was, but you also must remem- 
ber there was also consideration given to a letter from NARUC which 
pointed out Western’s prices had been decreased 17 percent since, I 
believe, 1950. 

Now, that was a more recent affair than the old price study that was 
used in the FCC hearing. I am just mentioning that to point out 
continuity on both sides of that particular question. 

Mr. Mitier. Do you know who those FCC studies were made by or 
under ¢ 

Mr. Murpiy. Made by the staff of the special telephone investigat- 
ing staff of the Federal Communications Commission back in the 
19 30" s sometime. 

Mr. Minter. Did you know that the engineer in charge of that study 
was the same man that Mr. Baldridge hired to help draft the com- 
plaint in the Government’s case against A. T. & T. and Western; 
namely, a man by the name of Cyrus G. Hill. 

Mr. Murreny. I have heard of Mr. Hill, but I didn’t know that he 
had anything to do with drafting the complaint. 

Mr. Miuier. That’s all, Mr. Chairman. 

Mr. Materz. Mr. Chairman. 

The CHARMAN. Yes. 

Mr. Maerz. Judge Hansen, a few questions. 

Mr. Hansen. Yes. 

Mr. Materz. The Department of Justice and, I think you, have 
taken the position that the Department policy does not permit dis- 
closure of staff memoranda or recommendations; is that correct ? 

Mr. Hansen. That is correct. I feel very strongly about it, and 
I have expressed it several times. 

Mr. Maerz. Is it not correct that on April 30, 1958, in reply to a 
letter from Mr. Victor H. Kramer, you, by letter stated in part as 
follows, and I quote: 

Under all the circumstances peculiar to this case, we do not at the present 
time think it appropriate or desirable to suggest to you that you assert any privi- 
lege on behalf of the Department with regard to any information within your 
knowledge which is relevant to the negotiations of the decree in the Western 
Electric case. 

Do you recall that? 

Mr. Hansen. Yes. 
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Mr. Materz. And you wrote a similar letter to Mr. Foote’s counsel ; 
did you not ? 

Mr. Hansen. I did, and if you want to know the reason why I did 
it, I felt that there had been some suspicion aroused that there might 
have been something irregular in the handling of that, and I wanted 
the facts to come out. 

Mr. Materz. Is that what you meant by the term “circumstances 
peculiar to this case”? 

Mr. Hansen. Yes, sir. 

Mr. Maerz. Now, is it not true that your letter to Mr. Kramer and 
Mr. Foote waived this alleged privilege with respect to disclosure of 
Antitrust Division staff memorandum / 

Mr. Hansen. I would say that they didn’t claim the privilege to 
their testimony, that is different from giving the actual document. 

Mr. Maerz. Since you waived the privilege with respect to Kramer 
and Foote, and with respect to Murphy and Kilgore, what justification 
is there for the Department of Justice now withholding from this 
committee any staff memorandums or recommendations with respect to 
the A. T. & T. case? 

Mr. Hansen. Two; one you have gotten the testimony from the 
lips of the two parties whose memorandums you are concerned with; 
and secondly, I see no justification in waiving the policy of retaining 
those memorandums confidentially. 

Mr. Maerz. You feel it would hamper the Department's opera- 
tions if those memorandums were made available ? 

Mr. Hansen. I feel that the next time I would be on a hearing, it 
would be said, “ You did it before, now do it this time,” and our whole 
policy would break down. 

Mr. Marerz. One further matter. 

You testified regarding steps taken by the Department in respect 
of construction of the decree and particularly section V thereof. 

Mr. Hansen. Yes. 

Mr. Maerz. Does the decree prohibit a subsidiary Bell operating 
company which acted independently of A. T. & T. from engaging 
in non-common-carrier communications services / 

Mr. Hansen. I’m going to ask not to be required to testify to that 
because those are matters that may ultimately be litigated. 

The CuarrmMan. We respect your view on that. 

Mr. Hansen. Thank you. 

Mr. Marerz. May I put one further question ? 

The Cuarrman. Yes. 

Mr. Marerz. Mr. Murphy, what did you feel as to the Government's 
chances with respect to securing relief from the court limiting the 
role of Western as exclusive supplier to the Bell System. 

Mr. Murpnuy. I thought that the chances in the district court were 
less than even. 

Mr. Materz. I am not, of course, talking about divestiture. I am 
talking about a provision of a decree limiting the role of Western 
as exclusive supplier to the Bell System. 

Mr. Murpuy. I don’t know that I have given that any consideration. 

I was thinking in terms of having complete divestiture and split- 
ting it up. 
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Mr. Maerz. Do you think your chances of a provision in the decree 
limiting the role of Western as sole supplier of the Bell System would 
have been better than your chances for securing divestiture ? 

Mr. Murreny. Of course, a less drastic course always stands its 
better chance of approval, and to that extent the answer is “Yes.” 

The Cuairman. He answered yes. 

Mr. Maerz. No further questions. 

Mr. Harkins. Mr. Chairman, may I request permission to insert 
in the record, communications received from A. T. & T. at the appro- 
priate place ? 

First is the letter from Dr. Marvin Kelly, dated May 2, 1958, with 
respect to his testimony. 

The CHatrMan. Yes. 

(The document referred to appears at p. 2396.) 

Mr. Harxrns. Second, a letter dated May 21, 1958, from Mr. Cox 
with respect to materials submitted by A. T. & T. in connection with 
the increases in interstate telephone transmission rates. 

The CuarrMan. Very well. 

(The document referred to appears at p. 3811.) 

Mr. Harkins. Judge Hansen, and the other representatives of the 
Department of Justice, are you familiar with the fact that on Febru- 
ary 17, 1956, Assistant Attorney General Warren Burger, head of 
the Civil Division of the Department of Justice, requested for the 
Government of the United States from Western Electric, a nonexclu- 
sive royalty-free license under the consent decree? Are you familiar 
with that? 

(The letter dated February 17, 1956, from Assistant Attorney Gen- 
eral Burger to Western referred to appears on p. 3360.) 

Mr. Hansen. I am not familiar with that, that is before my time. 

Mr. Kireore. I know of it indirectly. 

Mr. Harkins. In the request to Western, the Civil Division re- 
quested a license under all claims of all existing and future Bell Sys- 
tem patents as defined in the consent decree under which licenses or 
sublicensing rights were exchanged under the B-2 agreement. 

In other words, the request was a paraphrase of the decree relating 
to royalty-free licensing as provided in section X (A). 

Now, it is my understanding that since entry of the decree, although 
the precise wording of section X (A) requires royalty-free licensing 
only of those patents exchanged among the B (2) parties, there has 
been a waiver of those express terms and other arrangements have 
been made by the Department of Justice with A. T. & T.; is that 
correct ¢ 

Mr. Krireore. I don’t know, of my own knowledge, what the out- 
come is. 

Mr. Harkins. Do you have a communication from A. T. & T. in 
this respect ? 

Mr. Kitgore. No, sir. 

Mr. Harkins. Mr. Chairman, on February 11, 1958, Mr. Moulton 
wrote a letter to you with respect to this problem in which he stated : 

This will confirm my oral advice to counsel for the Antitrust Subcommittee 
that very shortly after entry of the judgment, defendants concluded that it would 


be administratively impracticable to delineate between patents under rights 
which were and were not exchanged under the B-2 agreements, and that therefore 
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the underlined language should be taken to include all Bell System patents 
(except teletypesetters) in existence on the entry of the judgment. 

I should perhaps add that the Department of Justice was promptly informed 
of this conclusion. 

(The document referred to appears on p. 2952.) 

Now, is there anything in the files of the Department of Justice 
to reflect the fact that this conclusion was agreed upon by the parties ? 

Mr. Kircorr. Mr. Moulton orally stated to me that that was a deci- 
sion of the defendants. 

Mr. Harkins. When was this communication made, Mr. Kilgore ? 

Mr. Kiieore. I have no recollection, sir. 

Mr. Harkins. Was it prior to February 17, 1956 ? 

Mr. Kircore. I have no way of pinning it down, sir. The nearest 
I could come to it was when we received a list of patents, which would 
be subject to licensing under the patents, and when we received that, 
I don’t know. 

Mr. Harkins. Will you check your files and submit for the record 
that information. 

Mr. Kiteore. Glad to. 

Mr. Hansen. May Lask the Chairman 

The CuHairMANn, Sorry. 

Mr. Hansen. If it is just a date you are asking for, all right, but 
if it isa document, I sort of hate to set my estoppel 

Mr. Harkins. Just the date. 

The Cuairman. I understand it is just a date. 

Mr. Hansen. That’s all right, then. 

(Subsequently Mr. Hansen submitted the following letter :) 








JUNE 5, 1958. 
Hon. EMANUEL CELLER, 
Chairman, Special Subcommittee of the Judiciary Committee, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: During the May 22, 1958, hearing held by your sub- 
committee, Mr. Kilgore of my staff was asked when the Department of Justice 
was advised that all Bell System patents in existence on the entry of the judg- 
ment were to be licensed royalty free. Mr. Kilgore could not recall the date and 
he was requested to check our files to ascertain the date. 

Mr. Kilgore has advised me that he has reviewed the files and has been unable 
either to determine the date or to refresh his recollection as to an approximate 
date. 

Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 

Mr. Harkins. It is true, is it not, that the Assistant Attorney 
General in charge of the Civil Division represents all the Govern- 
ment departments and agencies in the patent licensing matters / 

Mr. Hansen. That is not true. 

Mr. Harkins. That is not true? 

Mr. Hansen. We have many matters involving patents in Anti- 
trust. 

Mr. Harkins. Do you secure patent licenses for the benefit of any 
Government departments or agencies / 

Mr. Kixeore. This is completely hearsay, sir; but I was given to 
understand that the various Government agencies asked the Civil 
Division to act for them in this one instance, that’s all. 

Mr. Harkins. The Civil Division, then, acted for the other Gov- 
ernment agencies in only this particular instance / 
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Mr. Kitcore. | was given to understand that the various Govern- 
ment agencies in this instance asked the Civil Division to represent 
them to obtain a license. 

I have no knowledge as to the policies and practices of the other 
agencies generally. 

Mr. Harkrns. Is it your testimony that, with respect to licenses 
under this consent decree from the Bell System, the Civil Division 
represents all Government departments and agencies ? 

Mr. Kiicore. That is my understanding, sir. 

Mr. Harkins. Do you know when that decision was made? 

Mr. Kiveore. I have no information. 

Mr. Hansen. We are getting hearsay upon hearsay upon hearsay 
now. 

Mr. Harkins. Do you challenge, Judge Hansen, that the Civil 
Division is the patent licensing representative of the United States 
Government ! 

Mr. Hansen. I don't know. I say you are having hearsay upon 
hearsay. I have no reason to doubt that. 

Mr. Harkins. At this point I refer to a document dated March 1, 
1956, from Mr. H. C. Anderson, concerning a memorandum he pre- 
pared after a conference on Wednesday, February 29, 1956, when Mr. 
Whitfield, Mr. Kane, and Mr. Anderson called on T. Hayward Brown, 
Chief, Patent Section, Department of Justice, in his oflice, room 201, 
Securities and Exchange C ommission, South Building, 131 Indiana 
Avenue, Washington, to discuss the Civil Division’s letter of Febru- 
ary 17, 1956. 

Those were representatives of Western who went to the offices of 
Mr. T. Hayward Brown about the Government’s request for a patent 
license under the terms of the consent decree. 

In addition to Mr. Brown were present Mr. Lawrence Glassman, 
of the Signal Corps, and Lt. R. Welch Pogue representing Col. G. F. 
Westerman, Army JAG Patent Division. 

Part of this memorandum states, and this is Mr. Anderson I am 
quoting : 

He said it was thought desirable for the Civil Division of the Department of 
Justice to take over the matter on the theory that they were attorneys repre- 
senting the interest of all branches of the Government. 

Now, the point I am trying to clarify is: whether the Civil Divi- 
sion acts as the agent for the various departments of the Government 
in securing patent licenses generally, or whether the Civil Division 
is the agent for the various departments of the Government in secur- 
ing patent licenses only pursuant to this consent decree. 

Mr. Hansen. I don’t know. 

Mr. cote I have no personal knowledge of it, sir. 

Mr. Harkins. Are there any other consent decrees where the Civil 
Division acts as representative for the Government to secure patent 
licenses from the defendants ? 

Mr. Kixcore. I have no knowledge of it. 

Mr. Harkins. But you have knowledge of this instance. 

Mr. Kueore. I said that it was my understanding that was the 
situation. 
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Mr. Harkins. Now this memorandum from Mr. Anderson also states 
that Mr. Brown, that is the representative of the Civil Division : 

Mr. Brown explained that the Civil Division of the Department of Justice had 
not known anything about the consent decree until he had read about it in the 
newspapers. 

(The document appears on p. 3365.) 

My question with respect to that is: Did the representatives of any 
department of the Government other than representatives of the Anti- 
trust Division participate in the negotiations that preceded the entry 
of this dec ree? 

Mr. Hansen. I don’t know any. 

Do you ktiiow of any? 

Mr. Kircore. No. 

Mr. Harkins. Mr. Kilgore, you participated in the negotiations 
that immediately preceded the entry of the decree in December of 
1955; did you not ¢ 

Mr. Kircore. I know of no other Government representative taking 
part in the negotiations. 

Mr. Harkins. Had you ever heard, by hearsay or any other way, of 
any other Government agency being represented ’ 

Mr. Hansen. In this particular case? 

Mr. Harkins. In this particular case. 

Mr. Kireore. No. 

Mr. Harxtns. Now in some cases you do have some sort of liaison 
with other Government departments or agencies that may be affected 
by terms of consent decrees; is that true ? 

Mr. Hansen. Quite frequently. 

Mr. Harkins. In this case—— 

Mr. Hansen. I was not there, but I don’t know of any reason why 
there should be. 

The CuatrMan. That is the answer then. 

Mr. Harkins. Were any representatives of the Department of 
Defense consulted by the Antitrust Division concerning the terms of 
this proposed consent decree prior to its entry ? 

Mr. Hansen. It seems quite obvious with reference to the question 
of divestiture. 

The CuHatrMan. The question is, were they or were they not ? 

Mr. Hansen. The national security matter, there was consultation 
with reference to the national security, which involved the question 
of whether or not there would be a divestiture between the two. 

Mr. Harxrins. Mr. Hansen, is it not true that when it came time 
to prepare, or promulgate the provisions of the consent decree, no 
representative of the Department of Defense was present at the 
negotiations ? 

Mr. Hansen. I don't know. 

Mr. Kiieore. That is correct. 

Mr. Harkins. In the various conferences that were held between 
the representatives of A. T. & T. and representatives of the Depart- 
ment of Defense and representatives of the Department of Justice 
with respect to a patent license to the Government under the consent 
decree, the Department of Defense representatives indicated that they 
construed the decree to permit the granting of sublicensing rights 
under both A. T. & T.’s United States and foreign patents. Are you 
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familiar with these negotiations? Is anybody at the table familiar 
with these negotiations ? 

Mr. Hansen. Again, I hope we are not going to establish a posi- 
tion as to the Government, as to the provisions, any provisions of this 
decree. 

Mr. Harkins. I take it that no representative from the Antitrust 
Division participated with the people who were negotiating for the 
Government and attempting to secure a license from Western for the 
(sovernment under this decree, is that right ? 

Mr. Kireore. May he read that back. 

(The pending question was read by the reporter.) 

Mr. Kiieorre. As phrased, the answer is—not to my knowledge. 
However, some discussion was had between Mr. Harry M. Burgess, 
my assistant and some representative of the Defense Department. 

Mr. Harkins. Now, Mr. Chairman, I would like to read a portion 
of a document that is alre: idy in the record. 

This is a memorandum prepared by Mr. E. J. Kane, of Western 
Electric, dated April 9, 1956, and entitled “Memorandum for File,” 
and concerns the following subject : 


A meeting was held in the office of Mr. T. Hayward Brown, Chief of Patent 
Section, Civil Division of the Attorney General’s Office on April 5, 1956. 
Present were Lt. Col. G. F. Westerman, JAG Department, Messrs. H. C. Ander- 
son, N. S. Ewing, and B. J. Kane of Western. The meeting was held to discuss 
the Government's request for royalty-free licenses as stated in their letters of 
February 17 and March 27, 1956. 


Now, skipping some parts of the memorandum, it continues: 


We then referred to their request for the right to sublicense foreign govern- 
ments under United States patents and corresponding foreign patents. We 
pointed out that the decree enjoined us from granting sublicensing rights under 
the United States patents, and that we did not consider it good business practice 
to grant sublicensing rights to anyone under our foreign patents. As to the 
injunction of the decree, the Government people expressed the view that the 
Attorney General would not object if the Government was given the right to 
sublicense. 

I told him that we intended to live strictly within the terms of the decree and 
that, therefore, we would not grant the Government the right to sublicense 
under our patents. 

In response to the question why the Government sought sublicensing rights 
abroad, the answer was given that the Government felt that it was desirable 
in view of the large amounts of the offshore purchases in behalf of the NATO 
nations, 

Colonel Westerman said that he realized that some of the things the Govern- 
ment requested were not required to be granted under the decree or were for- 
bidden by it. He said that the Antitrust Division of the Justice Department 
had approved the latter and he was surprised to find that the grant of sublicens- 
ing rights was forbidden. 

(The document referred to appears on p. 3385.) 

Now, it is true, is it not, that the decree does prohibit, in section X 
(G) (3), the grant of any sublicensing rights ? 

Mir. Hansen. I would rather not speak on that because here again 
you are asking for an interpretation of a provision. 

Mr. Harkins. I refer at this point to section X (G) (3), Mr. 
Chairman. 

Now, Mr. Hansen, why was not some effort made to keep the Defense 
Department apprised of the meaning of the provisions of the consent 
decree ? 

Mr. Hansen. There was. 
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Mr. Harkins. What did the effort consist of ¢ 

Mr. Kireore. Mr. Burgess, as I have heretofore testified, discussed 
the decree with certain representatives of the Defense Department. 

Mr. Harkins. Did Mr. Burgess indicate, did he clear the letter, or 
the two letters that were sent to Western / 

Mr. Hansen. Again you are asking us to adopt a position when | 
say that the letter speaks for itself and it is certainly not binding on 
the Department. 

Mr. Harkins. Mr. Chairman, I would point out this, we are not 
asking him to characterize a document. We are asking if the Depart- 
ment of Justice Antitrust Division representative cleared a letter that 
was sent by the Civil Division to Western Electric. 

Mr. Hansen. By clearing the letter, do you mean agreeing with 
what it says / 

Mr. Harkins. Submitted for approval. 

I'll read the sentence here : 

He said that the Antitrust Division of the Department of Justice had approved 
the letter * * * 

Mr. Hansen. I don’t know what letter you have reference to. 

Mr. Harkins. A request to Western for a license. 

Mr. Hansen. I don’t know what letter it is. 

Mr. Harktns. Well, the question is, Was the Antitrust Division 
consulted on these two letters that were mailed to Western? 

Mr. Kixcore. It is my recollection that we were shown a letter or 
perhaps two letters, they were reviewed. 

Mr. Harkins. All right. 

Now, one of the proposals that have been made with respect to the 
Antitrust Division’s consent decree program in general is that there be 
given, to the parties that are affected by the decree, an opportunity to 
make their views known prior to the entry of the decree. 

Judge Hansen, do you think that prior to the entry of a consent 
decree, at least the Civil Division of the Department of Justice, and 
any other departments of the Government that are affected by its 
terms, should be consulted so that the provisions of the decree do not 
interfere with their operations ? 

Mr. Hansen. I don't think there is any question about that, and we 
clo. 

Mr. Harkrns. But with respect to the negotiations of the terms of 
this decree, specific terms in each provision, there was no consultation 
with any other department of government, was there ’ 

Mr. Hansen. The answer is yes, there was. 

Mr. Harkins. During the course of the negotiations as to the spe- 
cific terms of the provisions ¢ 

Mr. Hansen. Now you change your question. 

Mr. Harkins. That is precisely the question I asked. 

Mr. Hansen. Astothe specific terms. 

The CuarrmMan. Mr. Kilgore, can you answer that / 

Mr. Kireore. To my knowledge, sir, I do not know of any such 
consultation. 

The Cuatrman. All right. 

Mr. Harkins. And in fact the Civil Division did not even know of 
the entry of the decree until they read it in the newspapers, according 
tothe document we have here. 
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The Cuairman. That is what the letter says. 

Mr. Hansen. Then let’s use that as the evidence rather than to ask 
us to answer questions we do not 

The CuarrmMan. He just made a comment that is all. 

Mr. Harkins. Now, Judge Hansen, why should not every party, not 
only the Government agencies, but every party that is affected by the 
operations of the provisions of the consent decree be given an oppor- 
tunity to state their position with respect to those provisions prior 
to the date that that consent decree is approved by the court ? 

Mr. Hansen. In every instance, we would have to have a staff of 
about four times the size that we have now to do that. 

We have done it in some instances. As a matter of fact, the court 
in some instances has given notice, and had parties come in "and make 
objections and/or express themselves concerning the terms of the de- 
cree, but I am being modest when I say that we would have to have 
a staff four eon our present size if we were to do that in each case. 

Mr. Harkins. Judge Hansen, would you have any comment on a 
statute which ll require a waiting period after a negotiated con- 
sent decree had been submitted to the court, submission to a court, 
and then a waiting period of some period, and publication, in order 
to allow parties a flected by that consent decree to come to the court and 
make an argument with respect to the provisions ? 

Mr. Hansen. I would want to give serious thought to that. 

Mr. Harkins. Would you submit your views in a statement ? 

Mr. Hansen. It involves so many angles, we would be faced with 
a needed additional appropriation, and whether the policy—such a 
statute contains a policy which is so important that we ought to— 
certainly we would want to study it very carefully. 

The Cuamman. I think that is wise. 

Would you care to examine that and let us have the benefit of your 
counsel and advice? I think such a statute is very, very important. 

After all, we don’t conduct these investigations just for the sake 
of investigating. We want to have it lead up to remedial constructive 
legislation. 

“Mr. Hansen. We cert: iinly will give thought to it. 

The Cuairman. And I think your advice and counsel will be very, 
very helpful; if you would let us have that, we would deeply appre- 
ciate it. 

(Subsequently Judge Hansen supplied the following :) 





DEPARTMENT OF JUSTICE, 
Washington, D.C., June 10, 1958. 
Hon. EMANUEL CELLER, 
Chairman, Special Subcommittee of the Judiciary Committee, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: During the course of the hearings of your subcom- 
mittee on May 22, 1958, Mr. Harkins asked me the following question (p. 1632 of 
transcript) : 

“Judge Hansen, would you have any comment on a statute which would require 
a waiting period after submission of a negotiating (sic) consent decree, submis- 
sion to a court, and then a waiting period of some period in order to, and publi- 
cation in order to allow parties affected by that consent decree to come to the 
court and make an argument with respect to the provisions?” 

I responded that I would want to give serious thought to that. After consid- 
ering the matter I do not believe that it would be appropriate for me to make 
any comments with regard to any such statute so generally deseribed and absent 
specific proposed legislation. Perhaps it will be of some assistance to the sub- 
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committee to consider the statement made by the Department to you as chairman 
of the Committee on the Judiciary on September 10, 1957, relating to H. R. 427. 
For your convenience I enclose a copy of that statement. 
Sincerely yours, 
Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 


SEPTEMBFR 10, 1957. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in response to your request for the views of the 
Department of Justice concerning the bill (H. R. 427) to amend section 4 of the 
Sherman Act to prescribe a procedure with respect to consent judgments, decrees, 
or orders, and for other purposes. 

The bill would amend section 4 of the Sherman Act (15 U. S. C. 4) so as to 
authorize private individuals to apply to courts and to the Federal Trade Com- 
mission for a limited and unique form of intervention in proceedings before the 
Commission and in antitrust actions brought by the United States under that 
section. The comments of this Department will be restricted to the application 
of the bill to antitrust suits brought by the United Sates under secion 4, and 
do not deal with the effect of the proposal upon proceedings in the Federal Trade 
Commission. 

The bill would provide that before a proposed consent judgment, decree, or 
order may be entered in such an antitrust action it must be filed in the court 
wherein the action is pending and be published in the Federal Register for 30 
days. During the 30-day period, any person aggrieved by the entry of the con- 
sent judgment or order in its proposed form may file a notice of an intention to 
file an application opposing the entry, and, upon request of the person filing the 
notice, the court shall allow a reasonable opportunity for the filing and considera- 
tion of the application. The application shall set forth the facts and circum 
stances to establish (1) that the applicant is entitled to file the application and 
(2) that the consent judgment, decree, or order should not be granted in the 
form proposed. If an application is filed, the court may, on its own motion, ac- 
cept or reject it or may grant the applicant or the parties a further hearing on 
the application, after which the court may refuse to grant the application or to 
enter the consent judgment, decree, or order in the form proposed. Any such 
action of the court shall be final and not reviewable. 

The bill would have a material effect upon existing law concerning the inter- 
vention of private individuals in antitrust suits brought by the United States 
and would prejudice the enforcement of the antitrust laws. The courts have 
uniformly held that neither section 4 of the Sherman Act nor rule 24 (b) of the 
Federal Rules of Civil Procedure permits the intervention of private persons in 
antitrust suits brought by the United States under section 4, except with the 
consent of the Attorney General. Section 4 imposes and confers upon the 
Attorney General the obligation and authority to commence and conduct anti- 
trust suits in the public interest and the intervention by private individuals in 
such suits without his consent would be entirely inconsistent with this obliga- 
tion and authority. The Attorney General is now free to agree to judgments, 
decrees, or orders as in his opinion the public interest requires, subject to the 
approval of the court. That discretion can be exercised to secure from the liti- 
gation a maximum benefit to the national interest with the least expenditure of 
time and funds. 

Self-interest is ordinarily the primary motivation which impels private persons 
to seek intervention in antitrust suits, and, as was stated in l’nited States vy. 
American Society of Composers, Authors and Publishers ((S. D. N. Y.) 11 
F. R. D. 511, at p. 513), “To permit intervention by private citizens, whose pur- 
pose in the main is self-interest, in proceedings instituted by the United States 
is more likely to hinder rather than help in the enforcement of laws.” As was 
also said in United States v. General Electric Co. ((N. J.) 95 F. Supp. 165, 169), 
the denial of such interventions “will be conducive to a more intelligent framing 
of a decree than can be accomplished by piecemeal intervention of a multitude 
of individual complainants.” Although rule 24 (b) of the Federal Rules of 
Civil Procedure provides that courts may permit anyone to intervene in an 
action if his claim and that of the plaintiff have a common question of law or 
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fact, courts have, under and in accord with that rule, uniformly denied the 
applications of private individuals to intervene in antitrust suits brought by 
the United States. Such denials were usually based upon the last sentence of 
rule 24 (b) that “In exercising its discretion the court shall consider whether 
the intervention will unduly delay or prejudice the adjudication of the rights of 
the original parties.” 

The bill purports to supersede the above rule of decision as to the type of 
intervention therein provided. Also, it would nullify the provision in rule 24 (b) 
Federal Rules of Civil Procedure that, in exercising this discretion, courts must 
consider whether the intervention would unduly delay or prejudice the rights 
of the parties, for the taking of the several steps provided by the bill would 
necessarily cause long delays in the entry of the consent judgment, decree, or 
order and could result in the subordination of the public interest to the self- 
interest of private individuals in any consent judgment, decree, or order that 
might ultimately be entered. It is not at all clear that, in addition, the bill 
would not require courts, in considering applications of persons claiming to be 
aggrieved, to consider questions of law and fact heretofore applicable solely to 
treble damage antitrust suits brought by individuals under section 4 of the Clay- 
ton Act (15 U.S. C. 15) 

A consent judgment entered in an antitrust action before testimony has been 
taken may not be used by a private treble damage plaintiff as prima facie evi- 
dence that the defendant has violated the antitrust laws. This fact is often the 
primary reason why defendants are willing to agree to a judgment acceptable 
to the Department. Under the bill, however, it is not clear whether the taking 
of testimony as to the terms of the judgment would take the judgment out of 
the exception. There is a strong probability that the judgment tentatively 
agreed to would become the subject of subsequent litigation which might con- 
vert the consent judgment into a litigated judgment and which might be used 
as prima facie evidence against the defendants in a private antitrust action. 
This would seriously impair the ability of this Department to successfully nego- 
tiate consent judgments and, possibly, would render such negotiations impossible. 

The bill is objectionable for another reason. It would provide for opposition 
to the entry of proposed court orders as well as judgments. This provision may 
be construed to include other than final orders, and, 1s a large number of inter- 
locutory orders are usually entered by consent of the parties in the course of 
antitrust suits, such construction would compound the delays and difficulties 
which would be encountered by this Department in conducting antitrust liti- 
gation. 

In view of the foregoing considerations, the Department of Justice is opposed 
to the enactment of the bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely, 
WILLIAM P. Rogers, 
Deputy Attorney General. 


Mr. Hourzman. Mr. Chairman, I would like to make a suggestion 
here. 

The Department of Justice here had an obligation to enforce the 
antitrust laws; is that correct ? 

Mr. Hansen. Yes. 

Mr. Hourzman. Likewise, the Department of Defense had an obli- 
gation to make certain of the defenses of our country; is that not so? 

Mr. Hansen. Yes. 

Mr. Hoirzman. And you had these two conflicts, the Department 
of Justice, in its desire to enforce the antitrust laws, and the Depart- 
ment of Defense, seeking to make our country safe and secure. 

You had a conflict ; is that correct, in this instance ? 

Mr. Hansen. In an area, yes. 

Mr. Hottzman. Don’t you think it would be wise in every instance 
of this kind to get some directive from up on top, so that the Depart- 
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ment will not be in the position of appearing to have done something 
that may be criticized ? 

Mr. Hansen. We do, sir. 

Mr. Hotrzman. Well, now, we still do not know that the National 
Security Council issued a directive here, and you cannot tell us; is 
that correct ? 

Mr. Hansen. Well, I would say that I would not tell you if I knew, 
because I don’t think it would be proper that I should discuss any 
matters that are before the Security Council. 

The CuHarrman. We don’t wish to imply from that answer that there 
was any communication from the National Security Council, because, 
as I understand it, you say you don’t know. 

Mr. Hansen. I don’t know; that is correct. 

Mr. Hourzman. Do you know whether the President of the United 
States issued such a directive on it ? 

Mr. Hansen. No, sir. 

Mr. Hotrzman. On the basis of the defense needs; is that correct ? 

Mr. Hansen. No, sir; I do not know. 

Mr. Hotrzman. But we can all agree, can we not, that it would be 
a better way to proceed ; isn’t that so / 

Mr. Hansen. I know I have proceeded in just the manner which 
you have indicated on several matters, where I have taken it up, say, 
with the State Department, taken it up with Defense, and I am sure 
that you all know that though I did not personally take it up, it has 
been taken up higher, and I think certainly that the Department of 
Justice should be concerned with the national security. 

Mr. Houtrzman. Well, now, Judge, the problem is not in consulting 
with other departments that may be affected, the problem is very 
specifically getting the directive from a department of higher author- 
ity that will not be affected and have for its sole purpose the defense 
needs of our country. Its sole purpose, to wit, the National Security 
Council or the President of the United States. I respectfully submit 
that that is the only way you can ever resolve these problems, and you 
might be mindful of that in connection with these problems if they 
again arise. 

Mr. Hansen. Sir, lam conscious of it. 

Mr. Harkins. Judge Hansen, has the Department of Justice made 
any inquiries of A. T. & T. or Western, or established any formal pro- 
cedures under which the Department of Justice examines A. T. & T.’s 
operations under the decree, in order to ascertain whether A. T. & T. 
is abusing its patent position ? 

Mr. Hansen. Yes, sir. 

Mr. Harkins. What are the procedures you have / 

Mr. Hansen. Mr. Kilgore. 

Mr. Kiureore. As was testified to yesterday, we have requested a 
report pursuant to the judgment of the operations of the two de- 
fendants under the judgment covering many subject matters, includ- 
ing the patents. 

Mr. peel Are you, in these procedures, examining the docu- 
ments of A. T. & T. or Western, or are you merely asking for informa- 
tion from A. T. & T. and Western / 

Mr. Kireore. We are initially asking for a report from the two 
defendants. 
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Mr. Harkins. Has the Department of Justice made any inquiries 
with respect to A. T. & T.’s operations, in order to ascertain whether or 
not the companies that sell materials to Western for use by the Bell 
System, first, are required to obtain patent licenses from Western, and, 
second, to give Western grantbacks under its own patents? 

Mr. Kitéore. We are looking into all phases of the operations of the 
defendants under the judgment, insofar as they may raise a question 
of compliance. If there is any document or any information which the 
committee has that might assist us in that, we would be glad to con- 
sider it. 

Mr. Harkins. Is the Department familiar with the efforts made by 
Sylvania Electric Products Co, to obtain a patent license from Western 
pursuant to the consent decree ? 

Mr. Kixgore. I don't know, of my own knowledge. I have a faint 
recollection of certain correspondence with Sylvania. 

Mr. Harkins. Are you thinking of Bendix or Sylvania? Off the 
record. 

(Discussion off the record.) 

Mr. Harkins. Do you have correspondence with Sylvania? 

Mr. Kiigore. I would have to refresh my recollection on that and 
supply the information, if Judge Hansen will authorize me, to indicate 
with whom we may have had correspondence, since entry of this 
judgment. 

Mr. Harkins. I know our record has the correspondence between 
Justice and the parties concerning the Bendix complaint. I have 
nothing with respect toa Sylvania complaint to Justice. 

Now, I will ask a specific question: Will you supply for the record 
a statement as to whether or not Sylvania has made a complaint to the 
Department of Justice? 

Mr. Hansen. I think that certainly we ought not to be placed in the 
position of disclosing complaints, if we expect to enforce the antitrust 
laws. We certainly are not going to be able to do so if a competitor 
who might have some obligation to someone against whom they are 
complaining—it is immediately made known that they have 
complained. 

Mr. McCutziocu. Mr. Chairman, I would like to make an observa- 
tion here. I think we must be very careful in pursuing this type ques- 
tioning lest the committees of Congress become instruments in assist- 
ing the private interest people in such matters. 

The CuarrMan. I think the observation of the gentleman from 
Ohio is astute, and I will ask counsel to be very careful. 

Mr. Harkins. For the committee’s information, I would like to 
summarize the record. Without showing you the documents, al- 
though we have the documents here and they are free for your exam- 
ination, the situation with respect to the Sylvania application for a 
patent license under the decree, our record shows that Sylvania 
requested a patent license on March 30, 1956, under certain of West- 
ern’s predecree patents. Prior to granting a license, Western had 
requested grant-backs from Sylvania under Sylvania’s existing and 
future patents—— 

Mr. Hansen. Mr. Chairman, may I interrupt just a minute / 

The chairman has been very helpful to the Antitrust Division in 
passing on information to us concerning not only violations of de- 
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crees, but violations of antitrust laws, or suspected violations, and we 
have acted promptly on each and every one of those. 

That method, I think, is far more effective where we are not dis- 
closing to the public people who are making complaints to the chair- 
man or to anyone else, and we can effectively handle it much better 
that way. 

The Cuarrman. I think you are absolutely sound in that observa- 
tion. I donot think you should proceed. 

Mr. Harkins. Mr. Chairman, I have a problem at this point, in 
that there is a practice, or there is a situation reflected in these docu- 
ments which I think raises a problem of enforcement of the decree. 

Mr. McCutiocn. If it is of that type, we might go into executive 
session. 

Mr. Hansen. I would invite a letter setting forth the facts, call- 
ing them to my attention, and we certainly will take prompt action 

The Cuarrman. I think we will let it go with that. 

Mr. Harkins. We will submit this problem to the Department of 
Justice in a letter; is that correct ? 

Mr. McCuntxocn. Mr. Chairman, I would like to—— 

Mr. Mitier. That way we can’t know about it. 

Mr. McCuttocn. There are many surrounding conditions which 
would determine the propriety of such action. If this is a matter 
that has been disposed of and has been finalized, then perhaps it is 
proper for us, under certain conditions, to make inquiry. [f it is not 
I would doubt the propriety of proceeding this way. 

The CHarrmMan. I am ready to rule. We will not proceed. We 
will not examine into it here. 

Mr. Harkins. Now, we will go to another point: The relationship 
of the operations under this consent decree to the operations of RCA, 
particularly predecree relationships between A. T. & T. and RCA. 
That is the problem we will approach now. 

I will show you two letters, Mr. Hansen, a letter dated February 
22, 1956, from Mr. David Bates, Hewlett-Packard Co., to Western, 
and a letter dated March 5, 1956, from Mr. Santee, Western Electric 
Co. | passing same to the witness ]. 

(The letters referred to appear on p. 3113.) 

Mr. Hansen. I have hurriedly gone through them. 

Mr. Harkins. The first two are the ones. 

Mr. Hansen. What isthe question you wanted to ask ¢ 

Mr. Harkrns. Now, the question, or first question: As of Febru 
ary 28, 1958, that is the date of Mr. Bates’ letter— 

Mr. Hansen. Yes, sir. 

Mr. Harkins. Does that correspondence indicate that A. T. & T. 
and RCA in their patent licensing operations, recognized a division of 
fields of use ? 

Mr. Hansen. I would want to analyze the letters very carefully, 
and I suppose the letter speaks for itself. 

The CuHairman. Judge Hansen, as I understand it, under the decree, 
A. T. & T. are obligated to license free certain patents; is that correct ‘ 

Mr. Hansen. That is correct. 

The Cuatrman. Is it true that where they have licensed to RCA, and 
RCA sublicenses to others, and those others have to pay royalties to 
RCA? 
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Mr. Hansen. Well, that matter right now is a matter of litigation. 

The CHarrmanm If that were so, then I could see how this whole 
provision could be abused. When Bell Telephone System would issue 
their licenses to RCA, or some other entity, and then that other entity 
or RCA would sublicense and demand payment from those who want 
to use those licenses, and thereby the provision in the consent decree 
for royalty-free licenses could be rendered abortive. 

Mr. Hansen. I would point to subparagraph (3), section X: 

Granting or receiving any right to grant sublicenses under patents except to 
the grantee’s associated companies for so long as they remain associated com- 
panies. 

The CHarrman. What is your answer to my inquiry? How do you 
feel about it ? 

Mr. Hansen. Well, as I say, that is one matter we are now consider- 
ing very carefully, and we have, as you know, cases pending against 
RCA, and we have a very difficult patent problem involved there, not 
only patents that would be interesting to A. T. & T., but which RCA is 
interested in, and other companies are interested in. 

The Cuatrrman. Therefore, this provision in this decree will be of 
no avail until you succeed in this RCA case; is that not correct ? 

Mr. Hansen. I would not reach that conclusion without 

The Cuarrman. That is a little difficult to get through my skull. 
I just want to get some enlightenment here. I am concerned about it, 
and I am wondering whether or not the matter was plumbed in its 
depths by those who negotiated the decree. The effect of this partic- 
ular provision, if there could be circumvention like this, that would 
be a pretty sad commentary on this whole situation. 

Mr. Kireore. Mr. Chairman, I have not read this letter, but I hope 
the committee will appreciate that this provision against granting 
sublicenses, these rights, is prospective in nature, and does not go back 
and cancel, does not purport to go back and cancel out sublicenses, or 
licensing rights heretofore granted. 

The CuarrMan,. So as to the licenses that were heretofore granted, 
therefore the licenses, if they subgrant licenses, they could get com- 
pensation. 

Mr. Kiréore. I don’t know that this is responsive to your question, 
sir, but if an applicant desires a license under a patent owned by 
Western Electric, and Western Electric has heretofore granted RCA 
the right to issue sublicenses under that patent, Western Electric 
is still under an obligation to license the applicant, and the applicant 
would not be forced to go to RCA. 

The CuarrkMAn. That is interesting. I think that is important. 

Mr. Harkins. It is true, is it not, that under the B-2 agreement, as 
amended, RCA has sublicensing rights under some A. T. & T. or Bell 
System patents until 19601 

Mr. Kircore. The B-2 agreement will have to speak for itself on 
that. I don’t remember the date and how far up these go. There were 
amendments on those. 

Mr. Harkins. Now, in the letter dated March 5, 1956, Mr. Santee, 
of Western, answered a request from Mr. Bates as follows: 





Equipment on which you have previously been paying royalty to us in ac- 
cordance with the arrangement you have outlined in your letter would not be 
subject to the payment of royalty to us on patents issued prior to January 24, 
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1956, no matter whether such patents are ours or RCA’'s. Royalties which you 
would normally pay to RCA, however, under your license agreement with that 
company, would not be affected by the final judgment, even though, for example, 
the only patents which might be involved were ours. 

Now, does this not mean that under the decree a licensee from RCA 
must continue to pay royalties to RCA, even though the only patents 
involved are A. T. & T. predecree royalty-free patents ? 

Mr. Hansen. I would not want to render an opinion on that. 

The Cuatrman. Mr. Kilgore, would you comment on that ? 

Mr. Kireore. I have not studied this, sir, but I would only say that 
it would be a problem as to whether or not it was a contractual obliga- 
tion as between the companies you are speaking of and RCA. 

Mr. Harkins. The answer, your answer would be “Yes ?” 

Mr. Hansen. I would be fearful, I don’t want to pin the Depart- 
ment of Justice down as to the meaning of the decree. 

Mr. Harkins. The overriding thing is that the decree does nothing 
with the predecree relationship between A. T. & T. and RCA; is that 
not so? 

Mr. Hansen. That is a question, and you are asking us for a legal 
opinion on the matter. 

Mr. Harxrns. Is there any provision in the decree you can point to 
that points this out, or bears upon this problem ? 

Mr. Kixtcore. This is—— 

Mr. Hansen. I hate to have the Department or the witness com- 
mitted without very careful study of the legal effects of any decree. 

Mr. Harkins. So—I want to get the record clear on this. 

Mr. Hansen. Mr. Kilgore has an answer which I don’t think will 
infringe any. 

The CuarrMan. Very well. 

Mr. Kircore. It is what I stated before, sir: If the company con- 
cerned here wants to go to Western Electric or A. T. & T. and get a 
royalty-free license under those patents, the defendants are obligated 
to issue that license. 

Now, any contractual obligation between that company and RCA 
is something I would not want to comment on. 

The CuarrMan,. I had hoped that this matter would have been gone 
into really thoroughly at the time of the signing of the consent decree. 
so that these matters could have been clarified. 

Mr. Hansen. I think the decree seems to me to be quite clear. J 
have expressed myself several times, in several instances. But 
A. T. & T. and Western disagree 180 degrees from my interpretatior 
of it. That seems to be very clear. So there is an issue raised. 

Mr. Kilgore can testify as to what took place at the time. 

The Cuarrman. Those are your answers. Go ahead. 

Mr. Harkins. With respect to this one question, would you say, 
Judge Hansen, that the decree does not disturb the existing RCA- 
A. T. & T. licensing arrangement ? 

Mr. Kireore. Are you speaking about rights entered between the 
parties 

Mr. Harkins. Existing at the time the decree was entered. 

Mr. Kizegore. Prohibiting any division of field—— 

Mr. Harkins. Any new division. 

Mr. Kireore. The language of the judgment would have to control, 
but the word “adhere to” is also there. 
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Mr. Harkins. Then, if they are recognizing a division of fields now, 
would they be in violation of that decree or not ¢ 

Mr. Kingore. I can’t give you an opinion on that. 

Mr. Harkins. That would raise a problem under the decree. 

Mr. Kitcore. The judgment will have to control. 

Mr. Harkins. Was any effort made specifically in these consent- 
decree negotiations to deal with the RCA-A. T. & T. cross-licensing 
aurangements ¢ 

Mr. Kiteorr. We considered the cross-licensing agreement in the 
course of our negotiations. 

Mr. Harkins. With A. T. & T.? 

Mr. Kitgore. The basic answer still remains that the applicant has 
the right to go to the defendants and get a royalty-free license. 

Mr. Harkins. I am not on that particular case now. What I am 
usking is: In the negotiations for this decree, were there considera- 
tions and was there discussion of doing something in the decree to deal 
with the RCA~—A. T. & T. cross-licensing arrangements / 

Mr. Kircorr. Insofar as those arrangements would result in an 
agreement to divide fields, the answer is “ Yes.” 

Mr. Harkins. Now, when were thes discussions undertaken and 
who was present during the discussions / 

Mr. Kirteorr. During the course of the negotiations in which I 
participated. 

Mr. Harkins. In what month / 

Mr. KirGorr. The latter part af December, which I have personal 
knowledge of. 

Mr. Mareus Hollobaugh, Chief of the Special Litigation Section, 
and an attorney in that section, Bernard Hollander, working on RCA 
matters, were participants primarily in internal conferences on this 
RCA-A. T. & T. problem. 

Mr. Harkins. Well, were there any discussions held with RCA 
with respect to this decree / 

Mr. Kircore. Not tomy knowledge, sir. 

Mr. Harkins. Were any discussions held with A. T. & T. repre- 
sentatives, with respect to A. T. & T.’s relationship, that is, the cross- 
licensing arrangements with RC A ¢ 

Mr. Kitgore. It is my recollection, sir, that we discussed on numer- 
ous occasions with counsel for A. T. & T. and Western Electric, the 
arrangements which they had with RCA. 

Mr. Harkins. Now, does this decree prohibit cross-licensing ar- 
rangements between A. T. & T. and RCA? 

Mr. Miiter. In his opinion. 

Mr. Kitgorr. My own personal opinion, that Judge Hansen has 
not passed on, it does not prohibit a cross-licensing agreement, as 
such. 

Mr. Harkins. Mr. Chairman, at this point I have concluded the 
questioning. 

I would like to offer for the record a series of responses from the 
Department of Justice to various requests we made in the course of 
the investigation. 

(The documents referred to appear at p. 3747.) 

The CrarrmMan. Accepted. If there is no further questioning, this 
will terminate this public inquiry. The Chair wants to state that this 
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has been a rather difficult task, and I appreciate the patience of the 
members of the committee coming here almost daily and giving their 
time and effort in connection with this inquiry. If we have made 
errors, I want to say that they have been unintentional. I would say, 
happily, the inquiry is now ended, but much remains to be done in 
evaluating the evidence and the documents submitted so that a report 
can be forthcoming. 

I want to again compliment for their cooperation Mr. Cox and his 
colleagues, and officials of the American Telephone & Telegraph Co., 
and Western Electric Co. And, Judge Hansen, we want to compliment 
you for your cooperation, and compliment the members of your staff, 
who have been very helpful. 

And last, but not least, I want to place an accolade of praise upon 
counsel for this committee, who have labored day and night and have 
given unremitting toil to this work. They have been really dedicated. 

Unless there is something else to come before us, I declare this 
meeting adjourned. 

Mr. Mitier. Mr. Chairman, I would just like to say I join with you 
in comendng Mr. Hansen for a very forthright statement, and I am 
delighted to hear that, under your direction, the Department of Jus- 
tice, the Antitrust Division, will take into consideration the interests 
of our national defense in these matters, and I think it is in the puble 
interest that you hold the position you do. 

Mr. Hansen. Thank you. 

Thank you, Mr. Chairman. 

(Whereupon, at 12 o’clock noon, the hearing was concluded.) 


JUNE 6, 1958. 
Hon. Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division, 
Department of Justice, Washington, D.C. 

DEAR JUDGE HANSEN: In its investigation of the consent decree entered in 
United States v. American Telephone and Telegraph Company, et al., the Anti- 
trust Subcommittee has received testimony from A. T. & T. representatives with 
respect to the following letters : 

(1) August 1, 1956, signed by Stephen Cerstvik, patent counsel, Bendix Avia- 
tion Corp., addressed to Miss Norah C. Taranto, Antitrust Division ; 

(2) August 15, 1956, signed by Assistant Attorney General Victor R. Hansen 
and addressed to Horace P. Moulton, vice president, A. T. & T.: 

(3) August 24, 1956, signed by Horace P. Moulton and addressed to Victor R. 
Hansen ; and 

(4) October 1, 1956, signed by Victor R. Hansen and addressed to Stephen 
Cerstvik. 

In order that the subcommittee’s record may be complete, it would be ap- 
preciated if you would supply written answers to the following questions : 

1. Does the Antitrust Division agree with A. T. & T. as to the meaning of sec- 
tion X (F) of the decree as that provision is interpreted in Mr. Moulton’s Au- 
gust 24, 1956 letter? 

2. Has the Antitrust Division made a study of the license agreement dated 
August 3, 1950, between Western Electric and Bendix? 

3. Is it not true that in the August 3, 1950, agreement between Western and 
Bendix, (1) Western grants licenses under certain patents to Bendix; (2) 
Bendix pays royalties to Western; and (3) Bendix agrees to give Western 
royalty-free grantback licenses under Bendix patents covering inventions owned 
or acquired prior to December 31, 1959? 

4. Will you explain to the committee why it would not be inequitable for Ben- 
dix to be able under the decree to terminate only its license from Western, with 
the obligation to pay royalties to Western, and not at the same time terminate the 
grantback from Bendix to Western? 
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5. Was the meaning of section X (F) of the decree, as set forth in Mr. Moul- 
ton’s August 24, 1956, letter, agreed upon by the representatives of the Anti- 
trust Division in the negotiations that preceded the decree? 

6. Was the meaning of section X (F) of the decree explained to the court 
either in chambers or in public session prior to entry of the decree? 

7. Does not A. T. & T.’s interpretation of the meaning of section X (F) place 
Bendix at a disadvantage with other manufacturers who had licenses from 
A. T. & T. but who either did not have (1) a predecree grantback clause, or (2) 
took out a royalty-free license after the decree where no grantback was involved ? 

8. Is not A. T. & T.’s interpretation of section X (F) inconsistent with the 
main purpose of the patent relief obtained in the consent decree, namely, to seek 
to dissipate the Bell System’s patent monopoly? 

9. On page 1011 of the transcript of the hearings on April 24, 1958, Mr. Moul- 
ton testified that he conferred with Mr. Kilgore and Miss Taranto between Au- 
gust 15 and August 24. During this conversation did either Mr. Kilgore or Miss 
Taranto indicate that there was substance to the Bendix complaint? 

10. In this conversation did either Mr. Kilgore or Miss Taranto express the 
view that under section X (F) of the decree Bendix had the right not only to 
cancel its licenses under Bell System patents, but also to cancel licenses to the 
Bell System under Bendix patents on those inventions made by Bendix on or 
after the date of Bendix’s notice of cancellation? 

11. During this conversation, did Mr. Kilgore affirm that in the negotiations 
leading up to the decree he understood that section X (F) meant that a licensee 
could only terminate the license it had received from A. T. & T. but that the 
grantback from the licensee continued notwithstanding the licensee’s notice of 
termination? 

12. Did Bendix Aviation Corp. ever communicate to the Department of Jus- 
tice that all questions between Bendix and A. T. & T. had been satisfactorily 
settled and that therefore no ruling pursuant to the request contained in the 
August 1, 1956, letter was needed? 

13. Does the Department of Justice consider that the letter dated October 1, 
1956, to Mr. Cerstvik constitutes a ruling in favor of A. T. & T.’s position as 
expressed in Mr. Moulton’s August 24, 1956, letter? 

14. In its October 1, 1956, letter, has the Department of Justice reserved its 
right to examine and rule upon the meaning of section X (F) in the future? 

15. Why did the Department of Justice in its October 1, 1956, letter to Bendix 
not promulgate a ruling as to the meaning of section X (F) of the decree? 

16. Does the Department of Justice consider section X (F) of the decree to 
mean that a predecree licensee from Western may cancel the licenses it has 
received from the defendants but may not cancel licenses or agreements to grant 
future licenses which it has granted to the defendants prior to the date of the 
notice? 

It would be appreciated if the Antirust Division would supply the answers to 
the above questions as promptly as possible in order that printing of the com- 
mittee’s hearing record may proceed expeditiously. 

Sincerely, 
EMANUEL CELLER, Chairman. 


JULY 7, 1958. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is in further reply to your letter dated June 
6, 1958, propounding some 16 questions relating to the consent decree entered in 
United States v. Western Electric Company, Inc. and American Telephone and 
Telegraph Company. 

Set forth below in numbered paragraphs, corresponding to the numbered para- 
graphs in your June 6 letter, are my responses to the questions. 

1. In my view, section X (F) requires either defendant upon request of any 
predecree licensee to cancel only the licenses which it had issued. It does not 
compel the cancellation of agreements concerning the licenses. Whether the 
defendants are also required to cancel the agreements is a question of contract 
law. 

2. A member of my staff read the agreement when it was received from Ben 
dix’ counsel along with its letter of August 1, 1956. 

3. The agreement speaks for itself. 
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4. This question is ambiguous. The decree grants no rights to Bendix. Ben- 
dix was not a party to the action. However, Bendix and other similar licensees 
are afforded the opportunity of benefiting from section X. This section was 
designed to prohibit the defendants from collecting royalties from Bendix and 
similar licensees pursuant to existing licenses under predecree patents and to 
require them to license such patents royalty free. To accomplish this, paragraph 
(F) required the cancellation of the licenses on request of the licensees and para- 
graph (A) required the issuance of royalty free licenses. 

5. The Department’s files contain no memoranda detailing any discussions 
had during negotiations concerning paragraph (F). Since the provision is clear 
and unambiguous it is safe to say that the attorneys for both parties agreed 
that the defendants were required to cancel patent licenses under predecree 
patents when requested by licensees. 

6. The members of my staff who were responsible for handling the matter, ad- 
vise me that they have no present recollection of any explanation having been 
made. 

7. To answer this question I would be compelled to express my opinion con- 
cerning the applicable contract law and my opinion of the business judgment 
which euch of the licensees exercised in determining their several contractual 
arrangements. I do not think such answers appropriate. 

8. The view that section X (F) requires cancellation by defendants of royalty 
bearing predecree licenses, when requested, so that royalty-free licenses can be 
applied for and obtained, is not inconsistent with the purpose of the decree. 

9, 10, 11. The Department’s files contain no memoranda detailing the conver- 
sation among Mr. Moulton, Mr. Kilgore, and Miss Taranto. Neither Mr. Kil- 
gore nor Miss Taranto have any independent recollections of it. With respect 
to question 10, it is doubtful that either Mr. Kilgore or Miss Taranto expressed 
this view because the decree does not confer any rights upon Bendix, a nonparty 
to the action. Instead it requires the defendants to cancel certain licenses when 
requested and leaves the question of whether cancellation of corresponding con- 
tractual arrangements can be compelled, to the applicable contract law. 

With respect to question 11, it is doubtful that Mr. Kilgore expressed this view 
during the negotiations because it concerns contractual rights imposed by con- 
tract law and does not concern rights conferred by the decree. The decree con- 
fers no rights upon nonparties to the decree directly. It imposes prohibitions 
upon the defendants or compels affirmative action from them. 

12. The Department’s files contain no communications from Bendix concern- 
ing these defendants other than their letter to which you referred dated August 
1, 1956, and a letter dated August 3, 1956, which merely advises that their 
August 1 letter had crossed a letter from the Department requesting the infor- 
mation which it contained. 

13. The Department considers that section X (F) requires the defendants to 
cancel licenses under predecree patents when requested by applicants and leaves 
the question of whether cancellation of corresponding contractual arrangements 
is compelled, to the appropriate contract law. 

14 and 15. Of course the letter speaks for itself. The Department does not 
presume to usurp the court’s prerogative of ruling on any provisions of the de- 
cree. When appropriate it merely renders opinions which are always subject to 
reexamination and possible reversal. Of course if an opinion is reversed, any 
conduct relving on the opinion should be viewed in the light of it. 

16. The Department considers that section X (F) means that Western is re- 
quired to cancel the licenses it has issued to predecree licensees when requested 
by them to do so. It does not confer any rights to Western wit hrespect to 
licenses which Western may have received in consideration of the licenses which 
it issued. Whatever rights Western might have in this connection are deter- 
mined by the applicable contract law. 

T hope that the above adequately responds to your questions. 

Sincerely vours, 
Victor R. HANSEN, 
{ssistant Attorney General, Antitrust Division. 
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(Attached to April 22, 1957, letter from Justice to Chairman Celler.) 


RESPONSE TO PARAGRAPH 10 (f) or Aprit 3, 1957, LETTER 


Final judgment in United States v. Western Electric Company, Inc., et al., was 
entered on January 24, 1956. 


April 27, November 8, 1956; January 29, March 27, 1957: 


BRINGING THE JUDGMENT TO THE ATTENTION OF REGULATORY AGENCIES 


The Antitrust Division has brought the judgment to the attention of public 
utility commissions in various States holding rate hearings pursuant to peti- 
tions filed by Bell operating companies for rate increases, particularly the pro- 
visions requiring Western Electric to maintain cost accounting methods that will 
afford a valid basis for determining the cost to Western Electric of equipment 
sold to A. T. & T. and the Bell operating companies (par. IX); or where Bell 
operating companies or A. T. & T. filed tariffs covering charges for private 
communication systems with these bodies and the Federal Communications Com- 
inission, the provisions of paragraph V (d) of the judgment. 

March 2, 9, 17, April 3, 4, 30, May 11, August 15, October 8, 15, 26, 1956: 


INQUIRIES FROM INTERESTED PARTIES AS TO CERTAIN PROVISIONS OF THE 
FINAL JUDGMENT 


Inquiries and replies thereto, requesting the views of the Antitrust Division as 
to the scope of paragraph V (qd). 

August 15, 1956: 

In connection with the patent provisions of the judgment (par. X), inquiries 
made to A. T. & T. by the Antitrust Division with reference to requests from 
persons or corporations requesting licenses, where differences arose as to the 
construction of this paragraph. These differences were conveyed to the Anti- 
trust Division by those requesting the licenses. 

September 27, 1956: 

The Antitrust Division requested from A. T. & T. information regarding al- 
leged activities running counter to the judgment engaged in by Bell operating 
companies, reported to us by complainants with reference to paragraph V of 
of the judgment. Full and satisfactory explanations were received from 
A. T. & T., and in turn, these were made known to the complainants. 

April 4, 1956: 

The Antitrust Division requested and received from A. T. & T. a formal state- 
ment that the list of Bell System-owned patents in force on January 24, 1956, 
which was forwarded to the Antitrust Division on February 20, 1956, were the 
patents that were subject to the compulsory licensing provisions of the final 
judgment. 

April 9, 1956: 

Pursuant to paragraph V (d) of the Judgment, which provides that the Bell 
System companies could within the 45 days grace period enter into contracts 
for leasing and maintaining private communication systems, the Antitrust Di- 
vision required A. T. & T. to furnish us with a list of the persons or companies 
showing those contracts executed prior to the date of the Judgment (January 24. 
1956) and those executed during the grace period, which expired on March 9, 
1956. This list was furnished to us. 

February 21, June 8, 1956: 

In response to inquiries pertaining to whether the cost for equipment fur- 
nished by Western Electric to A. T. & T. and the Bell operating companies were 
subject to a check in connection with petitions of these companies filed with 
regulatory bodies for rate increases, the Antitrust Division advised them that 
under the provisions of paragraph IX of the judgment, Western Electric is 
ordered to maintain cost accounting methods which afford a valid basis for 
determining the cost to Western of the equipment sold to the A. T. & T. and the 
Bell operating companies. 

February 16, February 23, February 28, April 25, May 17, June 29, August 29, 
1956: 

Inquiries were received requesting the views of the Antitrust Division as to 
the scope of the patent provisions, i. e.. what these patents covered, such as the 
type of inventions, e. g., the transistor patents which are vital to television and 
to defense items, such as the guided missile and electronic finders. 
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February 20, May 4, May 7, June 20, June 22, 1956: 

Inquiries were received criticizing the patent relief obtained by the Depart- 
ment in the Western Electric case. The Antitrust Division advised that the 
patent relief embodied in this case was consistent with prior decisions of the 
courts and that similar provisions had been incorporated in other antitrust judg- 
ments, both litigated and consented, in cases involving patents. 

April 16, 1956: 

The Antitrust Division advised the Commissioner of Patents of the judgment 
entered in the Western Electric case and forwarded to him a certified copy of 
the final judgment, as well as a letter from A. T. & T. listing the patents that 
were subject to compulsory licensing under the judgment. 

January 3, 1957: 

In response to an inquiry from a public service company, which contemplated 
acquiring 2 adjacent public service companies, the Antitrust Division advised 
that the company could assume 2 contracts which these 2 companies had 
with a Bell operating company, whereby the latter provided mobile telephone 
service for them on a rental basis. The company inquiring was also advised 
that when these contracts expired the service provided by the Bell operating 
company was to cease pursuant to the provisions of paragraph V (d) of the 
judgment. 


( Attached to May 2, 1957, letter from Justice to Chairman Celler. ) 


In RESPONSE TO PARAGRAPH 1 OF APRIL 3, 1957, LETTER 


The legal authority of the Attorney General to enter into consents for judg- 
ments, decrees, and orders in antitrust proceedings, as with the authority of 
the Attorney General to enter into compromise settlements generally in other 
litigation to which the United States is a party, does not rest on express statu- 
tory grant. This is an implied power, the existence of which has been frequently 
recognized by the courts (United States v. Swift & Co., 286 U. 8. 106; Swift 4 
Co. v. United States, 276 U. S. 311; United States v. International Harvester 
Co., 274 U. S. 693; Aluminum Co. of America v. United States, 302 U. 8. 230; 
Chrysler v. United States, 316 U. S. 556; United States v. Radio Corporation of 
America, 46 F. Supp. 654, app. dis. 318 U. 8. 796). The power has been recog- 
nized by Congress in an indirect manner in section 5 of the Clayton Act (15 
U. S. C. 16). It is also clearly assumed to exist in proposed legislation now 
pending before the 85th Congress (H. R. 427). Analogously, the authority of the 
Attorney General to compromise litigation in whieh the United States is a party 
(not specifically antitrust proceedings) is upheld as an inherent power by 
formal opinion of the Attorney General (38 Op, Atty. Gen. 98). Of course, 
entering into a consent decree does not affect the right of the United States to 
prosecute criminally under the Sherman Act. 

The legal effects of an antitrust consent decree on the rights of the parties, 
including those of the Government as a party, are adjudicatory in nature. This 
follows since entry of such a decree, based upon an agreement of the parties 
rather than upon findings of fact by the court, is nevertheless a judicial act 
and involves a determination by the court that in content it is equitable and in 
the public interest. The parties, therefore, are bound and confined by the 
terms of the decree insofar as equity relief is obtainable under the state of facts 
alleged in the complaint. See United States v. Radio Corporation of America 
(36 F. Supp. 654, 655-656) ; Sicift & Co. v. United States (276 U. S. 311, 331, 
332). 

With regard to the rights of defendants to obtain modifications of consent 
decrees, the defendants must, in our opinion, show, as conditions precedent: (1) 
that, since entry of the decree, there has occurred an unexpected and unfore- 
seen change in the controlling facts upon which the decree was based; (2) that 
as a result of such change in circumstances the decree has been turned into an 
instrument of wrong and would, if continued to be applied to the defendant, 
impose an undue and unreasonable competitive or financial hardship and (3) 
that, as a result of such change in circumstances the dangers contemplated by 
the decree no longer exist and, therefore, modification would not be incon- 
sistent with the public interest. 

Relief for a plaintiff requires a showing that, because of a change in condi- 
tions, some additional relief is necessary in aid of or to effectuate the prior 
decree or to secure to the plaintiff the fruits of the decree (formerly the “supple- 
mental bill in aid of a prior decree,” Shields v. Thomas (18 Howard (59 U. 8. 
253 (1855) ). 
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However, recent decisions indicate a relaxation in the test which the plaintiff 
must meet in order to obtain a modification of a consent judgment, at least 
where the plaintiff is the Government attempting to obtain a modification of 
an antitrust Judgment. Thus, in U. S. v. Chrysler (316 U. 8S. 556 (1941)), 
the district court at the Government’s request modified the judgment against 
Chrysler by extending the period of the restraint against Chrysler (to give the 
Government additional time in which to obtain like relief against General Motors, 
the judgment providing that certain provisions should not be effective against 
Chrysler unless the Government had, by a certain date, obtained like relief 
against General Motors). The Supreme Court upheld the lower court, stating: 
“We think that the test to be applied * * * is whether the change served to 
effectuate or to thwart the basic purpose of the original consent decree.” 

In the Hughes case (324 U. 8S. 353) the lower court had, without taking any 
evidence, interpreted the consent Judgment as requiring Hughes to divest him- 
self of certain stock (although the judgment literally gave him the option of 
either selling or trusteeing the stock and he had selected the latter option). 
The Supreme Court reversed the district court holding that the district court’s 
order was not an interpretation of the Judgment but was in fact a drastic modi- 
fication of the judgment. The significant thing, however, is the following 
language from the Court’s opinion (pp. 857-358) : 

“* * * We entertain no doubt concerning the district court’s power to require 
sale of Hughes’ stock after a proper hearing. When this case was formerly 
here on other phases (334 U. S. 131), we had occasion to point out the district 
court’s power to require some companies to divest themselves of ownership of 
other companies where necessary to preserve competition and to prevent 
monopoly. The guiding principles there set out would also justify compulsory 
divestment of stocks by an individual. But there has been no adequate hearing 
of this issue as to Hughes.’”’ [Emphasis supplied.] 

The Court ignored the language of the Swift case (286 U. 8S. 106, 119 (1982) ): 
“We are not at liberty to reverse under the guise of readjusting,” and the lan- 
guage of Judge Maris in U. 8. v. Radio Corporation of America (46 Fed. Supp. 
654, 656 (D. Del., 1942)) : “Since these consent decrees are based upon an agree- 
ment made by the Attorney General which is binding upon the Government, the 
defendants are entitled to set them up as a bar to any attempt by the Govern- 
ment * * * to seek relief with respect thereto additional to that given by the 
consent decree.” In the Hughes case it appears that the Supreme Court recog- 
nized, as it would seem it must, that (in a Sherman Act case at least) a consent 
decree could not constitute a license to a defendant to continue in violation of 
the law if the Government could show in a hearing that additional different 
relief (in this instance divestiture) was absolutely necessary to preserve com- 
petition and prevent monopoly. In 1954 the Supreme Court decided Liquid 
Carbonic Corporation y. United States (350 U. S. 869). This case was on all 
fours with the Hughes case and the Court stated, in a per curiam opinion: 
“The judgment is reversed and the case is remanded for a hearing on modifica- 
tion of the consent decree (Hughes v. United States (342 U. S. 353) ).” 

A consent decree in an action brought by the Government has no adjudicative 
effect with respect to competitors of the defendants who are not involved as 
parties. Such persons still have available their own rights to sue to have any 
illegal contracts or agreements held void and unforceful, to obtain equitable 
relief, and to sue for treble damages under section 7 of the Sherman Act and 
section 4 of the Clayton Act. 


(Attached to May 2, 1957, letter from Justice to Chairman Celler.) 


IN RESPONSE TO PARAGRAPH 11 OF APRIL 8, 1957, LETTER 


The legal authority for the prefiling negotiation procedure of the Antitrust 
Division results from delegation by the Attorney General. The authority of the 
Attorney General in this respect is the same as with respect to his authority to 
enter into consents for judgments, decrees, and orders after suits have been filed. 
which has been discussed in response to paragraph 1 of the April 3, 1957, letter. 

This is also an implied, and possibly an inherent power of the Attorney General. 
It flows not only from his generat authority as attorney in charge of litigation 
after filing but also from his power and discretion to investigate and determine 
whether litigation shall be initiated in the first instance. The discretionary 
power to take these actions prior to initiation of litigation, together with the 
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power to compromise litigation once filed, and the normal powers of an attorney, 
embrace the authority to discuss the claims of the United States as a potential 
litigant with those against whom the claims are to be asserted, prior to the time 
of their formal presentation to the court, and to resolve questions as to what 
relief would appropriately satisfy the United States as a litigant once the matter 
has been filed in court. 

Procedures applicable to prefiling negotiations have not been formally pro 
mulgated. During the course of an investigation being made by the Antitrust 
Division, the concerns being investigated can write to the Division and request 
negotiation of a consent judgment before a complaint is filed. The staff in charge 
of the investigation will, at the time the complaint is submitted for approval 
recommend for or against prefiling negotiations. The Attorney General will pass 
upon this recommendation when he approves the complaint. If the complaint is 
signed and prefiling negotiations are authorized, the proposed defendants will be 
notified and they will be asked to discuss the matter with the investigating staff 
or other authorized personnel. If the proposed defendants upon being advised of 
the terms of the complaint still desire to undertake negotiations they are asked 
to follow the same procedures applicable to postfiling negotiations. 

The aim of prefiling negotiations is to avoid freezing either Government or 
defendants’ attitude into publicly expressed positions and thus promote flexibility 
and ease compromise in the process of decree negotiations. 

Requests for prefiling negotiations are denied where the Department has defi- 
nitely decided upon criminal proceedings. Similarly, prefiling negotiations will 
not be undertaken where there is involved an important issue of law demanding 
litigation or where prolonged delay might weaken the Government position re 
vealed in the complaint. Beyond this, there may be other situations and cases 
where special reasons might make prefiling negotiations inadvisable. 


( Attached to May 3, 1957, letter from Justice to Chairman Celler. ) 
IN RESPONSE TO PARAGRAPH 5 OF APRIL 3, 1957, LETTER 


1. Memphis Retail Appliance Dealers Association. (Civ. 3016) (W. D. Tenn.) 
April 25, 1957. 

2. Meredith Publishing Co. (Civ. 102-292) (S. D. N. Y.) May 15 and June 5, 
1956. 

3. Associated Nevada Dairymen, Inc. (Civ. 1232) (D. Nev.) October 18, 1955 

4. Anderson Dairy, Inc. (Civ. 133) (D. Nev.) February 20, 1956. 

5. National Association of Leather Glove Mfgrs. (Civ. 3715) (N. D. N. Y.) 
Consent judgment as to all but one defendant, November 23, 1953. 

6. Association of Knitted Glove & Mitten Mfgrs., Inc. (Civ. 3716) (N. D.N. Y.) 
December 23, 1953. 

7. Machine Chain Manufacturers Association. (Civ. 18-16) (D. R. I.) March 
18, 1955. 

8. Library Binding Institute (Civ. 66-278) (S. D. N. ¥.) May 23, 1952. 

9. National Electric Sign Association (Civ. 15-C-2064) (N. D. Ill.) April 5, 
1954. 

10. John B. Reeves & Son (Civ. 8769-W) (S. D. Calif.) May 29, 1950. 

11. Grinding Wheel Manufacturers Association (Civ. 6636) (D. Mass.) Novem 
ber 19, 1947. 

12. Abrasive Grain Association (Civ. 3672) (W. D. N. Y.) November 16, 1948. 


(Attached to May 3, 1957, letter from Justice to Chairman Celler :) 
IN RESPONSE TO PARAGRAPH 9 OF THE APRIL 3, 1957, LETTER 


All antitrust judgments are directed to practices which are restrictive of com 
petition including, specifically, those practices which exclude participation in or 
access to a market or source of supply. It may be said, therefore, that all anti- 
trust judgments either directly or indirectly assist small-business concerns in 
removing these restrictive obstacles to their full participation in the industry 
involved or access to markets and sources of supply. 

Neither our budget nor our manpower commitment has permitted a survey 
to determine specifically how many small businesses have availed themselves of 
the numerous benefits of antitrust judgments. However, we t:ave been advised 
that certain of our judgments have been especially helpful to small business 
The following are illustrative : 
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(1) The Eastman Kodak judgment terminated Eastman’s monopoly of ama- 
teur color-film processing, a field which had been foreclosed to others prior to 
our 1954 judgment. More than a half dozen concerns have since entered into 
Kodachrome film processing on a major scale, and several hundred black-and- 
white processors have expanded or will expand their operations to include 
Kodacolor processing and to act as agents for the new Kodachrome processors. 
Since color film in recent years has substantially displaced black and white film 
for amateur use the opening up of these opportunities for black and white 
processors was essential to their survival. 

(2) A number of our judgments include provisions requiring compulsory 
licensing of patents. An informal survey conducted by us in 1955 disclosed 
that a substantial number of patents affected by these provisions had been 
licensed by antitrust defendants. These licenses, in many instances, have been 
augmented by compulsory disclosure of know-how and technological information 
and the rendering of technological assistance pursuant to the judgment’s 
requirement. 

(3) In the case against Dover Corp. and Oliver Iron & Steel Co., small elevator 
manufacturers had been unlawfully foreclosed from the principal source for 
Oliver hydraulic pumps which were often specified in invitations for bids on 
elevator installations. Our judgment requires Oliver to sell these pumps upon 
request thus insuring to manufacturers other than Dover a source of supply of 
pulps. 

(5) The Philco judgment (entered July 13, 1956) removes restrictions by which 
Philco distributors were prohibited from handling products of other manufac- 
turers or selling outside of restricted territorial areas. 

(5) In the case against R. L. Polk (entered March 16, 1955) the judgment 
opened up membership in the National Association of Directory Publishers to 
anyone regularly engaged in publishing city directories and made available to 
them the extensive library facilities of the association on a basis of equality with 
the large publisher defendants. 

(6) The judgment against Food Machinery & Chemical Corp. (entered August 
9, 1954) was effective in giving small competitors to the defendant corporation 
an opportunity to market peach-pitting machines in competition with the 
defendant. 

(7) In the L, A. Young Spring & Wire case the judgment (entered June 26. 
1951) removed restrictions on the access to market outlets which had prevented 
nt number of small businesses from entering into the manufacture and sale of 
wire garment hangers. 

The above are illustrative of judgments which have had effects especially in 
the field of small business. The direct impact of judgments directed against 
agreements to fix prices, the number of which is substantial, is difficult to trans- 
late into direct benefit to small business. Such judgments as those against IBM 
(entered January 25, 1956), General Electric (entered March 26, 1954), and 
Cincinnati Milling (entered April 19, 1954) which are directed at major manu- 
facturers have a more indirect benefit to small business. 


FEBRUARY 20, 1956 
WILLIAM D. KiItcore, Jr., Esq., 
Department of Justice, 
Washington, D.C. 


Dear Mr. Kitcore: In the absence of Mr. Horace P. Moulton and pursuant to 
his request, I am sending herewith 12 copies of a list’ of Bell System owned 
United States patents in force on January 1, 1956. 

If you require additional copies of the list of patents, please do not hesitate 
to request them. 

Very truly yours. 
H. Bb. VWHrrrre_p, General Patent Attorney. 


Clipped to back of folder 








Bell System Owned United States Patents 





In Force on January 1, 1956 


Arranged in Order by Classification 
at the Time of Issuance of the Patents 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
D*5 le 135333 15 l4e 2245859 18 l2e 2604659 
C le 135334 15 156 2299987 18 l2e 2622469 
Deo 5s 134424 15 2le 2480489 18 12.6 2641800 
D26 146 134314 15 2le 2533948 18 12s 2653351 
D26 l4e 134738 5 2le 2645797 18 l2e 2688770 
D26 146 138474 15 24e 2364704 18 l2e 2722716 
D26 146 151279 15 936 2382892 18 136 2438974 
026 l4e 151614 15 936 2421319 18 136 2471324 
D26 l4e 151809 1S 936 2492065 18 136 2486474 
D26 146 152276 15 976 2359568 18 136 2488576 
D26 l4e 153086 15 Te 2503558 18 136 2496147 
D26 l4e 153927 15 1386 2530234 18 136 2496625 
D26 146 153928 15 2106 2198550 i8 136 2511203 
D26 14.6 154487 15 3396 2602180 18 136 2511986 
D26 146 157849 16 446 2320407 18 136 251380¢ 
D26 14. 159799 16 49 2329476 18 136 2521123 
D26 l4e 159800 16 1086 2193450 18 136 2535285 
D26 146 164297 16 ll4e 2575391 18 13. 2535287 
D26 14s 168663 18 le 2323785 18 l3e 2550555 
D33 36 139472 18 le 2622271 18 136 2566840 
D33 l4e 145651 18 le 2622272 is 13. 2573440 
D54 26 164578 18 26 2450760 18 136 2591506 
058 17s 159712 18 5e 2530238 18 136 2593136 
D64 lle 140135 18 66 2389178 18 136 2593198 
D64 lle 160497 18 66 2438003 18 136 2626462/ 
D64 lle 160498 18 66 2478616 is 136 265335 
280 le 135617 18 66 2509668 18 136 2656566 

] 36 2380746 18 66 2509699 18 136 2693617 
l 496 2285512 18 6e 2533923 18 l3e6 269542 
i 1706 2668950 18 6e 2534865 18 l4e 2556276 
3 le 2202467 18 66 2540497 is 166 2366976 
7 1461 2682063 18 66 2578354 18 16s 2375946 
7 166 2237378 18 66 2581230 18 166 2394656 
8 17 2346324 18 Ge 25861231 1 166 2409 14e 
| B9s 2338821 18 6e 258123. 18 Ll66 2428275 
10 107.6 2254281 18 66 2581255 18 l66 2432919 
19 128.6 2346297 18 6e 2589713 18 166 2567715 
l 1296 2314138 18 66 2599746 18 l7e 270534) 
19 1296 2524267 18 66 2601699 18 19.6 2547356 
10 1396 2266864 is be 2608718 18 19 2547357 
10 14le. 2530268 18 66 2642622 18 196 250546 
10 152.6 2301679 18 66 2648872 18 19e 2678467 
10 1556 2281190 18 66 2655690 18 306 2395316 
10 155¢ 2336573 18 66 2655691 18 306 2396348 
10 1626 2266933 18 66 2688767 18 306 2411254 
10 162.6 2681461 18 66 2688768 18 306 2412671 
10 167.6 25794686 18 Ge 2582491 18 306 2448947 
13 le 2209762 18 126 2488595 18 30° 2460964 
13 246 2678959 l l2e 2530262 18 306 246340 
15 36 2530219 l 126 2579747 18 306 2513808 








18 
18 
18 
18 


18 
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SUB 
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346 
346 
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PATENT 


2567693 
2585204 
2668985 
2177461 
2282155 
2306732 
2341617 
2369291 
2382200 
2425831 
2425832 
2441988 
2454193 
2497757 
2501863 
2580668 
2698461 
€<6¢0593 
2266887 
2347773 
2378586 
2434594 
2541923 
2461600 

315910 
2615204 
6i°* Z2YU°* 
682687 
2336384 
2373093 
2413715 
2502304 
2635292 
2702410 

339683 


+/ 16 


CLASS 


rere + ies 5 Fwwow w Ye WL WWW Ww 


nn 
+ 


mn 
rPwuws 


wn 


Www 


mnnN 


SUB 


OSe 
736 
94e 
1136 
154.6 
<£U36 
2126 
2l4e 
2206 
2e 
2006 
20901 
209e1 
20901 
209601 


22365 


PATENT 


2494071 
2243835 
2272718 
2153087 
2304899 
2321731 
2679080 
2272181 
2190828 
2450975 
2418467 
2606817 
2683652 
2697026 
2697029 
2417558 
2402582 
2393684 
2517380 
2548187 
2688532 
2547521 
2424273 
2481653 
2459869 
2484829 
2267106 
2607092 
2668337 
2345436 
2437111 
2584282 
2322378 
2195569 
2327831 
2472527 
2327567 
2700808 
2373167 
2488581 
2362048 
2415462 
2393185 

2206410 
2360479 
2577923 
2530506 
2601373 
2409670 


2415399 


CLASS 


SUB 


PATENT 


2415543 
2598485 
2446647 
2435266 
2251291 
2613426 
2421750 
2678486 
2598317 
2563468 
2556711 
2576267 
2577803 
2602211 
2626448 
2631356 
2651831 
2666977 
2669004 
2685728 
2697269 
2608745 
2706326 
2390776 
2390784 
2627645 
2651101 
2727297 
2225853 
2233106 
2234340 
2290673 
2353054 
2394837 
2394881 
2404186 
2409615 
2422282 
2551258 
2568776 
2617174 
2696656 
2438023 
2592276 
2613427 
2321707 
2341462 
2401329 
2357615 
2337696 
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CLASS suB PATENT | CLASS SUB PATENT | CLASS suB PATENT 

29 60.6 2367505 29 16365 2662274 30 181. 2595145 

' 626 2232534 29 17965 2401362 | 30 2766 2608757 
29 84.6 2169063 29 17965 2534392 33 le 2405227 
29 846 2182968 29 18365 2689399 | 33 186 2727308 
29 B46 2252437 29 1896 2280981 33 196 2438813 
29 B46 2302758 29 1956 2482178 33 24e 2351452 
29 B46 2326982 29 19666 2446996 33 4605 2439381 
29 B4. 2349878 29 1986 2491284 | 33 49e 2471278 
29 B46 2349956 29 2006 2514099 33 976 2231906 
29 B46 2351116 29 2036 2304927 33 986 2419203 
29 B4e 2351276 29 2036 2355522 33 107. 2353799 
29 896 2310774 29 2036 2355832 33 1086 2378033 
29 896 2337383 29 2036 2355833 33 12607 2423888 
29 9005 2312448 29 2036 2357693 33 1296 2437101 
29 9561 2394723 29 2036 2404782 33 1296 2688191 
29 9561 2651102 29 2036 2426623 33 1296 2693644 
29 148. 2208732 29 2036 2476641 33 1326 2339194 
29 148. 2393355 29 2036 2515046 33 1476 2248569 
29 148.6 2629921 29 2036 2515486 33 1476 2412665 
29 14862 2150383 29 2036 2515487 33 148. 2642666 
29 14862 2150384 29 2036 2527812 33 165.6 2401920 
29 15565 2241441 29 2036 2573432 33 174. 2236583 
29 15505 2252461 29 2036 2579468 33 174. 2320938 
29 15565 2391222 29 2036 2685126 33 174. 2367513 
29 15565 2419952 29 2036 2706331 33 174s 2455516 
29 15565 2444026 29 2086 2374358 33 174. 2470636 
29 15505 2450974 29 21le 2359575 33 174. 2564789 
29 15565 2508018 29 21le 2666255 33 174. 2568817 
29 15505 2579487 29 2126 2329275 33 174. 2570967 
29 15505 2651833 29 2356 2422549 33 174. 2592316 
29 15565 2669770 29 2386 2526378 33 1746 2609609 
29 155055 2177377 29 2406 2359823 33 174. 2670543 
29 155055 2252899 29 241. 2691213 33 174 2716287 
29 155455 2261412 29 2836 2460379 33 174 2727310 
29 155055 2338485 29 2846 2356864 33 178.6 2229748 
29 15555 2373861 29 2886 2390596 33 1786 2399012 
29 155055 2438959 29 2886 2394630 33 1786 2514956 
29 155455 2441181 | 29 2886 2536239 33 17965 2445402 
29 155655 2458552 29 47361 2708787 | 33 1806 2461143 
29 155655 2496949 30 9le 2353173 33 1806 2470635 
29 155655 2571040 30 9le 2391722 33 180. 2627664 
29 155655 2666253 30 9le 2616172 33 180. 2666266 
29 155055 2713194 30 956 2346314 | 34 9s 2303123 
9 155056 2187023 30 1046. 2572611 | 34 536 2421690 
9 155657 2416989 | 30 1076 2508539 | 34 536 2642675 
29 155057 2674031 30 1246 2300516 | 34 75.6 2364752 
29 155657 2691811 30 1246 2323497 | 34 756 2492046 
29 155058 2676392 30 1346 2459864 34 B66 2434169 
29 155059 2394724 30 1566 2209751 34 1236 2303124 


29 1566 2390614 30 1796 2376858 34 160.6 2501875 
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2326 
le 
le 

106 
106 
10.6 
106 
106 
106 
106 
104 
12e 
l2e 
126 
12 
12e 
l2e 
126 
l2e 
l2e 
l2e 
12e 
l2e 
l2e 
l2e 
l2e 
l2e 


> 
ce 


l2e 
l2e 
136 
l4e 
146 
256 
256 
256 
256 
2Oe 
106 
l7e 
3le 
152-6 
9e 
Ge 
4165 
42e 
42e 
She 
426 
436 


w 


PATENT 


2347781 
2209157 
2432123 
2438888 
2438898 
2438940 
2442351 
2442788 
2443631 
2453743 
2492356 
2344454 
2451609 
2460743 
2471315 
2471966 
2486488 
2491668 
2494479 
2499597 
2506949 
2516803 
2519233 
2519698 
2533484 
2554155 
2556964 
2564429 
2584261 
2636285 
2496617 
2458550 
2516780 
2405591 
2443604 
2459867 
2470468 
2338650 
2268248 
2241882 
2146834 
2387584 
2353401 
2534338 
2240486 
2542727 
2592729 
2619414 
2698780 
2596617 


| 


CLASS 


45 
49 
wee 
49 
49 
49 
a 
49 
a) 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
oe 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 
49 


SUB 


2e 
le 
le 
le 
le 
le 
le 
le 
le 
le 
26 
26 
2e 
2e 
2e 
2e 
Te 
Te 
l4&e 
l4e 
l4e 
17el 
47e 
4Be 
666 
786 
786 
786 
796 
798 
Ble 
Ble 
Ble 
Ble 
Ble 
896 
36 
36 
Be 
l2e 
l4e 
l4e 
37° 
676 
Tle 
986 
986 
1056 
1106 
llle 


PATENT 


2172444 
2452652 
2477332 
2480364 
2522949 
2523903 
2551402 
2553749 
2663120 
2697307 
2267108 
2347421 
2350220 
2405504 
2504842 
2572646 
2285181 
2504817 
2406021 
2648167 
2698502 
2306164 
2272919 
2304926 
2439437 
2272927 
2374546 
2415412 
2475810 
2724216 
2399770 
2457218 
2505066 
2549504 
2706366 
2392099 
2367297 
2398387 
2483956 
2563476 
2463895 
2484625 
2669811 
2357616 
2504026 
2392482 
2704914 
2322551 
2507298 
2250017 


| 





CLASS 


SUB 


119. 
120.6 
1246 
124. 
1336 
1356 
1356 
137.6 
1456 
l6le 
16l. 
l6le 
l6éle 
1706 
1876 
187. 
2166 
2176 
237.6 
2636 
2636 
2726 
2736 
2776 
281. 
2936 
30le 
le 
le 
36 
36 
36 
66 
6e 
6e 
be 
Te 
106 
106 
136 
136 
136 
136 
136 
l5e 
15.6 
156 
156 
156 
156 


PATENT 


2412306 
2469563 
2606405 
2724933 
2409953 
2446901 
2543538 
2496929 
2695480 
2382903 
2398906 
2401953 
2438916 
2301853 
2189302 
2189307 
2613484 
2149330 
23986466 
2299678 
2691858 
2217501 
2696701 
2399052 
2541912 
2411724 
2191803 
2221836 
2342111 
2221555 
2322391 
2471973 
2213703 
2378568 
2488934 
2570929 
2494050 
2214340 
2388018 
2475427 
2479928 
2488579 
2504020 
2588525 
2250689 
2299518 
2316613 
2343994 
2362665 
2365840 
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CLASS 


57 


SUB 


156 
166 
166 
166 
l7e 
17e 
17e 
l7e 
186 
186 
186 
18.6 
186 
18.6 
186 
196 
196 
196 
196 
256 
58.6 
She 
58 
58.6 


58e5 


596 
596 
596 
596 
606 
606 
69 
696 
696 
Tle 
Tle 
Tle 
Tle 
Tle 
Ble 
1006 
1066 
1066 
1066 
138.6 
1386 
146 
356 
256 


526 


PATENT 


2536226 
2457636 
2462303 
2463211 
2161494 
2200955 
2365277 
2595138 
2266438 
2279114 
2326220 
2331240 
2430358 
2507296 
2602281 
2279115 
2425977 
2602282 
2666289 
2341613 
2171993 
2198313 
2317113 
2331648 
2530726 
2277102 
2353092 
2412196 
2493825 
2364808 
2364984 
2287708 
2339871 
2454329 
2189314 
2329130 
2338848 
2494483 
2583119 
2580387 
2349882 
2342009 
2540833 
2540840 
2209063 
2212132 
2207703 
2294923 
2532096 
2507315 


CLAS 


60 
60 


62 


70 
70 
72 
73 


SUB 


57e 
976 
406 
66 
1226 
lle 
l7e 
236 
27e 
27e 
296 
306 
Te 
9e 
9e 
9e 
Se 
9e 
Se 
9e 
96 
9e 
9e 
9e 
Se 
96 
9e 
9e 
9e 
9e 
9e 
ll6é6 
1226 
1636 
1666 
1666 
1666 
1666 
1906 
1906 
1B96 
Ble 
Ble 
Ble 
2156 
2786 
33B6 
34936 
14s 
le 


PATENT 


2426606 
2448852 
2166632 
2247028 
2208661 
2642729 
2491364 
2562729 
2267130 
2337976 
2432633 
2468193 
2222288 
2222286 
2222287 
2229662 
2234671 
2236183 
2239378 
2239406 
2252596 
2257458 
2261349 
2263726 
2298812 
2348932 
2355019 
2364560 
2387191 
2520010 
2568806 
2381370 
2352347 
2390904 
2409961 
2427406 
2434864 
2459426 
2260521 
2276523 
2409518 
2143425 
2207827 
2262140 
2358554 
2436809 
2617289 
2145618 
2246955 
2635453 


SUB 


le 
9e 
406 
406 
49e 
5le 
5le 
5le 
5le 
5le 
5le 
5le 
536 
596 
606 
666 
666 
676 
67s 
67. 
676 
676 
67° 
676 
Bbe 
9le 
104. 
1336 
1366 
1396 
1406 
1506 
1506 
15le 
15le 
1596 
1606 
1606 
1606 
1606 
16le 
léle 
16le 
1706 
179.6 
182.6 
194.6 
3356 
3596 
3626 





PATENT 


2648219 

2593269 

2608854 

2691297 

2718780 

2155646 

2183655 

2237326 
2272921 

2279563 
2307900 
2338826 
2607216 
2707391 

2518348 
2394482 

2705421 

2361990 
2438755 

2484623 
2514080 
2538114 
2602327 
2723556 
2521921 

2493077 
2394461 

2557738 
2586540 
2607219 
2457902 
2373200 
2530257 
2299867 
2335771 
2692499 
2368763 
2648223 
2701470 
2701471 
2483867 
2573488 
2626523 
2606443 
2509889 
2457287 
2492371 
2663190 
2407678 
2375273 
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CLASS SsuB PATENT CLASS SUB PATENT CLASS SuB PATENT 
73 4326 2541576 75 «5 2324960 77 626 2645140 
73 4326 2633027 75 25 2360939 77 626 2705431 
74 le 2573168 | 75 106 2355515 77 636 2526386 
oF 26 2160390 75 106 2396375 77 646 2655059 
74 106 2189548 75 246 2369028 77 676 2396335 
74 106 2355555 75 246 2369029 77 73065 2410896 
74 10652 2479465 75 256 2325176 77 7305 2521947 
74 1765 2496494 75 B66 2344445 78 le 2503404 
74 266 2438756 75 936 2180139 78 6e 2518086 
74 5Te 2276003 75 1236 2251356 78 17e 2576437 
74 57 2441596 75 1236 2441588 78 18.6 2518029 
74 576 2477343 75 1236 2443636 78 536 2582519 
74 B4s 2406012 75 1246 2143423 78 6le 2630727 
74 BBe 2556010 75 1246 2347317 78 966 2371063 
74 1036 2338533 75 124.6 2349857 78 966 2582501 
74 1256 2682775 75 1266 2383969 80 36 2195102 
74 12565 2451416 75 1266 2514667 80 5 el 2285688 
74 1426 2298273 75 1546 2257437 80 5el 2693122 
74 1556 2660895 75 1606 2357653 80 3lel 2353857 
74 23007 2357118 75 1666 2191624 | 80 526 2685217 
74 2406 2201288 | 75 1666 2220961 80 606 2316067 
74 24261 2475426 | 75 1666 2247559 80 606 2371671 
74 2636 2458181 75 1666 2277627 80 636 2146788 
74 2826 2220983 75 1666 2303193 81 36 2266874 
74% 291. 2444448 | 75 1666 2303194 81 3e 2339210 
14 3066 2382846 75 1666 2351477 81 36 2688267 
74 3546 2538625 75 1666 2486202 81 5el 2307884 
74 4056 2501613 75 167.6 2170650 81 905 2386327 
74 4096 2397126 75 1676 2425725 81 905 2386328 
74 421. 2424564 | 75 1706 2506420 81 965 2585080 
74 427. 2582690 | 7S 1756 2180137 81 9e51 2338508 
74 46% 2546365 75 1756 2293762 81 9251 2356837 
74 471le 2466080 | 75 1756 2501859 81 9651 2395374 
74 4836 2572503 76 1Ole 2418338 81 9e51 2415669 
74 50le 2427014 76 107. 2323949 81 9e51 2465537 
74 5046 2660904 | 76 107e 2394720 81 9e51 2561218 
74 5126 2245018 76 107e 2623417 81 9651 2584692 
74 5266 2183032 77 4e 2388621 81 9e51 2624221 
74 5326 2246919 77 326 2280469 81 9e51 2645958 
74 5486 2590263 77 326 2328721 81 9e51 2645959 
74 5536 2502915 | 77 336 2521900 | 81 9651 2649822 
74 5686 2288435 77 556 2276819 81 156 2172351 
74 5686 2480594 77 556 2368786 81 15.6 2440040 
74 574. 2306852 77 626 2342059 | 81 156 2627769 
74 608-6 2348489 77 626 2343088 | 81 17e 2608892 

615-6 2404675 77 626 2409160 81 1702 2544303 
.4 6166 2724287 77 626 2412458 81 536 2539610 
74 7226 2509054 77 626 2412459 81 546 2301438 
74 8126 2491247 77 626 2428958 | 81 57e 2599764 
75 5 2200491 | 77 626 2564786 | 81 906 2693124 
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3760 CONSENT DECREE 


CLASS 


81 


SUB 


12le 


5e 


126 
196 
206 
2le 
246 
34e 
356 
35. 
40 a 
1012 
1618 
1621 
1023 
1426 
1626 
4096 
4406 
4566 
le 


2e 


26 


4 
fe 


506 
le 
66 

296 

3le 

3le 
3le 
34e 

446 

55.6 

556 
le 
207 

l4e 

14. 

146 

146 

146 

146 

146 

l4e 

146 

l4e 

1662 

1662 

1668 


PATENT 


2241784 
2399727 
2295014 
2369318 
2429002 
2521901 
2395586 
2351143 
2217350 
2323834 
2396399 
2179237 
2169842 
2287105 
2323242 
2401372 
2486208 
2247960 
2309537 
2673482 
2572613 
2329471 
2591575 
2289221 
2219451 
2322756 
2462515 
2466417 
2344586 
2390769 
2391433 
2377003 
2567694 
2489006 
2506772 
2693734 
2390652 
2247737 
2352072 
2387825 
24013861 
2401382 
2410621 
2419617 
2439836 
2461939 
2509068 
2320434 
2725785 
2417076 


PROGRAM-——DEPARTMENT OF 


CLASS 


SUB 


1608 
1608 
22¢5 
246 
246 
24e 
246 
246 
246 
246 
24e 
246 
246 
246 
576 
6le 
6le 
6le 
6le 
6le 
6le 
Gle 
6le 
6le 
6le 
6le 
6le 
656 
T2e 
936 
l4e 
l4e 
Sle 
lle 
lle 
lle 
lle 
lle 
1164 
136 
136 
136 
136 
136 
l4&e 
15.6 
156 
186 
1Be 
2463 


PATENT 


2666356 
2666357 
2302554 
2142297 
2192529 
2261772 
2267544 
2284681 
2405168 
2405173 
2525957 
2535326 
2562377 
2627780 
2659271 
2182849 
2200797 
2236509 
2267545 
2287587 
2308360 
2346496 
2366822 
2392350 
2467325 
2597589 
2649027 
2607272 
2457543 
2161006 
2448382 
2448593 
2418158 
2241456 
2388152 
2472151 
2516839 
2516840 
2405485 
2151078 
2247761 
2412619 
2548669 
2614463 
2416749 
2468294 
2571049 
2436423 
2464107 
2577154 


CLASS 


90 
90 
90 
90 
90 
90 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 
91 


JUSTICE 


SUB 


256 
336 
336 
336 
336 
5% 
126 
12e 
l2e 
1202 
1202 
1262 
1262 
1265 
1265 
1266 
1266 
136 
136 
136 
1B. 
1B. 
18.6 
186 
256 
3le 
326 
3B. 
4le 
436 
436 
436 
436 
436 
ade 
bbe 
ahs 
456 
456 
456 
46s 
4Te 
47 
4Be 
5le 
5le 
536 
536 
536 
536 


PATENT 


2240685 
2355451 
2394699 
2480499 
2626542 
2285148 
2289263 
2428284 
2428965 
2241228 
2503571 
2508509 
2516058 
2386090 
2432854 
2234586 
2267273 
2295912 
2378599 
2380422 
2161950 
2285017 
2369561 
2551380 
2507294 
2217337 
2341450 
2172550 
2387094 
2282252 
2340207 
2461647 
2539147 
2571065 
2421343 
2423036 
2393023 
2401047 
2518038 
2518559 
2539549 
2380212 
2510274 
2289535 
2323487 
2577132 
2193887 
2228341 
2314168 
2320246 
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LASS UB PATENT CLASS SUB PATENT CLASS SUB PATENT 
91 536 2422281 97 826 2345929 | 113 18.6 2559904 
91 536 2522289 | 98 296 2304029 | 113 24e 2454203 
91 556 2269592 | 98 296 2332091 | 113 336 2156934 

! 5961 2347392 | 98 336 2607281 | 113 336 2156952 
v1 5964 2360037 98 336 2628550 113 336 2373530 
91 596% 2397622 | 98 94s 2218330 113 336 2373531 
91 59 64 2435766 98 1156 2693749 113 336 2459877 
91 606 2217345 100 706 2169036 113 336 2469565 
91 606 2527139 101 3Be 2288298 113 336 2471299 
91 6265 2483733 101 4le 2382174 113 426 2389738 
91 686 2146819 101 926 2716379 113 Sle 2284773 
91 686 2148526 101 936 2641997 113 526 2547110 

91 686 2169732 101 1146 2475434 113 5% 2347397 
91 706 2260890 101 ll4e 2700929 113 59 2355820 
91 7002 2252443 101 1266 2696167 113 59 2394467 
91 726 2146858 101 2976 2342560 | 113 59° 2401930 
91 736 2211170 | 101 30le 2672091 | 113 59 2404730 
92 2le 2259978 101 3766 2351224 | 113 596 2457704 
92 3Be 2661668 101 4076 2505065 113 59 2463158 
92 386 2663229 | 101 41561 2655866 113 596 2499853 
92 396 2687677 | 102 A%e 2545204 | 113 596 2641212 
92 406 2543525 | i102 7002 2523408 | 113 926 2533919 
92 4le 180554 1u3 1206 2481646 | 113 996 2302813 
9< 4le 66807 | 1Ue Yae 2234287 113 996 2364689 
92 ale 2479755 | 105 364 2279522 | 113 996 2387083 
92 4le 2416394 | 10o le RE22620 | 113 996 2393780 
92 446 2666370 106 1e5 2221956 | 113 996 2399536 
92 49e 2586054 106 466 2332343 | 113 996 2417144 
92 49 2602381 106 466 2386633 | 113 996 2421973 
92 556 2440802 106 496 2481473 | 113 996 2434744 
93 lel 2246655 106 496 2481474 | 113 996 2467103 
93 lel 2486204 106 496 2530217 | 113 996 2474658 
93 T7e 2308722 106 626 2313842 | 113 996 * 2461081 
93 826 285263 106 656 2457515 | 113 996 2527150 
9% 226 2367146 106 L7le 2322353 | 113 996 2584297 
94 346 2163221 106 1736 2295958 | 113 996 2614516 
95 le9 2693416 | 106 1836 2362182 | 113 996 2634696 
95 19 2703280 106 2186 2532699 113 996 2699133 
95 186 2174003 106 2856 2319838 | 113 1006 2467081 
95 ale 2608920 106 2866 2346553 113 1006 2561196 
95 766 2672080 106 2876 2347733 | 113 1006 2623489 
95 Ble 2183204 106 2876 2393295 | 113 100. 2693160 
96 30 2200323 108 166 2354408 113 1056 2311776 
96 de 2200961 109 Ble 2405590 | 113 1056 2324862 
96 be 2223954 111 Se 2155044 | 113 110. 2503564 

36 2232524 111 5e 2184912 | 113 llle 2174230 
Se 2298748 111 Se 2441153 113 lille 2402998 
96 36 2301731 113 le 2404197 113 1126 2226944 
96 18.6 2196900 113 le 2430377 113 112.6 2274413 
96 266 2217832 113 le 2690727 113 1l2e 2308606 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
113 1l2e 2321071 117 75.6 2459018 125 136 2293238 
1 1126 2398449 117 75¢ 2688569 125 136 2304238 
li 112¢ 2426650 117 936 2589034 125 136 2308703 
113 112.6 2508488 117 956 2143417 125 136 2318050 
114 236 2409632 117 1006 2310820 | 125 136 2349686 
114 256 2402617 117 1026 2692838 125 136 2371085 
114 256 2414449 117 1036 2378598 | 125 136 2382897 
114 2406 2401361 117 1036 2589169 | 125 136 2440464 
116 27e 2407240 117 1066 2587036 | 125 136 2712306 
116 114.6 2570940 117 1066 2671739 | 125 l4e 2724380 
116 1246 2270653 117 1066 2695852 | 125 236 2482379 
116 1246 2712296 117 1076 2313410 | 125 356 2515331 
116 12461 2682859 aay 107.6 2363781 | 128 2005 2273532 
116 1296 2643632 117 107s 2602033 | 128 2el 2232779 
116 1306 2548657 117 1076 2724663 | 128 4226 2407690 
116 1356 2356335 117 1286 2299689 129 386 2552704 
116 1476 2354684 117 12804 2484705 | 134 5e 2550932 
116 1486 2216956 117 1346 2296513 | 134 15.6 2536208 
116 148. 2307989 117 1386.8 2442810 | 134 196 2432868 
116 1486 2533465 117 13608 2446928 134 27 2382317 
116 1526 2705472 117 13868 2501868 | 134 496 2194295 
117 Be 2427417 | 117 1696 2384542 134 646 2688332 
117 106 2567723 117 2006 2722490 | 135 5e 2355008 
117 17e 2384541 117 201le 2716622 136 4e 2266416 
117 18.6 2289156 any 217. 2700626 | 136 Se 2284547 
117 186 2527134 118 66 2622554 | 136 4e 2318479 
117 3302 2391280 116 Te 2659337 136 4e 2444027 
117 3302 2434930 118 34e 2696192 | 136 5e 2402663 
117 3302 2434931 118 1186 2672119 | 136 B9e 2181494 
117 3362 2463180 118 1256 2591505 | 136 B9e 2402662 
117 3302 2641553 118 2lle 2597613 136 B9e 2423125 
117 334626 2631945 118 2156 2666411 136 BM 2443542 
117 356 2373823 118 2266 2674976 | 136 89e 2537255 
117 376 2629672 118 2336 2672120 | 136 B9e 2537256 
117 37e 2697047 118 3136 2726631 | 136 896 2537257 
117 386 2475877 118 3236 2586651 136 1006 2590584 
117 386 2622990 118 3236 2587284 136 1086 2209185 
117 386 2702760 118 3256 2676564 136 1736 2589071 
117 466 2328422 118 4056 2684050 | 136 1796 2491370 
117 466 2356956 i118 42le 2591557 137 786 2314166 
117 466 2671735 118 4256 2679624 | 137 144.6 2398205 
117 496 2393024 118 5036 2690733 | 137 1526 2180393 
117 506 2690980 121 3Be 2241794 | 137 1536 2378596 
ys 526 2456235 121 3Be 2388662 137 1656 2527136 

536 2295945 121 4665 2187114 138 256 2685893 
117 606 2463756 121 4665 2404529 140 le 2434591 
117 636 2386148 125 126 2372025 140 le 2708459 
11 656 2426609 125 126 2381993 140 26 2382922 
117 706 2421719 125 12e 2412644 | 140 Tle 2146868 
117 Tle 2709663 | 125 136 2279979 140 Tle 2183635 









CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3763 


CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
140 Tle 2241880 146 174s 2539129 | 153 le 2501607 
140 Tle 2367147 148 105 2683676 153 le 2534867 
"40 Tle 2450920 148 1¢5 2692839 153 le 2551376 

Q Tle 2715922 148 165 2697052 153 26 2217486 
140 7165 2387074 148 1¢5 2703296 153 2e 2255510 
140 71605 2443914 148 1e5 elaesa>. | £99 26 2295953 
140 7165 2633159 148 165 2725316 | 153 20 2633890 
140 7165 2661029 | 148 165 2727839 153 Se 2458395 
140 7106 2434165 148 165 2727840 153 106 2390600 
140 BBe 2214025 148 26 2298225 | 153 126 2444757 
140 9202 2453749 148 26 2317294 153 136 2415499 
140 9262 2533506 148 2e 2631118 153 15.6 2364989 
140 1036 2456222 | 148 4e 2446672 153 166 2394700 
140 1036 2456223 | 148 56 2200486 | 153 166 2706512 
140 1136 2360317 | 148 6014 2473456 | 153 2le 2146828 
140 117. 2224302 148 6621 2559878 | 153 216 2604923 
140 1196 2289253 148 6635 2547536 | 153 226 2622653 
140 12le 2655953 148 106 2442762 153 236 2440809 
140 122.6 2585010 148 106 2688573 153 326 2214624 
140 1226 2648356 | 148 115 2189064 153 326 2622654 
140 226 2649121 148 1165 2213397 153 34 2442908 
140 1226 2649122 148 1165 2499566 153 B4e 2530222 
140 1236 2165883 148 1105 2561732 153 456 2143416 
140 124.6 2273133 148 1165 2725317 153 4B 2355468 
140 1266 2177457 148 126 2300336 153 486 2526915 
140 1276 2172837 148 136 2190667 153 486 2630156 
140 1296 2649867 148 136 2430464 153 4Be 2700407 
140 l4le 2343466 148 136 2602763 153 54. 2350274 
140 1456 2357902 148 136 2688574 153 676 2371780 
140 1466 2454241 148 1361 2148562 153 67.6 2371781 
140 147.6 2369329 148 1361 2305478 153 676 2371782 
140 1496 2472510 148 1361 2314816 153 78.6 2182330 
141 le 2207805 148 1361 2400893 154 le 2357867 
143 5le 2522965 148 1361 2662839 154 le 2360269 
144 256 2678668 148 15.6 2321806 154 le 2593286 
144 326 2328383 148 166 2255873 154 le 2698643 
144 326 2331468 148 21¢2 2369565 154 166 2528424 
144 326 2604912 148 2165 2317295 154 166 2546810 
144 326 2681668 148 2165 2342274 154 2e 2201568 
144 1336 2353794 148 2106 2343481 154 26 2245666 
144 1366 2380750 148 236 2217847 154 2e 2350887 
144 2306 2521868 148 266 2439159 154 2e22 2287163 
144 2536 2343990 148 336 2694024 154 2022 2403815 
144 2806 2279994 150 486 2272911 154 2e22 2509929 
144 2806 2376832 151 336 2571290 154 2e22 2536173 
14 1166 2230645 151 4le 2430606 154 2e25 2359590 
14 1166 2332295 153 le 2342397 154 2026 2389725 
146 174s 2507311 153 le 2365803 154 2026 2453313 
146 1746 2513795 153 le 2409147 154 2e26 2517381 


146 1746 2539128 153 le 2430365 154 2027 2479924 
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CLASS SUB PATENT | CLASS SUB PATENT CLASS SUB PATENT 
154 206 RE22532 | 164 44s 2559866 | 164 112. RE 22377 
I 206 2216464 | 164 476 2355811 | 164 112. 2189545 
lo+ 266 2234353 164 476 2355812 | 164 112. 2321418 
154 266 2571715 | 164 476 2374301 | 164 1126 2343882 
154 266 2205840 164 476 2562702 164 1126 2391056 
154 41le 2384560 | 164 4Be 2333158 | 164 1126 2456726 
154 436 2433357 164 4Be 2353405 164 1126 2562737 
154 118.6 2531660 | 164 486 2413980 | 164 1136 2255794 
154 125. 2688582 | 164 4Be 2435628 | 164 113.6 2273910 
154 1286 2709147 | 164 486 2568775 | 164 1136 2301831 
154 130. 2635975 164 486 2604942 164 1136 2316795 
154 1406 2443613 | 164 496 2384575 1 113, 2323921 
160 2296 2374925 | 164 5le 2526336 164 113. 2390435 
161 le 2364444 | 164 596 2479949 164 1136 2393416 
161 15.6 2216730 | 164 596 2479950 164 113.6 2436230 
161 156 2301056 | 164 596 2603291 164 113.6 2492584 
161 15.6 2394661 | 164 596 2646122 164 1136 2546835 
161 156 2414477 164 606 2268820 164 1136 2599392 
161 156 2415855 | 164 606 2609875 164 1136 2614632 
161 15. 2418424 164 6le 2319198 164 113.6 2675078 
161 156 2422654 164 ble 2366271 164 114. 2576844 
161 15. 2422655 | 164 6le 2398230 | 164 115.6 2204957 
161 156 2422696 | 164 6le 2436179 164 1156 2363208 
161 156 2422697 | 164 61le 2716449 164 1156 2375385 
161 156 2422698 | 164 686 2341011 164 1156 2396378 
161 156 2445809 164 6Be 2429944 164 1156 2473437 
161 196 2366476 | 164 686 2429945 | 164 1156 2550909 
161 196 2509489 | 164 686 2435795 | 164 1156 2558476 
164 lle 2447884 164 7le 2253085 164 1156 2581184 
164 136 2442901 | 164 736 2595060 164 115.6 2590625 
164 156 2374376 164 8465 2456699 164 1156 2619178 
164 15.6 2570919 164 8465 2484648 164 115.6 2652116 
164 iT; 2342552 164 8465 2551363 164 1156 2669304 
164 18. 2352339 164 8465 2609049 164 115. 2674312 
164 206 2437994 164 B66 2189086 164 1166 2425382 
164 226 2313525 164 866 2322547 164 117. 2428698 
164 226 2329256 | 164 86.6 2327715 164 118.6 2299534 
164 226 2564434 164 Bb. 2351435 164 118. 2376829 
164 296 2412066 164 Bbe 2403443 164 118. 2378562 
164 31. 2388115 164 876 2533914 164 118. 2386290 
164 3be 2391721 | 164 B96 2289252 164 118. 2533922 
164 386 2537386 164 896 2398476 164 1186 2545560 
164 40. 2428650 164 896 2488610 164 118. 2568152 
"44 426 2220256 164 B9e 2583086 164 121. 2144851 

4 426 2492593 | 164 B9e 2648385 | 164 124. 2197349 
164 426 2579750 164 1066 2706525 | 164 124. 2315586 
164 436 2146848 164 1106 2257446 167 38.5 2436511 
164 436 2158790 164 1106 2285295 169 20 2598273 
164 43. 2351093 | 164 1106 2685928 169 he 2317836 


164 44s 2518076 | 164 112.6 £22350 170 159.6 2435604 








CLASS 


171 
171 


17) 


171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
i771 
171 
i171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
i7l 
171 
171 
171 
171 
171 
171 
i171 
171 


lt 

171 
171 
171 
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SUB 


905 
766 
956 
956 
956 
956 
956 
956 
956 
956 


956 


95 
956 
956 
956 
976 
976 
976 
976 
976 
976 
976 
976 
97. 
976 
9Te 
976 
976 
976 
97.6 
9Te 
976 
976 
97. 
97. 
976 
97e 
976 


PATENT 


2159775 
2325952 
2147729 
2150398 
2153777 
2162874 
2200819 
2218629 
2241256 
2244513 
2289951 
2311807 
2324215 
2355237 
2360523 
2404886 
2415823 
2449072 
2498073 
2516756 
2521828 
2562281 
2565542 

»575799 
2578348 
2617843 
2640094 
2201983 
2219459 
2249099 
2263320 
2329010 
2359727 
2419201 
2419227 
2436395 
2439389 
2456927 
2467329 
2470542 
2470838 
2489926 
2518394 
2519425 
2519426 
2519670 
2532697 
2534542 
2535303 
2572210 


CLASS 


171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
i171 
171 
171 
171 
171 
171 
171 
i71l 
171 
i171 
171 
171 
i71 
171 
171 
171 
171 
171 
171 
171 
i71 
171 
171 
171 
171 
171 


SUB 


976 

976 

97 

97 

97 

97 

976 

97 

976 

97.6 

976 
1186 
119.6 
1196 
1196 
1196 
1196 
1196 
119.6 
1196 
1196 
1196 
1196 
119. 
119.6 
1196 
1236 
2096 
2096 
2096 
2096 
2096 
2096 
2096 
2226 
2226 
2246 
2276 
2296 
2296 
2296 
2296 
2426 
2426 
2426 
2426 
2426 
2426 


PATENT 


2576026 
2579336 
2585545 
2594019 
2594336 
2594449 
2595208 
2600482 
2614140 
2614141 
2614142 
2339490 
2154232 
2155230 
2218711 
2236684 
2275669 
2297672 
2297673 
2297674 
2310335 
2333211 
2339406 
2395515 
2452679 
2472546 
2564439 
2395514 
2166515 
2222688 
2376131 
2416341 
2418471 
2432117 
2511207 
2395080 
2454045 
2319087 
2191074 
2332073 
2339029 
2417425 
2417442 
2298275 
2304044 
2379457 
2392434 
2400559 
2480340 
2567394 


CLASS 


171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
171 
i71l 
171 
171 
171 
171 
171 
171 
171 
i171 
171 
171 
171 
171 
171 
171 
i771 
i7l 
171 
171 
171 
i171 
171 
i7l 
171 
171 
171 
171 


suB 


3126 
3126 
3126 
3126 
3126 
3126 
3126 
3126 
314s 
B14. 
314.6 
3166 
3166 
3166 
327e 
327. 
327Te 
327s 
3276 
327. 
3276 
327s 
3276 
327 
327.6 
327 
327 
327 
327Te 
B27. 
3276 
327e 
327e 
327s 
32Te 
327s 
327. 
327. 
327. 
3276 
327 
327 
327Te 
327s 
327 
327Te 
327Te 
327. 
327s 
327. 


PATENT 


2210732 
2252645 
2301343 
2320237 
2395516 
2395517 
2409151 
2414242 
2155515 
2235491 
2300296 
2418395 
2454536 
2556705 
2147712 
2151736 
2155035 
2157701 
2157703 
2173589 
2178146 
2185599 
2188154 
2194539 
2202391 
2203332 
2203486 
2204762 
2218200 
2218225 
2218735 
2223537 
2227268 
2227904 
2240309 
2259317 
2259529 
2259957 
2268365 
2268413 
2270906 
2271870 
2272994 
2274079 
2275122 
2277245 
2277709 
2261778 
22862369 
2284753 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
Rae 3276 2292388 171 3276 2522389 172 2Ble 2451480 
1 3276 2292885 171 3276 2527636 172 284.6 2310357 
171 3276 2292886 171 3276 2546321 172 2936 2202172 
171 327° 2299260 171 3276 2549872 172 2936 2262141 
171 327. 2302024 171 3276 2571167 172 2936 2366583 
171 3276 2303375 171 327 2575819 172 2936 2418134 
171 3276 2306909 171 3276 2598707 173 2446 2155980 
171 327 2309467 171 3276 2608597 173 2446 2172847 
171 327 2319357 171 3306 2497901 173 2446 2172945 
171 327.6 2320080 171 3306 2553491 173 2446 2188755 
171 327.6 2320131 172 366 2521838 173 2446 2192229 
171 3276 2343059 172 366 2558540 173 2446 2200933 
171 3276 2357307 172 1266 2275625 173 2446 2231910 
171 327 2362056 172 1266 2302000 173 2446 2253069 
171 3276 2365273 172 1266 2416337 173 26%. 2345671 
171 327. 2366954 172 1266 2424551 173 2696 2501870 
171 3276 2371613 | 172 1266 2579289 173 2736 2485881 
171 327.6 2386916 172 2386 2345933 173 2736 2569972 
171 327. 2388596 172 2396 2357285 173 3226 2346327 
171 327.6 2392429 172 2396 2363791 173 3246 2150388 
171 327 2410825 172 2396 2395477 173 3246 2158630 
171 327 2414827 172 2396 2395575 173 3246 2199219 
171 327.6 2415832 172 2396 2396187 173 B24 2265846 
171 327.6 2417426 172 2396 2414819 173 3246 2291566 
171 3276 2440694 172 2406 2229988 173 3246 2295367 
171 3276 2440695 172 2406 2239400 173 3246 2296346 
171 3276 2441139 172 2456 2282951 173 3246 2315720 
171 327. 2442755 172 2456 2283616 173 3246 2408843 
171 3276 2450010 172 2456 2287174 173 3246 2421045 
171 3276 2450011 172 2456 2314851 173 3246 2449057 
171 327s 2450434 172 2456 2351548 173 324.6 2471625 
171 3276 2454328 72 2456 2426721 173 3246 2509931 
171 327s 2458615 172 2456 2429216 173 3246 2523725 
171 327s 2460520 172 2456 2530528 173 3246 2530891 
171 3276 2460703 172 2456 2642473 173 3246 2534864 
171 3276 2»460704 172 2466 2225653 173 324s 2581266 
171 3276 2461878 172 -T4e 2415405 173 3246 2624771 
171 3276 2468301 172 2756 2237951 173 3246 2626973 
171 3276 471967 172 2756 2294449 173 328.6 2261761 
171 327 2472691 172 28l1le 2146053 173 3286 2278280 
171 3276 2472715 172 28l1le 2150386 173 3286 2379942 
171 327. 472753 172 Ble 2174165 173 3286 2405180 
171 27. 2484635 172 28le 2246534 173 3286 2409289 

1 327° 486187 172 Ble 2272246 173 32Be 2410691 
ifi 327.6 2486482 172 2Ble 2277809 | 173 3286 2413410 
17) 3276 2502970 172 281e 2283568 173 3286 2425802 

171 3276 250342 172 28le 309586 173 3286 2432120 
171 32T 2505370 172 281le 2317482 173 3286 2440270 
171 32T. 2509478 i172 2Ble 2320756 173 3266 2461616 
171 3276 518331 172 2B1le 2383777 173 3286 2465540 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS SUB PATENT 
i 
173 328. 2502307 | 174 506 2321727 174 121. 2278366 
173 3286 2541294 | 174 50+63 2656404 174 12le 2288695 j 
173 328. 2628263 | 174 526 2636073 174 121. 2349951 ' 
3 3326 2206217 | 174 576 2290148 | 174 121. 2349952 
173 3326 2272432 | 174 596 2603683 | 174 121. 2388319 
173 3326 2482214 | 174 656 2321415 | 174 12le 2426858 
173 334.6 2270347 | 174 6565 2504303 | 174 1236 2189395 
173 340. 2353732 | 174 666 2247646 | 174 1246 2355018 
173 3446 2528121 | 174 686 2471970 | 174 1246 2364561 
173 361. 2329479 | 174 696 2206934 | 174 1246 2448633 
173 361. 2436019 | 174 696 2281542 | 174 13le 2240579 
173 361. 2508551 | 174 696 2573439 174 1346 2313584 
173 361- 2625577 | 174 69 2609417 174 135.6 2530812 j 
173 3636 2503559 | 174 696 2704782 | 174 1536 2356831 
174 56 2506816 | 174 70 2155650 174 1736 2263728 
174 96 2173327 | 174 1706 2158492 | 175 2le 2154070 
174 10.6 2672174 | 174 706 2292358 175 21. 2158132 
174 126 2261613 | 174 746 2276902 | 175 216 2180420 
174 126 2377355 | 174 77 2169570 | 175 21. 2191151 
174 146 2352158 | 174 B46 2348558 | 175 21. 2193980 
174 156 2373841 | 174 B46 2357591 | 175 2le 2199909 
174 156 2497922 | 174 84s 2435284 | 175 21. 2200059 
174 156 2686215 | 174 B76 2150404 | 175 21. 2214151 
174 17.6 2247936 | 174 BBs 2452823 | 175 21e 2230228 
174 186 2392311 | 174 886 2640095 175 21le 2235425 
174 196 2475787 174 956 2144872 i75 21e 2241761 
174 21. 2156772 | 174 1026 2216435 175 21e 2243836 
174 21e 2305473 | 174 1026 2338299 175 21e 2266925 
174 2le 2477955 | 174 1026 2338304 175 2le 2285274 
174 21e 2538225 | 174 1026 2372323 | 175 21s 2290680 
174 21e 2546309 | 174 102.6 2391036 | 175 21e 2305659 
174 226 2179971 | 174 102.6 2391037 | 175 21. 2305686 
174 236 2168757 | 174 1026 2492568 | 175 21e 2326053 
174 236 2246286 | 174 1026 2688652 | 175 21e 2361542 
174 236 2676197 | 174 1066 2589700 175 2le 2377420 
174 246 2379756 | 174 106.6 2662931 | 175 21. 2382649 
174 246 2602858 | 174 1076 2442307 | 175 21e 2382650 
174 246 2691057 | 174 1126 2232085 | 175 21. 2382651 | 
174 28. 2207522 | 174 1126 2240058 175 21. 2382652 
174 286 2216893 | 174 113. 2403816 | 175 21e 2382653 | 
174 286 2218921 | 174 1136 2450429 | 175 2le 2382654 
174 286 2280200 | 174 1136 2626302 | 175 21e 2388598 | 
174 286 2410802 | 174 1206 2298324 | 175 2le 2388664 
174 336 2248044 | 174 1206 2336219 | 175 21le 2390863 
174 336 2553747 | 174 1206 2387498 | 175 21le 2403457 | 
1 356 2628996 | 174 1206 2427196 175 2le 2427018 ! 
l, 366 2663752 | 174 1206 2427197 | 175 21e 2442638 . 
174 41le 2209518 | 174 1206 2427198 | 175 2le 2442808 
174 4le 2209662 | 174 121. 2178365 | 175 21. 2444737 
174 426 2694101 | 174 121. 2249959 | 175 21e 2459894 


| 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
175 2le 2460556 | 175 1836 2162894 | 175 183.6 2448581 
5 21le 2467101 | 175 1836 2178954 | 175 183.6 2448613 
175 21le 2488325 | 175 1836 2201562 | 175 183.6 2455520 
175 2le 2501615 | 175 1836 2208241 | 175 183.6 2456704 
175 2le 2519277 175 1836 2212290 | 175 1836 2458601 
175 21le 2519495 175 183.6 2213848 | 175 183. 2458665 
175 21le 2528414 | 175 1836 2214625 175 1836 2459228 
175 21le 2561462 175 1836 2221556 | 175 183.6 2460688 
175 306 2168769 | 175 1836 2221833 | 175 183.6 2461202 
175 306 2619518 | 175 1836 2223815 175 183.6 2463616 
175 4le 2160646 175 1836 2232792 175 1836 2468154 
175 4le 2161888 175 1836 2236157 175 183, 2469465 
175 4le 2171127 175 1836 2240929 | 175 183.6 2473682 
175 4le 2181695 175 1836 2244338 175 183.6 2476278 
175 4le 2194703 175 1836 2249166 | 175 1836 2476279 
175 4le 2212836 175 1836 2269603 175 183.6 2478414 
175 4le 2224288 175 1836 2275977 175 1836 2481655 
175 4le 2230649 175 1836 2287664 | 175 1836 2482173 
175 4le 2262791 175 183-6 2309490 | 175 1836 2484618 
175 4le 2279826 175 1836 2313516 | 175 183.6 2485863 
175 4le 2287421 175 1836 2315383 175 1836 2485931 
175 4le 2291445 175 1836 2315450 175 183.6 2488341 
175 4le 2304667 175 1836 2320175 175 183.6 2488389 
175 41. 2339091 175 1836 2322853 175 183.6 2488578 
175 4le 2360467 175 1836 2326274 175 1836 2490406 
175 4le 2362428 175 1836 2328107 175 1836 2493800 
175 4le 2374973 175 1836 2328750 175 1836 2496622 
175 4le 2389207 175 1836 2329491 175 1836 2498103 
175 Gle 2391685 175 1836 2329504 175 183.6 2499000 
175 4le 2391686 175 1836 2338245 175 183.6 2499001 
175 4le 2391687 175 1836 2345932 175 183.6 2499720 
175 41. 2391688 175 1836 2351201 175 1836 2499759 
175 4le 2391689 175 1836 2360618 175 1836 2504778 
175 4le 2394670 175 1836 2369619 175 1836 2507324 
175 4le 2470826 175 1836 2376232 175 1836 2507565 
175 4le 2502310 | 175 1836 2379947 175 183.6 2507566 
175 4le 2608601 175 1836 2386127 175 1836 2508547 
175 41. 2615955 | 175 1836 2393177 175 1836 2513794 
175 4165 2164165 175 1836 2401398 175 1836 2517975 
175 4165 2185355 | 175 1836 2415808 175 1836 2522151 
175 4165 2192986 | 175 1836 2422288 175 1836 2526338 
175 4165 2312932 | 175 1836 2425361 175 183.6 2526891 
175 41.45 2564784 | 175 1836 2426622 175 183.6 2527138 
75 446 2142138 | 175 1836 2427666 175 1836 2530248 
a75 1836 RE23397 | 175 1836 2432092 175 1836 2540843 
175 183.6 2144873 | 175 1836 2432944 175 1836 2541618 
175 183.6 2145042 | 175 1836 2436415 175 183.6 2545541 
} 


175 183.6 2146857 175 1836 2439940 175 183.6 2550951 
175 183.6 2153989 | 175 1836 2440480 175 183.6 2554164 
175 183-6 2153990 | 175 1836 2446820 | 175 1836 2561478 
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CLASS SUB PATENT CLASS SuB PATENT CLASS suB PATENT 
175 1836 2562109 | 175 2946 2313809 | 175 3206 2364068 
175 183.6 2562120 | 175 2946 2449224 175 3206 2370727 
175 1836 2567700 175 2946 2459306 175 3206 2379262 
5 1836 2568161 175 2946 2470825 175 3206 2397123 
175 1836 2572667 175 2946 2476842 175 3206 2414443 
175 1836 2576059 | 175 2946 2476843 | 175 3206 2417427 
175 1836 2576249 | 175 2946 2481003 | 175 3206 2436444 
175 1836 2576257 175 2946 2483723 175 3206 2486712 
175 183.6 2577144 | 175 2946 2546818 | 175 3206 2488607 
175 1836 2580083 | 175 2946 2554598 | 175 3206 2489017 
175 183-6 2582499 175 2946 2560800 | 175 3206 2541577 
175 1836 2586125 | 175 2946 2572598 | 175 3206 2563824 
175 1836 2586999 | 175 2946 2594890 175 3206 2577137 
175 1836 2589758 175 2986 2288241 | 175 3206 2577602 
175 1836 2593694 175 2986 2411783 175 3206 2583328 
175 1836 2593695 | 175 2986 2417420 | 175 3206 2590228 
175 1836 2593698 175 2986 2444037 | 175 3206 2592683 
175 183.6 2595646 | 175 2986 2566039 175 3206 2636931 
175 1836 2596288 179 2986 2572617 175 32le 2532728 
ifs 183-6 2603686 175 2986 2572618 175 3356 2247745 
175 1836 2605323 175 2986 2596237 175 3356 2528088 
175 1836 2607827 175 3066 2298236 175 3356 2545549 
175 1836 2609419 175 3066 2337397 175 3356 2567827 
175 1836 2610227 175 307¢ 2191637 175 3356 2629006 
175 183.6 2610229 175 307e 2287243 175 3366 2148598 
175 1836 2614152 175 3076 2295241 175 3366 2162356 
175 1836 2615961 175 3156 2264130 175 3366 2171333 
175 1836 2617853 175 3156 2321997 | 175 3366 2174592 
175 1836 2617855 175 3156 2351321 | 175 3366 2180288 
175 1836 2618686 175 3156 2368688 | 175 3366 2180705 
175 1836 2622127 175 3156 2500632 | 175 3366 2185603 
175 183.6 2623100 175 3206 2154623 175 3366 2219157 
175 183.6 2625586 175 3206 2156630 175 3366 2240589 
175 183.6 2625587 175 3206 2157890 175 3366 2294327 
175 1836 ?625589 175 3206 2160823 | 175 3366 2375100 
175 1836 2626306 175 3206 2166763 | 175 3366 2412968 
175 1836 2626980 175 3206 2201879 175 3366 2452079 
175 183.6 2626983 175 3206 2220143 175 3386 2351730 | 
175 1836 2627541 175 3206 2222248 175 3396 2153641 j 
175 1836 628999 175 3206 2226952 175 3396 2218609 
175 1836 »635135 175 3206 2243399 175 3396 2259514 
175 1836 2641631 175 3200 2249577 175 3396 2260522 
175 1836 2643285 175 3206 2274013 175 3396 2267808 i 
175 183.6 2643287 175 3206 2281040 | 175 3396 2284755 f 
175 2226 2201344 175 3206 2298073 175 3396 2295390 i 
1 2946 2143992 175 3206 2303952 175 3396 2307155 i 
lio 2946 2179826 175 3206 2304613 175 3396 2307922 { 
175 2946 2207969 175 3206 2329764 175 3396 2309945 i 
175 2946 2246064 175 3206 2345925 175 3396 2338566 
175 2946 2298468 | 175 3206 2347507 175 3396 2355909 


ne ek penn emer 


pres ngs 
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CLASS SUB PATENT CLASS SUB PATENT | CLASS SUB PATENT 
175 3396 2375017 | 175 3666 2437269 176 1226 2198513 
3396 2416681 175 3666 2441603 176 1226 2285796 
115 3396 2511114 | 175 3666 2462218 177 Te 2151726 
175 3396 2566850 175 3666 2484252 177 7e 2209382 
175 339. 2567365 | 175 3666 2485069 177 Te 2269108 
175 340.6 2165798 175 3666 2503837 177 Te 2273688 
175 3406 2245814 175 3666 2555001 177 Te 2317665 
175 3456 2169551 175 3666 2560594 177 Te 2323803 
175 3456 2169740 175 3666 2560792 177 Te 2332448 
175 3456 2180539 | 175 36S6 2561411 177 Te 2354699 
175 3566 2277775 175 3666 2563503 177 Te 2389082 
175 3566 2287170 175 3666 2563504 177 Te 2412610 
175 3566 2339054 175 3666 2567970 177 Te 2428007 
175 3566 2339067 175 3666 2583008 177 Te 2468474 
175 3566 2406045 | 175 3666 2583009 177 Te 2532133 
175 3566 2412609 | 175 3666 2589658 177 Te 2547537 
175 3566 2548210 175 3666 2597028 177 Te 2590500 
175 3556 2592721 175 3666 2603692 177 31le 2159751 
175 3566 2608610 175 3666 2603693 177 31lle 2167007 
175 3596 2230364 | 175 3666 2603694 177 31lle 2183389 
175 3606 2198803 175 3666 2606960 177 31le 2189110 
175 3636 2189546 | 175 3666 2608611 177 3}le 2249323 
175 3636 2196680 | 175 3666 2617865 177 3lle 2249931 
175 3636 2275136 175 3666 2623102 177 3lle 2251044 
175 3636 2315445 175 3666 2623103 177 Blle 2260160 
175 3636 2331411 | 175 3666 2623105 177 3lle 2261573 
175 3636 2349685 | 175 3676 2521821 177 3lle 2276669 
175 3636 2356269 | 175 3686 2405597 177 31lle 2285912 
175 3636 2373208 | 175 3726 2516790 | 177 31le 2309044 
175 3636 2377370 | 175 3736 2144847 177 3lle 2326313 
175 3636 2413033 175 3736 2244058 177 31le 2329518 
175 3636 2414122 | 175 3756 2542794 177 31lle 2339198 
175 3636 2423114 175 3766 2153072 | 177 31lle 2346461 
175 3636 2434947 | 175 3766 2213363 177 3lle 2360068 
175 3636 2443638 | 175 3766 2231962 | 177 31le 2360944 
175 3636 2453263 175 3766 2272253 | 177 31le 2367509 
175 3656 2765224 | 175 3766 2300035 | 177 3lle 2369070 
175 3656 2342781 | 175 3766 2301266 | 177 3lle 2373041 
175 3666 143824 175 3766 2332112 | 177 31lle 2373042 
175 3666 2162362 | 175 3766 2360237 | 177 3lle 2410521 
175 3666 2239770 | 175 3766 2430451 | 177 31lle 2412626 
175 3666 2239771 | 175 3766 2436402 | 177 3lle 2418464 
175 3666 2246328 | 175 3766 2544313 | 177 3lle 2526595 
75 3666 2267954 175 3766 2591550 | 177 31ls 2546819 
5 3666 2309081 175 I8le 2546814 | 177 3lle 2547525 
175 3666 2339613 | 175 381s 2558189 | 177 31le 2554549 
175 3666 2362545 176 36 2272694 | 177 3lle 2586960 
175 3666 2395259 | 176 246 2324212 | 177 3lle 2597428 
175 3666 395743 | 176 l2le 2252508 177 alle 2609433 
175 3666 2402661 176 1226 2150356 177 3lle 2615082 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS SuB PATENT 
177 3146 2202060 177 3536 2292489 | 177 3536 2484226 
177 327s 2307660 177 3536 2293869 177 3536 2487781 
177 3276 2446674 177 3536 2294457 | 177 3536 2496629 

"7 3296 2275539 177 3536 2300505 | 177 3536 2503371 
a77 3326 2337486 177 3536 2302128 | 177 3536 2503402 
177 3346 2385339 177 3536 2305450 | 177 3536 2505029 
177 3376 2236374 177 3536 2307868 | 177 3536 2505566 
177 3376 2267827 177 3536 2314187 | 177 3536 2506429 
177 3376 2315456 177 3536 2319339 | 177 3536 2523904 
177 3376 2379869 177 3536 2321372 | 177 3536 2544330 
177 337 6 2381872 177 3536 2334574 177 353-6 2550600 
177 3376 2381920 177 3536 2334575 177 3536 2561722 
177 337.6 2432453 177 3536 2345825 | 177 3536 2561730 
177 3376 2432454 177 3536 2348680 177 3536 2566426 
177 3376 2609435 177 3536 2349129 | 177 3536 2568264 
177 3396 2609436 177 3536 2350146 177 3536 2586821 
177 3406 2310034 177 3536 2352742 177 3536 2589130 
177 3426 2351360 177 3536 2364771 177 3536 2589806 
177 351.6 2165892 177 3536 2367522 177 3536 2602853 
177 351.6 2207743 177 3536 2368197 177 3536 2607843 
177 351le 2405617 177 3536 2373134 | 177 3536 2610242 
177 351le 2406016 177 3536 2375383 177 3536 2615971 ' 
L77 351le 2406384 177 3536 2384336 177 3536 2619528 
177 35le 428389 177 3536 2396211 | 177 3576 2405603 
177 351le 2443623 177 3536 2405618 177 3736 2550605 
177 s5le 2444202 177 3536 2407286 177 3806 2183941 
177 351. 2450516 177 3536 2411191 177 3806 2200807 
177 35le 2477337 177 3536 2414123 177 3806 2207744 
177 3526 2144843 177 5536 2417831 177 3806 2267936 
177 3526 2166536 177 3536 2418406 177 3806 2272590 
177 3526 2200802 177 3536 2419799 177 3806 2276665 
177 5526 2360721 177 3536 2423119 177 3806 2279360 
177 3526 2403974 177 536 2424571 177 3806 2294464 
177 3526 2405281 177 3536 2425801 177 3806 2322848 
177 3526 2406014 177 3536 2425818 177 3806 2334467 
177 3526 2418132 177 3536 2425820 177 3806 2336543 
177 4526 418156 177 3536 2426595 177 380. 2345987 
177 3526 2440248 177 3536 2437266 177 3806 2347777 
177 3526 2496639 177 3536 2441557 177 3806 2352724 
177 3526 2500638 177 3536 2442702 177 3806 2367042 
177 52e 2507121 177 3536 2444039 177 3806 2375109 
177 3536 RE23571 177 3536 2444078 177 3806 2381978 
177 3536 2147656 177 3536 2451489 177 3806 2384558 
177 3536 2149343 177 3536 2452051 177 3806 2388313 
177 3536 2149355 177 3536 2452052 177 3806 23886358 
) 36 2154886 177 3536 2452568 177 3806 2389247 
1 3536 2183022 Vat 31536 2458030 177 3806 2393790 
177 3536 2199824 177 536 2460702 177 380. 240014 
177 4546 2269692 177 3536 2470145 177 3806 2410446 
177 3536 2281396 | 177 36 2484224 177 3806 2412625 
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177 


177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 


177 
177 
177 


380 


380 


480 
380 
38 
381 


48 


3866 
3666 
3866 
3B66 


866 


3866 
386. 
3866 
4866 
3866 
3566 
3606 
3506 
3BE 
55606 
35066 
3066 
53666 
4866 
3866 
3666 





PATENT 


2416688 
2416713 
2427019 
2438492 
2444067 
2472733 
2473438 
2481221 
2496150 
2508526 
2518022 
2546821 
2546829 
2556172 
2568177 
2571800 

2597570 
2614168 
2249835 
2403990 
2404360 
2404375 
2404391 
2404784 
2404798 
2404799 
2405179 
2405182 
2405209 
2405210 
2405225 
2405226 
2405604 
2405605 
2410805 
2411551 
2411865 
2413026 
2417829 
2417830 
2418846 
2423459 
2424549 
2425594 
2427348 
2432083 
2432625 
2433337 
2433383 


2433385 


CLASS 


177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
177 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
1786 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
5866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
3866 
4566 
3866 


mNN- > ae One 
eeeeeeeeeeeeeeeeeeeeeee 


PATENT 


2434278 
2434285 
2434648 
2434666 
2434667 
2434900 
2434945 
2435587 
2435595 
2436377 
2437270 
2438925 
2438926 
2438936 
2444049 
2444061 
2444069 
2448365 
2466112 
2468837 
2477246 
2484626 
2488371 
2490452 
2515039 
2589135 
2395428 
2686829 
RKE23027 
2143000 
2147720 
2148430 
2148435 
2149386 
2152010 
2152772 
2154547 
2158113 
2163431 
2173335 
2173551 
2184979 
2185851 
2187104 
2190540 
2192961 
2198344 
2198517 
2203289 
2206659 


CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


NNN 


NNNNNND A 
oeereeeeeeee 


nN 
. 


N 
7 


26 





PATENT 


2206663 
2208192 
2211176 
2211232 
2220931 
2222672 
2228279 
2228890 
2230081 
2232155 
2233056 
2237154 
2237473 
2238142 
2241258 
2244597 
2246505 
2246952 
2255596 
2262541 
2262567 
2268335 
2269346 
2273236 
2280292 
2283410 
2289746 
2300045 
2301211 
2306734 
2310279 
2315413 
2315419 
2315439 
2318723 
2321349 
2321382 
2327474 
2332645 
2339803 
2340599 
2345316 
2345317 
2345851 
2345912 
2348146 
2349539 
2350186 
2352271 
2353055 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS SUB PATENT 
178 Ze 2356067 | 178 20 2639320 | 178 4e 2465507 
178 26 2357297 | 178 26 2654797 | 178 4e 2471712 
“78 26 2360040 | 178 26 2667533 178 4e 2489916 

8 26 2368666 | 178 26 2676199 | 178 4e 2495682 
178 2e 2368715 | 178 26 2677011 | 178 4e 2495683 
178 26 2371311 | 178 26 2680777 | 178 4e 2505728 
178 26 2372329 | 178 26 2714626 | 178 4e 2522453 
178 20 2373675 | 178 36 RE22723 178 4e 2543199 
178 26 2374908 | 178 36 RE23990 | 178 4e 2574138 
178 26 2375856 | 178 36 2293629 | 178 4e 2579612 
178 2e 2380007 | 178 36 2327478 178 4e 2587483 
178 26 2388136 | 178 36 2331940 | 178 4e 2589131 
178 26 2404654 | 178 36 2347831 | 178 4el 2320997 
178 26 2415420 | 178 36 2365750 | 178 4el 2334234 
178 26 2416699 | 178 30 2369935 | 178 4el 2375064 
178 26 2419729 | 178 36 2374264 | 178 4el 2468574 
178 26 2419730 | 178 36 2376111 | 178 Sel 2538994 
178 26 2439398 | 178 36 2392356 | 178 4el 2543174 
178 2e 2454301 | 178 36 2406787 | 178 4el 2569980 
178 26 2455724 | 178 36 2408100 | 178 4el 2640873 
178 26 2460767 | 178 36 2412198 | 178 4el 2672501 
178 26 2473346 | 178 36 2481919 178 4el 2728811 
178 26 2477309 | 178 36 2482264 178 56 2165307 
178 26 2482271 | 178 36 2486302 178 56 2701274 
178 2e 2486699 | 178 36 2487186 178 5e2 2203870 
178 26 2487130 | 178 36 2501592 178 5e2 2278940 
178 26 2495773 | 178 36 2503414 178 5e2 2580685 
178 26 2501063 | 178 36 2569443 | 178 5e4 2580073 
178 26 2502654 | 178 36 2569478 | 178 5e4% 2657254 
178 26 2503000 | 178 4e RE22453 | 178 5e% 2657255 
178 26 2510061 | 178 4e 2154592 | 178 5e4 2657256 
178 26 2522003 | 178 4e 2189541 | 178 5e6 2166247 ! 
178 26 2536578 | 178 he 2253545 | 178 5e6 =.2196867 
178 26 2556958 | 178 4e 2262014 | 178 5e6 2293870 i 
178 26 2557392 | 178 oe 2268631 | 178 5e6 0. 2314471 
178 26 2560266 | 178 4e 2269379 | 178 5e6 © 2554153 
178 20 2570505 | 178 4e 2284679 | 178 508 2275540 
178 26 2572831 | 178 4e 2317995 | 178 66 2142339 
178 26 2578185 | 178 4e 2321392 | 178 66 2175388 
178 26 2581961 | 178 be 2336373 | 178 66 2274686 
178 26 2582218 | 178 4e 2341568 | 178 66 2308381 
178 26 2584736 | 178 4e 2366733 | 178 66 2314960 
178 26 2585282 | 178 4e 2369578 | 178 be 2343568 
178 26 2595714 | 178 4e 2375794 | 178 66 2458654 
179 26 2599988 | 178 4e 2377890 | 178 66 2608616 
1 26 2605347 | 178 4e 2381871 | 178 66 2632048 
178 26 2606961 | 178 he 2382128 | 178 665 2417446 
178 20 2625601 | 178 ae 2382558 | 178 666 2216211 
178 26 2635139 | 178 4e 2412955 178 666 2238601 


178 2e 2638497 178 4e 2430447 | 178 606 2262957 
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CLASS 


178 
1 

Liaw 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
176 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


178 
178 
178 
178 
178 


wo 


Cc 


JB 


606 
666 
606 
606 
606 
6e7 
607 
668 
668 
608 
648 
668 
68 


608 


702 


702 
7e2 
7e2 
703 


PATENT 


2283148 
2287413 
2294180 
2307728 
2673891 
2274687 
2301199 
2189898 
2284417 
2306435 
2343634 
2403975 
2408108 
2516069 
2608617 
2629010 
2629011 
2652449 
2184743 
2236172 
2564017 
2150159 
2150160 
2150168 
2179243 
2195486 
2248986 
2250927 
2260709 
2291723 
2294114 
2294115 
2294116 
2303930 
2306862 
2312954 
2315286 
2315290 
2315291 
2315621 
2324534 
2337578 
2339662 
2339863 
2378547 
2403023 
2429933 
2660614 
2718549 
2177256 


CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


NNNNNNSNS 
e*eeeeeeseses«e« 


Ve We wv YW WY WwW 


17e 


l7e 
l7e 
17e 
17e 
l7e 
l7e 
17e 
l7e 
l7e 
l7e 
17e 
l7e 
17e 
l7e 
l7e 
l7e 
l7e 


PATENT 


2195864 
2199433 
2208927 
2233876 
2274709 
2601415 
2636080 
2725424 
2155192 
2169179 
2274710 
2295530 
2184525 
2254614 
2262584 
2209199 
2244013 
2314409 
2145264 
2298276 
2304295 
2312316 
2312317 
2379880 
2433340 
RE22592 
2176740 
2177077 
2191798 
2194663 
2213223 
2213475 
2213476 
2241271 
2261428 
2262012 
2269986 
2274737 
2277706 
2277715 
2292404 
2293077 
2296845 
2300050 
2305199 
2308539 
2308554 
2323958 
2326148 
2327369 


CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


17e 
17e 
l7e 
17e 
176 
176 
17e 
17e 
17e 
17e 
1Te 
17e 
17e 
17s 
17e 
17e 
17e 
17e 
17e 
176 
176 
17e 
17e 
l7e 
l7e 
17e 
17e 
l7e 


7 
fe 


l7e 
l7e 
l7e 
17e 
l7e 
l7e 
l7e 
17e 
1l7e 
l7e 
17e 
l7e 
l7e 
17 
l7e 
17e 
17e 
17e 
l7e 
l7e 
l7e 


PATENT 


2329217 
2331914 
2334592 
2338131 
2339293 
2340576 
2341996 
2345289 
2348214 
2354733 
2355657 
2358375 
2364417 
2367427 
2372515 
2382251 
2384194 
2388965 
2390672 
2394681 
2397202 
2404339 
2419782 
2427056 
2451045 
2463696 
2468273 
2468462 
2472701 
2477832 
2545207 
2550411 
2554794 
2554835 
2565266 
2586669 
2586711 
2607848 
2609444 
2609445 
2613265 
2633490 
2659767 
2667535 
2677013 
2687451 
2691062 
2701822 
2708216 
2727091 
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CLASS SUB PATENT | CLASS SUB PATENT CLASS SuB PATENT 
178 1765 2163302 178 236 2208168 178 286 RE22550 
178 1705 2394167 178 236 2225657 178 286 2161840 
17a 1765 2467566 178 236 2257677 178 296 2146380 

17e5 2642493 178 236 2318168 178 296 2182635 
178 1765 2643290 | 178 236 2323438 178 290 2218113 
178 186 2553245 178 236 2344792 178 296 2247408 
178 196 2168047 178 236 2349304 178 296 2296874 
178 19.6 2274638 | 178 236 2553876 178 290 2309688 
178 196 2322653 178 236 2641644 178 296 2329206 
178 196 2515057 178 236 2657261 | 178 296 2329652 
178 196 2527835 178 236 2666095 178 296 2331043 
178 206 2168048 178 246 2220885 178 296 2331952 
178 206 2168049 178 256 2157517 178 296 2540287 
178 226 2265120 178 256 2189102 | 178 306 2263592 
178 226 2302080 178 256 2190291 178 306 2334534 
178 226 2401454 | 178 256 2216337 | 178 306 2360579 
178 226 2401474 178 256 2220364 | 178 306 2360580 
178 226 2401475 178 256 2227141 | 178 3le 2195081 
178 226 2401477 178 256 2245607 | 178 3le 2233668 
178 226 2401494 | 178 256 2253546 | 178 326 2233667 
178 226 2401507 178 256 2264584 | 178 336 2170316 
178 226 2402082 178 256 2310428 | 178 336 2174596 
178 226 2403679 178 256 2349674 | 178 336 2203300 
178 26 2403680 178 256 2367901 | 178 336 2228716 
178 226 2403888 178 256 2381566 | 178 336 2238090 
178 226 2405569 178 256 2505729 | 178 336 2286248 
178 226 2405570 178 256 2554903 | 178 336 2294436 
178 226 2405571 178 256 2577064 178 336 2300003 
178 226 2406020 178 256 2658105 178 336 2340065 
178 226 2406023 178 256 2701823 | 178 336 2400574 
178 226 2406024 | 178 256 2708217 178 336 2505153 
178 226 2406031 | 178 256 2708218 | 178 336 2574102 
178 226 2406032 | 178 266 2336910 | 178 336 2595745 
178 226 2406046 | 178 266 2396638 | 178 336 2624799 
178 226 2449789 178 266 2459904 | 178 34e 2162790 
178 226 2456733 178 266 2466920 | 178 34e 2271673 
178 226 2458734 178 266 2565267 | 178 34e 2279609 
178 226 2463236 178 266 2604538 | 178 34e 2333318 
178 226 2463248 | 178 266 2643291 | 178 34e 2338275 
178 226 2466390 | 178 266 2723308 | 178 34e 2339313 
178 226 2504044 178 276 2182634 | 178 34s 2415909 
178 226 2504621 | 178 27e 2230463 | 178 34e 2555622 
178 226 2522461 | 178 276 2244074 | 178 356 2181708 
178 226 2531528 178 27. 2276754 | 178 356 2239721 
178 226 2537420 | 178 27e 2293093 | 178 356 2249040 
1 226 2547515 | 178 27e 2319036 | 178 356 2353673 
17c 226 2572685 178 27 2335310 | 178 366 2147075 
178 226 2672507 178 27e 2390664 | 178 4le 2174151 
178 236 2173170 178 276 2456729 | 178 426 2224883 
178 236 2179712 178 27. 2589132 | 178 426 2273018 


26086 0 a8 pt. 2. vol. 3 24 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SuB PATENT 
| 

178 426 2273067 | 178 446 2166359 178 446 2231404 

3 426 2273081 178 44 2167078 | 178 446 2231527 
178 426 2330250 178 446 2169301 | 178 446 2231538 

178 426 2331947 | 178 446 2170206 178 44e 2231542 
178 426 2351229; 178 446 2170397 178 446 2231558 

178 426 2353608 | 178 446 2170941 178 44e 2231602 
178 426 2360637 | 178 446 2172832 | 178 446 2232179 

178 426 2389200 | 178 446 2173816 178 446 2233061 
178 426 2403441 | 178 446 2178333 178 446 2233487 
178 426 2517147 | 178 44 2178453 178 44e 2235007 
178 426 2536528 178 44 2179915 | 178 446 2236690 
178 426 2571182 178 44e 2180950 178 44e 2240140 

178 426 2672508 178 44e 2181579 178 446 2240142 
178 42e 2692911 | 178 44e 2181909 178 bine 2240306 
178 42e 2716157 178 44e 2182337 178 446 2242878 
178 4365 2530538 178 44 2183123 178 446 2243907 
178 4365 2592308 178 She 2183945 178 44e 2245364 
178 4365 2596199 178 446 2191065 178 446 2246058 
178 4365 2625604 | 178 44&e 2194543 | 178 446 2246307 
178 4365 2636081 178 44% 2197122 | 178 446 2248250 
178 4365 2724740 178 44e 2197123 | 178 44e 2248746 
178 446 RE 21835 178 44 2198684 | 178 446 2248776 
178 446 2142159 178 446 2199083 | 178 446 2249415 
178 446 2143056 178 446 2199221 | 178 446 2249440 
178 446 2143407 | 178 446 2199820 | 178 446 2250934 
178 446 2144709 | 178 44e 2199921 | 178 446 2251028 
178 446 2144710 | 178 446 2206146 | 178 44s 2251276 
178 446 2144865 | 178 446 2208617 | 178 446 2253189 
178 44e 2147717 | 178 44e 2208752 | 178 44e 2253503 
178 446 2147728 178 446 2208923 | 178 4460 2253589 
178 446 2149356 | 178 44e 2210636 | 178 446 2254205 
178 446 2151118 178 446 2212214 | 178 446 2257783 
178 446 2151157 178 446 2212840 | 178 446 2257806 
178 446 2151821 | 178 44e 2212960 178 ae 2258275 
178 446 2153040 | 178 44s 2213034 | 178 446 2258966 
| 178 446 2153528 | 178 446 2213037 | 178 446 2258974 
| 178 44e 2153728 178 44e 2216541 178 446 2259945 
176 446 2153743 178 446 2216937 178 44e 2260296 
i 178 44e 2154062 178 446 2219021 | 178 44e 2260707 
| 178 44e 2154888 178 44e 2222417 | 178 446 2261961 
178 446 2155508 178 S46 2223736 | 178 44e 2262020 
178 446 2155696 178 44e 2224569 | 178 446 2265042 
178 446 2156622 178 446 2226238 | 178 44e 2265067 
i 78 446 2157326 178 44e 2227487 | 178 44e 2267268 
-/8 446 2157694 178 446 2226071 | 178 446 2267957 
178 446 2160876 176 44e 22286866 178 44 2269408 
178 446 2163750 178 44e 2229089 | 178 44e 2270638 
178 446 2164541 178 44e 2229108 | 178 44e 2271200 





| 178 44e 2164344 178 446 2229090 | 178 446 2270644 
| 178 446 2164752 178 44 2229158 | 178 44e 2272452 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS suB PATENT 
178 a4e 2272712 | 178 44e 2341013 178 hae 2408032 
178 aus 2273719 | 178 abe 2342238 178 bbe 2408033 
178 bbe 2273945 | 178 bbe 2542544 178 bbe 2408436 

8 hoe 2274392 | 178 44e 2342638. 178 44s 2410076 
178 44e 2276013 | 178 bbe 2342813 178 44e 2410109 
178 44oe 2277126 | 178 bbe 23%2869 178 b4e 2410114 
178 bbe 2278177 | 178 bbe 2342875 178 Aas 2410838 
178 44e 2280158 | 178 4&e 7345066 178 Aas 2410841 
178 abe 2280293 | 178 dds 2545115 178 4he 2411534 
178 hoe 2280661 | I78 ate 27345492 178 4he 2411903 
178 A4e 2281035 | 178 hoe 2348572 178 hoe 2412227 
178 b4e 2281312 | 178 ade 2352082 178 44e 2414115 
178 bbe 2282748 178 hee 27355958 178 44s 2415850 
178 bos 2284 178 +e 7355992 178 ake 2416297 
178 b4e 2284555 | 178 bee 2556943 178 ite 2416322 
178 abe 2284612 | 178 bake 2758045 178 ahs 2416338 
178 44e 2284617 | 178 bee 2358087 178 h4he 2416683 
178 b4e 2285794 | 178 d4tKe 236159 178 b4e 2417069 
178 bbe 2289174 | 178 446 2262195 178 hae 2418809 
178 b4e 2291555 | 178 d4e 2362359 178 4s 2418839 
178 bbe 2293595 | 178 4he 2962549 178 b4e 2419557 
178 b4e 2293628 | 178 bbe 2362898 178 b4e 2420302 
178 b4e 2293750 | 178 44 2370403 178 44 2420309 
178 b4e 2296353 | 178 bbe 2372228 178 b4e 2420342 
178 dhe 2298428 | 178 44te 2373431 178 44s 2421026 
178 446 2300133 | 178 hee 23T3569 178 h4e 2421033 
178 bos 2300366 | 178 hee 2373624 178 bos 2422191 
178 b4e 2301023 | 178 Ae Z3MST2 178 bbe 2422695 
178 44s 2301245 | 178 be 23TS04T 178 b4e 2423130 
178 b4e 2303419 | 178 bee 2379055 178 Aes 2424238 
178 ah4e 2303907 | 178 bbe 2379069 178 44s 2425345 
178 abe 2304545 | 178 bho 2379211 178 44e 2426177 
178 bie 2306282 | 178 hee ZETIT 4e 17a abe 2426633 
178 44e 2307901 | 178 a4 2379768 178 Ake 2429639 
178 hhe 2319717 | 178 44e 2387652 178 44s 2432093 
178 a4e 2321103 | 178 A4oe 2390869 17a Aes 2432094 
178 44e 2321986 | 178 abe 2391954 178 44e 2434255 
178 b4e 2322833 | 178 how 2392496 178 bee 2434645 
178 44 2326742 | 178 ahe 2395560 17a Abe 2434646 
178 b4e 2326826 | 178 44oe 27395758 178 be 2438119 
178 Abe 2326871 | 178 hee 2396044 178 a4e 2439527 
178 a4e 2328951 | 178 44e 2396990 178 b4e 2443471 
178 44e 2331530 | 178 aoe 2397830 178 44s 2444063 
178 44s 2332120 | 178 a4 2401751 178 44e 2445895 
178 44s 2332610 | 178 b+ 2402184 178 44e 2445896 
. 44s 2333148 | 178 ane 2405612 178 bhe 2448623 
oe a4 2337399 | 178 a4 2406402 178 bhe 2451413 
178 abe 2337965 | 178 b4+e 2406796 17a ake 2452114 
178 44s 2339633 | 178 dae 2487259 178 bbe 2453716 


178 446 2340813 | 178 44s 2407294 178 S4e 2453759 
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CLASS 


178 
3 
s-8 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
‘78 
78 
178 
178 
178 
178 
178 


SUB 


4G4e 
446 
446 
446 
S4e 
44e 
446 
4S4e 
446 
S4e 
446 
44e 
44e 
446 
446 
44e 
446 
44e 
44e 
44e 
44e 
4S4e 
4S4e 
“+e 
S4e 
4S4e 
44e 
446 
446 
S4e 
S4e 
44e 
44e 
44e 
446 
44e 
446 
44e 
S4e 
“Se 
44s 
44e 
4S4e 
446 
44e 
44e 
44e 
SGe 
4S4e 
446 


PATENT 


2453760 
2458566 
2459019 
2460090 


2461832 | 


2465531 
2465639 


2466439 | 


2467104 
2467292 
2468302 
2471419 
2474688 
2475198 
2475778 
2476034 
2476946 
2477232 
2478778 
2478781 
2481644 
2491644 
2491662 


2491669 


2492351 
2492680 
2494722 
2500417 
2502822 


2503540 


2503831 
2505061 


2505364 


2507712 
2510283 
2510288 
2510975 
2511645 
2515061 
2518311 
2518383 
2521125 
2521507 
2521545 
2522279 
2522395 
2522402 
2526579 
2527146 
2527619 


CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


4S4e 
44e 
446 
4S4e 
She 
S4e 
446 
S4e 
+46 
44e 
44e 
4S4e 
446 
44e 
“S4e 
4S4e 
44e 
SGe 
S4e 
S4e 
44e 
446 
4a4e 
44e 
“Se 
4S4e 
S4e 
44e 
44e 
4S4e 
44e 
S46 
44e6 
4&e 
S4e 
S4e 
4S4e 
S4e 
S4e 
S4e 
4S4e 
S46 
“Ge 
446 
4S4e 
446 
44e 
S46 
S4e 
446 


PATENT 


2527632 
2527817 
2528446 
2530541 
2530679 
2530691 
2530818 
25311294 
2531419 
2531447 
2540488 
2541375 
2541910 
2541925 @ 
2542185 
2546840 
2547133 
2548672 
2549065 
2550595 
2550596 
2556001 
2560353 
2560806 
2563612 
2564007 
2567380 
2567824 
2572672 
2572970 
2573148 
2573713 
2575393 
2575804 
2576835 
2579285 
2579327 
2585563 
2585571 
2585841 
2585847 
2587055 
2588103 
2588226 
2589184 
2593095 
2593155 
2593234 
2595680 
2599753 


| CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


44e 
Lue 
bbe 
b4e 
446 
446 
44e 
44e 
44s 
446 
44s 
b4e 
446 
446 
446 
446 
b4e 
S4e 
Lhe 
44e 
b4e 
446 
bbe 
446 
b4e 
44e 
456 
456 
456 
456 
456 
456 
456 
456 
456 
466 
466 
466 
466 


506 


PATENT 


2600466 
2602857 
2603709 
2603710 
2607850 
2607851 

2609447 
2617881 

2623120 
2625606 
2626990 
2626992 
2627550 
2629771 
2629772 
2629773 
2630486 
2630489 
2632051 

2632052 
2633497 

2637776 
2638502 
2639325 
2639326 
2640105 
2181188 
223264. 

2326770 
236093. 

2360940 
2361160 
237995. 

2403468 
2582498 
2178653 
2197513 
2234576 
2235896 
2548199 
2548205 

2548206 
2342886 
2163195 
2278485 
2609451 
2609452 

2622153 
2623948 
2626994 











CLASS 


178 
178 
“78 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


178 
178 
178 
178 
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SUB 


506 
5le 
5le 
5le 
5le 
5le 
5le 
5le 
52e 
52e 
526 
526 
52e 
52e 
52e 
526 
536 
536 
536 
536 
5361 
5361 
53el 
5301 
5361 
5361 
5361 
5361 
53el 
5361 
5361 
5301 
5301 
5301 
53el 
5361 
566 
5Be 
58-6 
586 
58.6 
5Be 
58.6 
586 
59 
596 
636 
636 
666 


PATENT 


2677725 
2300434 
2304017 
2314422 
2347332 
2589704 
2630493 
2662933 
2224250 
2225887 
2262543 
2270339 
2271653 
2295580 
2329650 
2477821 
RE24069 
2207748 
2249747 
2595656 
2171542 
2207314 
2231375 
2248923 
2284680 
2331016 
2338257 
2339804 
2375044 
2375125 
2386004 
2387045 
2416723 
2418928 
2442301 
2487178 
2183708 
2194918 
2298722 
2299264 
2304569 
2321618 
2383788 
2547575 
2569926 
2206423 
2360878 
2350951 
2353004 
2152764 


j 





CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SUB 


666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
666 
686 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 
696 


PATENT 


2184978 
2232912 
2236524 
2238028 
2247328 
2273193 
2304611 
2335335 
2343753 
2386566 
2397885 
2406042 
2408794 
2427363 
2522130 
2623123 
2644036 
2667536 
2676203 
2683189 
2221136 
2154230 
2160206 
2162358 
2169851 
2175202 
2175358 
2175366 
2183613 
2183653 
2184916 
2188164 
2193093 
2194705 
2199558 
2206452 
2206453 
2207253 
2221129 
2237929 
2242324 
2244566 
2249103 
2249133 
2249153 
2252747 
2253583 
2255595 
2276533 
2278444 





CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


178 
178 
178 
178 


SUB 


696 
69 
69 
696 
69 
696 
69 
69e 
696 
69 
696 
69 
69 
696 
596 
69 
696 
696 
69 
69s 
696 
696 
696 
69s 
69 
69° 
696 
696 
69° 
696 
696 
69° 
696 
69 
696 
696 
69e 
696 
69 
696 
696 
6% 
696 
696 
69s 
6965 


PATENT 


2299969 
2300007 
2301844 
2303054 
2304105 
2304120 
2306214 
2306220 
2307237 
2307417 
2307842 
2310129 
2322943 
2328999 
2332451 
2336362 
2338405 
2340224 
2342318 
2347497 
2347518 
2350180 
2353584 
2360702 
2364190 
2365816 
2370685 
2376225 
2377438 
2379910 
2387558 
2397848 
2410809 
2412642 
2413688 
2418401 
2421954 
2425819 
2467310 
2501118 
2523717 
2543531 
2568019 
2597071 
2624805 
2625608 
2646464 
2668192 
27262861 
2154512 
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CLASS 


17? 
17 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
3 
118 
178 
178 
178 
178 
178 


SUB 


6905 
6965 
69«5 
6945 
6965 
6945 
6945 
6905 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
706 
T06 
706 
706 
706 
706 
706 


706 
706 
T06 
706 


~ 
. 


~ 
° 


706 


Tle 


PATENT 


2230435 
2249435 
2495946 
2505722 
2580672 
2668872 
2668873 
2671133 
2146824 
2147688 
2154608 
2154624 
2174221 
2182841 
2187158 
2214910 
2235411 
2248583 
2284296 
2306404 
2315733 
2319263 
2337929 
2344633 
2345881 
2358100 
2358123 
2376248 
2379253 
2403009 
2413741 
2414488 
2454089 
2465480 
2466891 
2484066 
2487181 
2502942 
2505040 
2607852 
2609453 
2617885 
2619543 
2625609 
2630496 
2667537 
2147690 
2182340 
2186150 
2195973 








CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 


SuB 


7le 
Tle 
Tle 
Tle 
Tle 
Tle 
7le 
Tle 
Tle 
Tle 
Tle 
Tle 
7le 
Tle 
Tle 
Tle 
Tle 
72 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
736 
T4&e 


PATENT 


2220379 
2237498 
2243215 
2249429 
2252622 
2262856 
2281596 
2328674 
2357840 
2367910 
2382596 
2403681 
2403682 
2422677 
2471891 
2476864 
2518027 
2321619 
2224183 
2259637 
2293605 
2334551 
2337496 
2337886 
2347813 
2349586 
2352272 
2392339 
2408304 
2528120 
2539550 
2539551 
2542208 
2553978 
2558197 
2594993 
2608619 
2612560 
2612561 
2632054 
2634333 
2636942 
2649504 
2664466 
2672511 
2677016 
2690476 
2710891 
2713087 
2151772 


NT OF 








CLASS 


178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
176 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
178 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 


JUSTICE 


suB 


T4e 
T4e 
756 
756 
756 
77e 
796 
796 
796 
796 
79 
806 
806 
B06 
806 
B06 
B06 
806 
B8e 
88 
88s 
B9e 
926 
926 
926 
926 
926 
92e 
92e 
92e 


PATENT 


2275126 
2424244 
2252629 
2408074 
2425803 
2392484 
2173147 
2219904 
2234832 
2534494 
2644038 
2190309 
2208037 
2266027 
2266028 
2308518 
2354115 
2441207 
2397884 
2502971 
2554847 
2550427 
2308543 
2361004 
2361073 
2361696 
2391984 
2411794 
2436229 
2456740 
2490608 
2545198 
2718555 
2308388 
2209506 
2273909 
2189994 
2194298 
2198326 
2206385 
2214804 
2217769 
2227580 
2230104 
2230360 
2237899 
2238070 
2243089 
2243525 
2243526 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS SUB PATENT 
179 le 2243527 179 le 2564437 179 le5 2672512 
179 le 2252549 179 le 2575990 | 179 20 2239702 
179 le 2253186 | 179 le 2580439 179 2e 2365689 

le 2258662 179 le 2581251 | 179 2° 2391941 
1i9 le 2260170 179 le 2616971 | 179 26 2397881 
179 le 2267622 | 179 le 2629778 179 26 2461241 
179 le 2269034 179 le 2635146 | 179 26 2506437 
179 Te 2269295 | 179 le 2657264 | 179 2e5 2202474 
179 le 2269565 | 179 le 2668874 | 179 205 2264396 
179 le 2277907 | 179 le 2676206 179 205 2264397 
179 le 2286072 | 179 le 2685615 179 265 2272701 
179 le 2287077 | 179 le 2705742 | 179 265 2272731 
179 le 2293258 | 179 105 RE23313 | 179 205 2289048 
179 le 2321723 | 179 1e5 2151091 179 205 2294905 
179 le 2322708 179 1e5 2153706 179 205 2299487 
179 le 2322884 179 105 2183248 179 205 2430471 
179 le 2336880 179 105 2200559 | 179 265 2481915 
179 le 2336888 179 165 2213320 | 179 205 2484211 
179 le 2339465 179 165 2265044 | 179 205 2507116 
179 le 2341027 179 165 2287127 | 179 205 2510271 
179 le 2348629 | 179 165 2365672 | 179 2e5 2510273 
179 le 2374090 179 165 2401464 | 179 205 2511615 
179 le 2385279 179 165 2405599 | 179 265 2511616 
179 le 2386515 179 165 2406347 | 179 265 2511617 
179 le 2387845 179 1¢5 2406348 179 265 2516211 
179 le 2396691 179 165 2406349 179 205 2516763 
179 le 2403982 179 105 2406350 179 205 2535446 
179 le 2403983 179 165 2406351 179 205 2654804 
179 le 2403984 179 165 2406352 179 205 2657266 
179 le 2403985 179 165 2406353 179 265 2721897 
179 le 2403986 179 1e5 2406825 179 36 2174006 
179 le 2403997 179 165 2407260 179 3e 2276738 
179 le 2425003 179 165 2424998 179 36 2282434 
179 le 2429229 | 179 1e5 2437707 179 36 2282437 
i79 le 2429236 | 179 15 2438908 179 36 2282464 
179 le 2463642 | 179 1e5 2449467 179 Be 2283760 
179 le 2466880 17 1¢5 2451044 | 179 36 2362369 
179 le 2468305 179 1e5 2453454 | 179 36 2376275 
179 le 2476445 | 179 165 2453461 | 179 be 2153574 
179 le 2481247 179 15 2464607 | 179 4e 2163668 
179 le 2488577 179 1e5 2489883 | 179 4e 2170038 
179 le 2492062 179 1e5 2517587 | 179 Se 2207711 
179 le 2496186 179 1e5 2530824 179 4e 2207720 
179 le 2500431 | 179 1e5 2530825 179 he 2220883 
179 le 2500646 | 179 1e5 2531846 179 Se 2220889 
17° le 2503391 | 179 1e5 2539556 179 he 2225648 
17% le 2516776 | 179 165 2543116 179 be 2235910 
179 le 2522539 179 1¢5 2556677 179 Se 2254342 
179 le 2532731 | 179 1e5 2629779 179 4e 2271625 
179 le 2535681 | 179 le5 2632057 179 4e 2278460 
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CLASS SUB PATENT CLASS SUB PATENT CLASS 5UB PATENT 
179 4e 22787 
1 4e 3250871 79 ~ eerie: 179 Tel 2619545 
1 4e 2283203 | 179 603 cemnL oo 179 Tel 2629016 
179 4 2285451 | 179 603 wonro re ore Tel 2657268 
179 4e 2296362 | 179 aa $44 ehh 179 4 2688658 
179 4e 2300775 | 179 bd < »8571 179 Tel 2691064 
179 603 2616974 179 71 - 2697748 
4e 2300798 | 179 603 2636944 ‘ ty oor te. 
179 be 2303377 | 179 603 “4 179 Be 221653: 
179 4e 2306701 | 179 431 hdd dd 179 Be 2268984 
179 be 2332494 | 179 59h = epee 179 Be 2378541 
179 oo 2332907 | i79 aaen ocreree 179 8e5 2164033 
179 4e 2358593 | 179 605 comthes =r 8e5 2226113 
aoe 7 2406034 | 179 605 270 ae 8e5 2277623 
179 4e 2522462 | 179 665 saaneor ae 865 2281508 
179 4e 2684996 | 179 Te reembes are 805 = 2263610 
179 Se 2331391 | 179 te outviae 179 865 2306173 
179 56 2719878 | 179 % seh bae 179 B65 2314961 
179 545 2491205 | 179 7 2672515 are 8e5 2315000 
179 66 2161945 | 179 7 eee oe 179 Be5 2321714 
179 ‘5 5213611 | 179 1s 2727092 179 Be5 2322330 
179 be 2364147 | 179 el Ssahays he 6e5 2326679 
are Ge 2376272 179 761 eee r= 179 8e5 2332015 
179 Ge 2489396 179 Ze] Sere 179 8e5 2421¢ 
179 66 2527145 179 rel + thos 79 865 24684 
179 be 2531203 | 179 Tel 5298457 a2 8e5 = 2490441 
179 663 2179091 179 Sig 2298453 179 865 2599358 
179 603 2204083 179 ne 2300829 179 865 2619546 
are 603 2206544 | 179 71 akiash aoe - 6370290 
9 Se3 225017 c ses i? 7@ 2369062 
179 a aotaee ae 7e1 2370712 | 179 Vis 23.56 
179 603 2269375 ae vel 2370736 | 179 156 151173 
179 603 2271681 179 td 2372353 179 3. . 
179 603 5581062 1 17% o] 2383826 179 15e 5 
: ae 7 Tel 385061 179 15 é 
179 663 2299854 179 Tel P ; ; . , 
wh 643 2319032 | 179 71 240270 179 oe a osaaes 
4 d 2402700 9 5 2213941 
et oe aeeode hh 7el 2428376 179 15¢ 2250528 
179 603 2332872 oa Ng 2637698 179 156 225779 
179 603 23 36866 179 701 ae 4 a ots Loe 2258435 
179 603 ? 9 « > +9256 179 156 ae 613 
179 6232367769 | 179 Tel 2522000 | 179° = 156227453: 
179 6e3 2370239 179 is mene 179 L5e D415 
’ 643 2372262 179 — eaaeiens At? 2 ‘711 
oem 603 2374964 | 179 rel <aeings a oe ‘ ce 
179 603 2375066 179 . ‘aan 179 15e 2329519 
; 179 663 427 17C a C5984 9: 179 L56 78/7 
179 3 sata awa 4" ake Tel 2594923 179 156 ae OTE 
i 663 2444074 179 re 59510 ek Z c iy 
' 179 663 2460936 19 7 4 “ ae mE Le Lie 23475 
| fel 9935 179 156 56306 
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CLASS SUB PATENT CLASS SUB PATENT | CLASS SUB PATENT 
179 156 2379052 179 lée6 2204759 179 186 2164325 
179 156 2380982 179 166 2211020 179 186 2169389 

156 2387018 | 179 166 2225478 | 179 18.6 2185287 
19 156 2407238 179 166 2230562 | 179 186 2189769 
179 15.6 2408085 179 l66 2235890 | 179 186 2193427 
179 156 2408462 179 l66 2236499 | 179 18.6 2195309 
179 156 2423466 179 166 2248212 | 179 18.6 2195317 
179 156 2428366 179 l66 2249854 179 18s 2201573 
179 156 2440239 179 lée 2250100 179 186 2201986 
179 156 2509064 179 l66 2253621 179 186 2204055 
179 156 2527638 179 166 2257568 179 18.6 2206538 
179 156 2527649 179 166 2292371 179 186 2210068 
179 156 2527650 179 lé6 2299229 179 186 2224251 
179 156 2530957 179 l6e 2301961 179 186 2224677 
179 156 2541348 179 l6e6 2303016 179 186 2227488 
179 156 2541932 179 l6e 2303918 179 186 2232371 
179 156 2542183 179 l66 2320943 179 186 2235153 
179 156 2546316 179 l66 327275 179 Be 2235803 
179 156 547549 179 l6e 2337493 179 186 2237413 
179 156 2548661 179 lé6 2371972 179 186 2237419 
179 L156 2549422 179 166 2418145 179 18.6 2237742 
179 15e 2564419 179 l6e 2461200 179 186 2237906 
179 156 2629017 179 l6e 2535872 179 186 2238469 
179 156 2629782 179 166 2575909 179 18s 2238555 
179 156 2632058 179 Lée 2575910 179 1B. 2241016 
179 156 2651678 179 l6e 2577614 179 18e 2241031 
179 156 2677726 179 166 2580095 179 186 2242285 
179 156 2682575 179 166 2590945 179 186 2242397 
179 156 2692303 179 166 2633495 | 179 186 2242776 
179 156 2695332 179 l6e6 2646465 179 1B. 2244004 
179 156 2695927 179 l6e 2658108 179 186 2244500 
179 156 2710892 179 166 2671824 179 186 2245160 
179 156 2719187 179 lée 2695334 179 186 2248146 
179 156 719188 179 l6e 2697749 179 18.6 2248995 
179 156 719189 179 l6ée 2713613 179 186 2249067 
179 15.6 2720557 179 l6e 2723311 179 186 2250101 
179 1565 2514679 179 lé6 2723312 179 ibe 2257882 
179 1565 2568823 179 17e 2152769 179 iBe 2257894 
179 1565 2680154 179 l7e 2164731 179 LBs 2258651 
179 1565 2724742 179 17e 2277228 179 18. 2260318 
179 15055 2681385 179 17e 2289503 179 18.6 2260524 
179 1506 RE23579 179 17e 2298204 179 186 2261370 
179 1506 2508622 179 l7e 2355207 i179 186 2269022 
179 1566 2516587 179 l7e 2387671 179 186 2269361 
s? 1566 2592228 179 17e 2388071 179 18s 2269462 
1 1506 2605361 179 l7e 2595944 179 18.6 2269639 
179 1566 2721900 179 l7e 2717279 179 18. 

179 lé6 2164335 | 179 18e RE22475 179 18.6 > 
179 166 2191913 | 179 186 2152475 179 186 227603 
179 l6e 2201296 | 179 186 »153129 179 186 2276038 
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CLASS SUB PATENT | CLASS SuB PATENT | CLASS SUB PATENT 
179 186 2277191 179 186 2324624 | 179 18.6 2531615 
J 186 2277586 179 186 2326458 179 18.6 2531624 
les 18.6 2283395 179 186 2326478 179 18-6 2532097 
179 186 2285524 179 186 2326551 179 18s 2532718 
179 186 2285815 179 186 2327466 179 18. 2533342 
179 18.6 2285908 179 18.6 2332912 | 179 18.6 2534850 
179 186 2285972 179 186 2332966 179 186 2535661 
179 186 2285985 179 186 2333179 179 18. 2535675 
179 186 2286135 179 186 2336861 179 186 2542672 
179 186 2286142 179 186 2338642 179 18.6 2542800 
179 186 2290989 179 186 2341919 179 186 2554149 
179 18. 2291024 179 1Be 2342279 179 18.6 2558577 
179 18.6 2291036 179 186 2345048 | 179 18.6 2559312 
179 18.6 2291040 179 18.6 2347107 179 186 2562100 
179 16.6 2291224 179 186 2351446 179 18.6 2562717 
179 186 2291244 179 186 2355908 179 18.6 2564125 
179 186 2291752 179 18.6 2356514 179 18.6 2564441 
179 186 2293191 179 18e 2356519 | 179 18.6 2568804 
179 18.6 2293203 179 186 2360749 | 179 186 2570971 
179 186 2293588 179 18.6 2361246 179 18.6 2572740 
179 186 2294337 179 186 2361859 | 179 18.6 2573569 
179 186 2294500 179 186 2363671 179 186 2578701 
179 186 2294907 179 186 2364446 | 179 186 2580082 
179 186 2295187 179 186 2367062 | 179 18.6 2585904 
179 186 2295200 179 18.6 2373188 | 179 186 2587817 
179 18.6 2298205 179 186 2379221 | 179 18.6 2590262 
179 186 2298519 179 18.6 2379715 179 186 2591580 
179 186 2298695 179 1Be 2383759 | 179 16.6 2594014 
179 186 2298699 179 186 2396111 | 179 18.6 2594389 
179 186 2299479 179 186 2397829 179 18.6 2595232 
179 186 2299897 179 18e 2397887 | 179 1B. 2600502 
179 186 2299898 179 186 2405194 | 179 186 2603715 
179 186 2300316 179 1Be 2405214 | 179 186 2603716 
179 186 2302334 179 18e 24086433 | 179 186 2604540 
179 18.6 2303015 179 18.6 2421919 | 179 18.6 2609454 
179 186 2303356 179 1Be 2431692 179 18.6 2609455 
179 186 2306067 179 186 2434898 179 18.6 2609456 
179 18.6 2306882 179 186 2455386 | 179 186 2614175 
179 18.6 2308637 179 18.6 2465539 179 18. 2614176 
179 18.6 2310452 179 1B. 2468300 | 179 18.4 2615987 
179 186 2310634 179 1Be 2481932 179 186 2616979 
179 186 2314229 179 1Be 2484612 179 18.6 2620399 
179 186 2315705 179 186 2491377 179 18.6 2625610 

79 186 2317191 179 1B. 2494475 179 18.6 2629020 
19 18.6 2317471 179 186 2509050 179 18. 2629021 
179 186 2320076 179 18.6 2513400 179 18.6 2633498 
179 186 2320081 179 186 2519688 | 179 186 2642498 
179 186 2321710 179 186 2523365 179 18.6 2654807 
179 186 2321758 179 186 2528161 179 186 2655559 
179 186 2324394 179 186 2528269 179 18.6 2657271 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS SUB PATENT 
179 186 2657272 179 256 2197501 | 179 27s 2290986 
179 186 2657273 | 179 256 2300951 | 179 276 2293620 
179 186 2666096 | 179 266 2268635 | 179 276 2294237 

9 186 2668877 | 179 260 2715657 | 179 27Te 2296310 
179 186 2670405 | 179 266 2724746 | 179 27e 2299212 
179 186 2672518 | 179 27s RE22440 | 179 27° 2300044 
179 186 2672521 179 276 RE22441 179 276 2300618 
179 186 2675426 179 27° RE22462 179 27e 2302071 
179 18. 267.427 179 27s RE22476 179 276 2302587 
179 186 2678968 179 27° RE22958 179 276 2306236 
179 186 2679551 179 27. RE23388 179 276 2306729 
179 186 2680781 179 27e 2143163 179 27s 2314518 
179 186 2684405 179 27s 2143971 179 27e 2319424 
179 186 2686837 179 27. 2151767 179 27. 2327201 
179 186 2686838 | 179 27s 2162892 179 276 2327436 
179 186 2695928 179 27e 2165855 179 27e 2327481 
179 186 2698879 179 276 2170403 179 276 2327851 
179 186 2698880 | 179 27s 2173675 179 27Te 2327877 
179 18.6 2706221 179 276 2173924 179 27. 2332290 
179 186 2706222 179 276 2186219 179 276 2333140 
179 186 2706749 179 276 2224696 179 276 2337433 
179 186 2715656 179 276 2233282 179 27s 2337642 
179 186 2719881 179 276 2236246 179 276 2338434 
179 186 2721903 179 27e 2242640 179 276 2338752 
179 186 2724744 179 276 2244596 179 276 2338997 
179 186 2724745 | 179 27e 2244700 179 27e 2339669 
179 196 2395798 179 276 2247055 179 276 2341934 
179 206 2225305 179 276 2248040 | 179 276 2342245 
179 226 2299203 179 27e 2249362 | 179 276 2344612 
179 226 2311800 179 27e 2252766 179 276 2346114 
179 226 2332878 179 27e 2258980 179 27s 2348131 
179 226 2346915 179 276 2259100 179 27 2350873 
179 226 2348626 179 27e 2259101 179 27. 2351766 
179 226 2356846 179 27e 2261243 179 27e 2355215 
179 226 2362619 179 27e 2262595 179 276 2356330 
179 226 2364146 179 27. 2262947 179 27. 2358237 
179 226 2364445 179 276 2265844 | 179 276 2358594 
179 226 2384620 179 27° 2267950 179 27Te 2360291 
179 226 2388488 179 276 2268397 179 276 2367518 
179 226 2392089 179 27.6 2270246 179 27s 2367792 
179 226 2400061 | 179 276 2270915 179 27. 2367885 
179 226 2413708 179 27e 2274083 179 27. 2368056 
179 226 2416710 179 276 2275459 179 276 2372022 
179 26 2582959 179 27s 2277441 179 27e 2374072 
179 226 2588052 179 27. 2278172 179 27e 2374884 
1 226 2617888 179 276 2279822 179 27e 2375053 
ly 226 2668195 179 276 2281636 179 27e 2375136 
179 256 2161456 179 276 2284329 179 276 2377453 
179 256 2161864 179 27. 2288251 179 276 2379456 


179 256 2184844 179 276 2289895 179 276 2382893 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
179 276 2396797 179 27054 2144839 179 4le 2210739 
1 276 2405230 179 27054 2166764 179 Sle 2232362 
iv, 276 2405332 | 179 27054 2185374 179 4le 2319358 
179 276 2406053 179 27054 2187115 179 4le 2339425 
179 276 2408432 179 27054 2187577 179 4le 2360926 
179 276 2416711 179 27054 2251933 179 4le 2379987 
179 276 2421034 179 27654 2299525 179 41le 2483732 
179 27.6 2426981 179 27654 2300371 179 426 2154579 
179 276 2468299 179 27654 2301472 179 426 2249156 
179 276 2499776 179 27654 2305316 179 426 2254723 
179 276 2508026 179 27054 2309422 179 426 2278410 
179 276 2568164 179 27054 2317469 179 426 2278702 
179 276 2580757 179 27654 2320734 179 426 2337875 
179 27.6 2586534 179 27054 2324623 179 426 2346113 
179 276 2586901 179 27054 2326647 179 426 2346115 
179 276 2591579 179 27654 2327730 179 426 2379061 
179 276 2596584 179 27254 2331514 179 426 2572104 
179 276 2619549 179 27054 2338181 179 436 2350193 
179 276 2628283 179 27654 2339472 179 436 2388347 
179 276 2635148 179 27054 2341029 179 436 2396798 
179 276 2636947 179 27054 2347738 179 436 2422700 
179 7e 2657274 | 179 27654 2348353 179 4345 2669608 
179 276 2686843 179 27054 2349279 179 446 2209513 
179 276 2715658 179 27054 2350458 179 5le 2246576 
179 27051 2318383 179 27654 2350464 179 5le 2276515 
179 27651 2320254 179 27654 2357108 179 5le 2294910 
179 27652 2259103 179 27054 2358095 179 5le 2329004 
179 27052 2287881 179 27054 2362551 179 5le 2362928 
179 27052 2317743 179 27654 2447010 179 5le 207241 
179 274652 2320258 179 27054 2516772 179 5le 2502820 
179 27052 2340811 179 27054 251702: 179 Sle 2519287 
179 27252 2345386 179 27654 2604542 179 5le 2542742 
179 27652 2351967 179 27054 2657275 179 5le 263350. 
i 179 27652 2362632 179 286 2343516 179 526 2181668 
i 179 27652 2363683 179 286 2466484 179 536 2672522 
| 179 27252 2372782 179 286 2532125 179 576 2320957 
| 179 27252 2410432 179 286 2568138 179 586 2293608 
179 27052 2457588 179 31le 2186242 179 586 2326445 
179 27052 2457589 179 31le 2324317 179 736 2199431 
179 27052 2457878 179 31le 2346420 179 756 2194933 
179 27652 2721904 179 326 2375048 179 Te 2167069 
179 27653 2164034 179 346 2216650 179 77. 2224275 
179 27653 2173548 179 366 RE23057 179 786 2142316 
“9 27653 2225646 179 366 2264393 179 786 2149372 
9 7653 2240039 179 366 2264395 179 786 2152706 
179 27653 2318159 179 366 2295171 179 786 2154594 
179 27053 2352352 179 376 2144867 179 78.6 2167016 
179 27253 2361579 179 376 2346548 179 786 2233473 
179 27653 2374992 179 376 2496159 179 786 2243851 


179 27053 2391276 179 406 2530943 | 179 786 2249808 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
179 786 2293720 179 B46 2180334 179 906 2189944 
179 786 2294338 | 179 846 2193855 179 906 2190307 
7 786 2298190 | 179 B4e 2225907 179 906 2194306 

3 78.6 2302293 | 179 B46 2232801 179 906 2204181 
179 78.6 2319744 179 B46 2232866 179 906 2206224 
179 786 2352254 | 179 B4e 2234213 179 906 2220088 
179 78.6 2361523 179 B4e 2260722 179 906 2232398 
179 786 2377394 179 B46 2276660 179 906 2244609 
179 786 2387712 179 B46 2279978 179 906 2246697 
179 796 2213564 179 B46 2291615 179 906 2246698 
179 796 2230357 179 B46 2299279 179 906 2247027 
179 796 2301189 179 B46 2299821 179 906 2252875 
179 806 2149336 179 B46 2299822 179 906 2253650 
179 B06 2356867 179 B46 2302544 179 906 2254378 
179 Ble 2202386 179 B46 2307834 179 906 2272168 
179 Ble 2208206 179 B46 2310749 179 906 2275448 
179 Ble 2278504 179 B46 2319306 179 906 2276954 
179 Ble 2285022 179 B46 2321412 179 906 2277206 
179 Ble 2287998 179 B46 2338216 179 906 2280604 
179 Ble 2288049 179 846 2338218 179 906 2296646 
179 Ble 2306203 179 B4e 2340366 179 906 2300622 
179 Ble 2320726 179 846 2350917 179 906 2300638 
179 Ble 2332430 179 B46 2366834 179 906 2303564 
179 Ble 2332551 179 B4e 2366835 179 906 2306068 
179 Ble 2332643 179 B46 2366836 179 906 2306087 
179 Ble 2341711 179 B46 2366837 179 906 2306267 
179 Ble 2353785 179 B4e 2366838 179 906 2307226 
179 Ble 2374962 179 B4e 2367054 179 906 2307463 
179 Ble 2375791 179 B4e 2484234 179 906 2307521 
179 Ble 2381986 179 B46 2531221 179 906 2307525 
179 Ble 2385265 179 B4e 2599097 179 906 2307537 
179 Ble 2387269 179 B46 2642500 179 906 2309703 
179 Ble 2496642 179 B4e 2694106 179 906 2312566 
179 Ble 2518374 479 B4e 2714632 179 906 2312724 
179 Ble 2546334 179 B66 2184907 179 906 2314801 
179 Ble 2568150 179 866 2195417 179 906 2315344 
179 Ble 2573617 179 866 2249154 179 906 2319321 
179 Ble 2604543 179 866 2249778 179 906 2319937 
179 Ble 2620402 179 Bbe 2250264 179 906 2323719 
179 Ble 2629783 179 B66 2261620 179 906 2326663 
179 Ble 2645681 179 866 2408299 179 906 2327276 
179 Ble 2672523 179 B66 2666812 | 179 906 2327277 
179 Ble 2666844 179 87.6 2246119 179 906 2327782 
179 Ble 2713617 179 87. 2589800 179 906 2329111 
17° 826 2406360 179 876 2604545 179 906 2329466 
1 B4e 2145053 179 906 2145079 179 906 2339195 
179 B4e 2148560 179 906 2147710 | 179 906 2341933 
179 B4e 2153128 179 906 2172212 179 906 2346305 
179 B46 2160507 179 906 2172231 179 906 2347108 


179 B4e 2162268 179 906 2183713 179 906 2348352 
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CLASS 


179 
i 
ly 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
? 


9 
179 
179 
179 
179 
179 


SuB 


906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
906 
Sle 
9le 
966 


PATENT 


2352723 
2355976 
2356229 
2358586 
2359841 
2370264 
2372268 
2374082 
2386133 
2386486 
2386609 
2394926 
2394927 
2395269 
2395539 
2403475 
2405211 
2410833 
2412624 
2416692 
2416715 
2430457 
2433366 
2433398 
2433836 
2434959 
2469974 
2479088 
2499606 
2558187 
2563581 
2567812 
2587635 
2588397 
2590885 
2594300 
2594325 
2594949 
2597898 
2598695 
2603718 
2639332 
2666097 
2701279 
2706223 
2716160 
2717280 
2189993 
2345959 
2226641 


CLASS 


179 


179 
179 


179 
179 
179 
179 
179 
179 
179 
179 


SUB 


9Be 
9Be 
98e 
9Be 
996 
996 
996 
996 
1006 
1006 
100¢ 
1006 
1006 
1006 
1006 
1006 
1006 
1006. 
1006 
1006 
1006 
1006 
100e1 
10061 
100e1 
100e1 
1002 
100e2 
1002 
10062 
10062 
10062 
10062 
1002 
10002 
1002 
10002 
1002 
10002 
10062 
1002 
10062 
1002 
10002 
100e2 
10002 
10062 
100e2 
1002 
1002 


PATENT 


2169727 
2219887 
2233107 
2328724 
2212216 
2216328 
2273530 
2338757 
2197844 
2236973 
2337900 
2343442 
2351459 
2361880 
2392321 
2455816 
2487016 
2511622 
2518385 
2544325 
2553255 
2566840 
2181265 
2200741 
2254034 
2532098 
2144844 
2181707 
2185300 
2202139 
2233621 
2235126 
2235132 
2251322 
2265831 
2300320 
2381463 
2420671 
24668224 
2531642 
2535712 
2554562 
2592652 
2608621 
2612566 
2629785 
2640886 
2658114 
2662120 
2674659 


CLASS 


179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 
179 


SUB 


100062 
1002 
10062 
1003 
1003 
1003 
10063 
1003 
10063 
1003 
10003 
1003 
1003 
1003 
1003 
1003 
1003 
1003 
1003 
1003 
1003 
10003 
10003 
100.3 
1003 
1003 
1003 
1003 
1003 
1003 
10063 
1003 
1003 
1003 
1003 
1003 
1003 
100231 
10004 
1004 
10041 
100e41 
100041 
10041 
1036 
1036 
1036 
1036 
1036 
1036 


PATENT 


2677019 
2691072 
2727097 
2143400 
2157880 
2173472 
2179098 
2182070 
2197342 
2198798 
2199070 
2199559 
2206547 
2249606 
2253079 
2260202 
2267690 
2269638 
2275537 
2304856 
2307825 
2318138 
2332333 
2338766 
2342395 
2343182 
2345441 
2373840 
2405246 
2511199 
2514633 
2515054 
2554147 
2591045 
2595670 
2595701 
2602861 
2505528 
2310048 
2328478 
2161489 
2347347 
2531242 
2549550 
2156754 
2190466 
2190467 
2200794 
2283098 
2298207 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS suB PATENT 
179 1036 2410434 | 179 124. 2567368 | 179 17le 2153638 
179 1036 2530556 | 179 1246 2607859 | 179 17le 2154239 
*79 1076 2150364 | 179 1266 2225488 | 179 17le 2156088 

9 1076 2179615 | 179 1466 2235678 i179 l7le 2157336 
179 1076 2202906 | 179 1466 2339413 | 179 17le 2157870 
179 1076 2233848 179 1466 2363816 179 17le 2159020 
179 1076 2254278 | 179 1526 2576447 | 179 17le 2162744 
179 107s 2306707 179 1566 2149341 | i179 17le 2162986 
179 1076 2342822 | 179 1566 2237752 | 179 17le 2164383 
179 1076 2554834 179 1566 2337953 179 17le 2166929 
179 1076 2564425 179 1566 2503846 179 17le 2167367 
179 107e 2703344 179 1566 2518035 | 179 17le 2167368 
179 1106 2242755 179 1586 2504307 179 17le 2169396 
179 1106 2242756 179 1596 2322851 179 17le 2170046 
179 1106 2242757 | 179 1596 2580105 179 17le 2170645 
179 110.6 2607858 179 1646 2268794 179 17le 2170873 
179 llle 2500643 179 1646 2304061 179 17le 2181865 
179 llle 2686847 179 1706 2153329 179 17le 2181910 
179 ll4. 2231084 | 179 1706 2155056 179 17le 2188671 
179 114.6 2249158 179 1706 2158993 179 17le 2191167 
179 114. 2249161 179 1706 2160017 | 179 A7le 2191542 
179 ll4e 2520640 | 179 1706 2206080 | 179 17le 2191547 
179 115.6 2171733 | 179 1706 2207531 179 17le 2195439 
179 1156 2520646 | 179 1706 2209667 179 17le 2196844 
179 11565 2162270 179 1706 2223200 179 17le 2199080 
179 11565 2164157 179 1706 2252679 179 17le 2205071 
179 11565 2233886 179 1706 2254733 179 17le 2205072 
179 11505 2515031 179 1706 2267557 179 17le 2207976 
179 11565 2538621 179 1706 2267579 179 17le 2208144 
179 1196 2170571 | 179 1706 2272389 179 17le 2208665 
179 1196 2226934 179 1706 2272735 179 l7le 2209955 
179 1206 2249160 | 179 1706 2281255 179 17le 2210001 
179 1206 2506609 | 179 1706 2281912 179 17le 2210028 
179 1206 2506624 | 179 1706 2282465 | 179 17le 2210503 
179 1206 2522530 | 179 1706 2302374 | 179 17le 2210997 
179 1206 2540487 179 1706 2306689 | 179 17le 2212337 
179 1206 2566849 | 179 1706 2395540 179 17le 2217417 
179 12le 2497770 179 1706 2402188 | 179 17le 2219189 
179 l12le 2522521 179 1706 2408072 179 17le 2223161 
179 12le 2530745 | 179 1706 2488948 | 179 17le 2223167 
179 l12le 2632062 | 179 1706 2504692 | 179 17le 2223506 
179 1226 2241921 179 1706 2629024 | 179 17le 2223521 
179 1226 2314938 | 179 1706 2659773 | 179 17le 2224673 
179 1226 2429988 179 1706 2659774 | 179 i7le 2227048 
179 1226 2494704 | 179 1706 2662122 | 179 17le 2230256 
1 1226 2527159 | 179 1706 2662123 | 179 17le 2231374 
liy 1226 2532694 | 179 17068 2696529 179 17le 2236661 
179 1226 2532741 179 17le RE23563 179 17le 2240286 
179 1226 2697136 | 179 17le 21242335 | 179 17le 2242284 


179 1236 2320433 | 179 17le 2149328 | 179 17le 2245159 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
179 17le 2245565 179 17le 2414121 179 17le 2658959 
17le 2245598 179 l7le 2416302 179 17le 2660625 
179 17le 2245599 179 l7le 2425748 179 17le 2663766 
179 17le 2250172 i179 l7le 2426185 179 17le 2666814 
179 17le 2254377 179 17le 2426589 179 17le 2666817 
179 17le 2254403 179 l7le 2426626 179 17le 2666818 
179 17le 2260493 179 17le 2427693 179 17le 2666819 
179 17le 2266168 179 17le 2428363 179 l7le 2672528 
179 17le 2267286 179 l7le 2442662 | 179 17le 2673900 
179 17le 2270295 179 17le 2457559 179 l7le 2680160 
179 17le 2270364 179 17le 2459046 179 17le 2683777 
179 l7le 2271291 179 l7le 2464594 179 17le 2694112 
179 17le 2273432 179 l7le 2469843 179 17le 2694113 
179 17le 2278210 179 l7le 2475188 179 17le 2694115 
179 17le 2281238 179 l7le 2492363 179 17le 2695930 
179 l17le 2284855 179 l7le 2500424 179 17le 2702838 
179 17le 2284894 179 l7le 2502479 179 l17le 2704791 
179 17le 2285832 179 l7le 2502488 179 17le 2719190 
179 17le 2288694 179 17le 2502531 179 17le 2726291 
179 17le 2289091 179 17le 2505550 179 17165 2170812 
179 l7le 2293570 179 l7le 2511122 179 17165 2172453 
179 l7le 2294200 179 l7le 2517960 179 17165 2185684 
179 L7le 2298192 179 l7le 2524033 179 17165 2200063 
179 17le 2298926 179 l7le 2524034 179 17165 2205843 
179 17le 2298960 179 17le 2524035 179 17165 2212845 
179 17le 2299481 179 17le 2537388 179 17165 2213398 
179 17le 2308997 179 l7le 2541327 179 17le5 2218526 
179 l17le 2314132 179 l7le 2547107 179 171.5 2218923 
179 17le 2315040 179 17le 2547538 179 17165 2224580 
179 17le 2315312 179 17le 2550518 179 1715 2225697 
179 L7le 2318662 179 l7le 2556692 179 17165 2226258 
179 l7le 2322875 179 l7le 2560579 179 17165 2232891 
179 l7le 2324408 179 L7le 2560709 179 17165 2233860 
179 l7le 2324815 179 l7le 2561747 179 17165 2234687 
179 17le 2325117 179 l7le 2569347 179 171¢5 2236856 
179 17le 2337423 179 l7le 2578341 179 17165 2250104 
179 l7le 2338410 179 l7le 2585078 179 171¢5 2252293 
179 17le 2346545 179 l7le 2585890 179 17165 2254036 
179 17le 2356296 179 l7le 2586080 179 17165 2271078 
179 17le 2356331 179 l7le 2592716 179 171¢5 2273548 
179 17le 2356446 179 l7le 2594530 179 17165 2278063 
179 l7le 2360233 179 17le 25986221 | 179 17165 2284401 
179 17le 2364136 179 l7le 2600500 179 171¢5 2284402 
"9 17le 2367711 179 l7le 2608623 179 17165 2288275 
a 79 17le 2369030 179 17le 2636948 179 17165 2288817 
179 17le 2370221 179 l7le 2647957 | 179 17165 2289564 
179 17le 2379618 179 l7le 2647958 179 171¢5 2293519 
179 l7le 2401779 179 l7le 2649508 179 17165 2294908 
179 l7le 2405611 179 l7le 2650956 | 179 17165 2298460 
179 17le 2410080 179 17le 2652460 179 17105 2298930 
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CLASS SUB PATENT CLASS SUB PATENT | CLASS SUB PATENT 
179 17165 2300436 179 17562 2263291 179 17563 2249164 
179 17165 2301828 179 17502 2267129 179 17563 2257592 

v9 17165 2304135 179 17562 2293611 179 17563 2264132 

19 1715 2311796 179 17502 2301837 | 179 17503 2267430 
179 17165 2320963 179 175¢e2 2319333 179 17563 2307896 
179 17165 2345712 179 17562 2350177 179 17563 2326081 
179 17165 2347098 179 17562 2350466 179 17563 2337540 
179 17165 2377858 179 17562 2352142 179 17563 2337541 
179 17105 2379042 | 179 17562 2360989 179 17503 2355776 
179 17165 2407293 179 17562 2364796 179 17563 2362348 
179 1715 2424246 179 17502 2383770 179 17503 2367013 
179 17165 2426996 179 17562 2386760 179 17563 2369799 
179 17165 2432512 | 179 17562 2389076 179 17563 2414609 
179 17165 2438947 179 17502 2392090 179 175¢3 2414612 
179 17165 2438948 179 17562 2401347 179 17563 2414624 
179 17165 2441598 | 179 17502 2405339 179 17563 2492400 
179 17165 2444060 179 17502 2413001 179 17563 2625614 
179 17165 2444435 179 17562 2419580 | 179 17563 2666099 
179 174s 2302039 179 17562 2419958 179 17503 2666100 
179 174s 2375272 | 179 17502 2434946 179 17563 2680162 
179 1756 2213700 | 179 17502 2457892 179 17563 2692307 
179 1756 2231085 179 17562 2508052 179 17503 2721235 
179 1756 2397837 179 17562 2534564 179 175631 2152709 
179 1756 2520007 | 179 17562 2558537 179 175631 2208417 
179 1756 2595163 179 175¢e2 2580069 179 175631 2295153 
179 17561 2173481 179 17562 2582691 179 175631. 2315434 
179 17561 2189111 179 17502 2697140 179 175631 2315435 
179 17561 2189119 179 17502 2709722 179 175631 2372759 
179 17561 2193087 179 17562 2719886 179 175631 2425002 
179 17561 2197755 179 17502 2721910 179 175631 2522362 
179 17561 2197756 179 17562 2727951 179 175031 2554828 
179 17561 2197757 179 17521 2144866 179 175031 2564010 
179 17561 2222254 179 175021 2181191 179 175631 2570912 
179 17561 2237666 179 175621 2238126 179 175631 2580097 
179 17561 2249131 179 175621 2327458 179 1766 2253335 
179 17561 2265223 179 175021 2383794 179 177.6 2662124 
179 17561 2265292 179 175021 2479073 179 1796 2348592 
179 17561 2401352 179 175423 2225688 179 179.6 2401328 
179 17561 2465468 179 175623 2269335 179 1806 2220942 
179 17561 2470002 179 175623 2358267 179 180. 2356262 
179 17561 2534565 179 175623 2599409 179 1806 2358099 
179 175611 2344316 179 175624 2508053 179 180.6 2540498 
179 175611 2393236 179 175625 2545551 179 1826 2204183 
179 17502 2153293 179 17563 2169821 179 1826 2236568 
_ 17562 2181560 179 17503 2173183 179 1856 2143404 
: 17502 2187784 179 17503 2183140 179 187.6 2697141 
179 17502 2202921 179 17503 2209064 179 1886 2390488 
179 17502 2227380 179 17503 2214130 179 1906 2151083 
179 17562 2234272 179 17563 2244041 161 5 2225312 
179 17502 2248545 179 17563 2248096 181 05 2308869 
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CLA 4 PATENT CLASS SUB PATENT |; CLASS >UB PATENT 
181 5 2356478 189 26 2678705 194 le 2345040 
l 5 2370385 189 336 2318396 194 le 2670830 
184 eo! 2404785 189 336 2338435 194 Be 2450997 
181 25 404786 189 346 2270939 194 9e 2236571 
181 05 2406391 189 645 2509909 194 9e 2246590 
181 «5 2410806 189 466 2642164 194 Se 2323657 
181 «5 2411537 191 le 2643303 194 9e 2342593 
181 5 2418136 191 le 2704793 194 166 2159215 
181 «5 245752 191 le 2704794 194 L66 2159216 
181 «5 2503400 191 le 2717285 194 166 2253839 
181 «5 2625233 192 L2¢ 2573065 194 166 2271320 
181 5 2684724 192 226 2568249 194 966 235648 
181 as 2684725 192 226 2624434 194 97 2295614 
LG1 Ge 2533499 19% ‘ 2224192 194 1006 2308634 
iS. le 2351913 19 2566031 194 LOle 223035¢ 
181 306 2160638 19 Be 659467 194 1Ole 2278930 
| 181 Sle 2442791 197 de 2230838 194 1lOle 298440 
| 18] s1le 25783¢ 1s 456 268455 194 10l. 2307140 
i 18) 326 23798 192 4Be 242272 194 LOle 2310637 
| 181 . 254 192 4Be 2284667 194 lOle 2349214 
| l 326 608265 19z 67e 2390792 194 L036 2318410 
181 . 153357 Se 2678118 194 l ‘ 2641348 
181 336 3 27 826 2403269 196 1496 2501149 
18] 336 2468454 } 1036 2509061 197 le 2299107 
181 436 701617 192 ll3e IPBB2ZT4 197 le 403320 
L&i 4S2e 442773 192 l . 2245732 197 4e 2525941 
] +86 30888E 19 1256 ?387810 197 L7e 40327 
| ls 236232 192 127e 2655240 197 266 303846 
i535 S4e <4: ly L9< 1296 4307383 197 27254 2 167 
183 77e 192515 19% 1296 2322511 197 406 2284324 
] 4 ‘ 3364 1 1 e 01043 197 ae 3632753 
+ © 47 f i336 BE 197 . 303€ 
if le 0 l L336 9261 197 . I3970 
i « C I¢ L346 48395 197 e 4 6 
. 24% . l +3 197 536 22366 
188 206 é 1426 327176 197 536 2248097 
88 184.6 664 } L426 9690 197 536 84666 
1 BE 184.6 68594E 4 1436 417434 197 in 41096¢ 
186 e 45471 9 1436 74137 197 536 10967 
18 Le 106 19. L446 4O5 8 197 536 3521 
39 e + 19 456 390785 197 53 4 64 
189 ‘ 48610 3 406 441386 197 Tle 338) 
; ° +3 77409 197 lie A2Q07TRE 
: ’ 194 ‘ O16 197 736 18026 
‘ L54/1 L174 ‘ 71718 197 136 3959 
. 61 194 ‘ 83396 197 4e 527 
e 194 a ) 197 . i784 








98 


198 
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S SUB 
1146 
1146 
1256 
1336 
1336 
1336 
1336 
1336 
1336 
1496 
158.6 
1656 
1656 

le 
196 
19.6 
19.6 
ve 
‘ 
. 
+e 
2ie 
2le 
le 
4e 
Se 
te 
. 
Se 
Oe 
266 
IVe 
33 
346 
3B. 
3Be 
486 
386 
386 
396 
396 
466 
6&7 
7a 
79.6 
719.6 
Sle 
Te 
1796 
c . 


PATENT 


2534461 
2667256 
2403307 
2172913 
2241357 
2250012 
2351636 


360591 


2409102 
2403296 


312314 


2257553 


697505 


2585105 
2151077 
2314154 


353638 


2716479 


»273123 
298829 


2 32838E 
2332227 
2372789 


2700448 


375863 


2642978 





2631714 


92864 


2279573 
2253572 


»97R90 


2346285 
2537005 


) 


2667260 

2541610 

2684148 

2357631 

2658603 
a6 


> 


66279 


2295232 


?357875 


470922 


2471347 


1387160 


426169 





CLASS 


198 
198 
199 
199 
199 
199 
199 
199 
199 
199 
199 
199 
200 
200 
200 
200 
200 
200 
200 
200 
200 


SUB 


1906 
2206 
186 
186 
18 
186 
18e 
186 
186 
2le 
506 


5le 


PWN Pe ee ee ee 
. 


oo 


In fe 
eoeeeeeeseseeeeeeeeeee 


PATENT 


2546318 
2665797 
2152641 
2198321 
2665799 
2672231 
2679923 
2687210 
2701051 
2273032 
2148549 
2287793 
2279811 
2280438 
2282687 
2319754 
2406028 
2616993 
2727103 
2576836 
2224277 
2231365 
2354779 
2387719 
2442766 
2605366 
2190295 
2441808 
2150376 
2716164 
2409617 
2609461 
2190820 
2319084 
2299815 
2570944 
2643306 
2194296 
2493060 
2369616 
2259953 
2394559 
2697763 
2719688 
2393201 
2203321 
2253856 
2264124 
2264746 
2285352 


CLASS 


200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 


SUB 


B76 
87.6 
B76 
B76 
87.6 
87. 
876 
B76 
B76 
B7e 
B76 
876 
876 
B76 
88e 
906 
906 
906 
9le 
Sle 
Sle 
936 
936 
936 
936 
936 
936 
936 
936 
936 
936 
93 
976 

976 

976 

976 

976 

976 

98e 

986 

986 

9Be 
1026 
103-6 
1036 
1036 
1046 
1046 
LO4es 


1046 


PATENT 


2291419 
2318405 
2332338 
2406008 
2414476 
2455049 
2502842 
2506414 
2534354 
2587482 
2630506 
2653199 
2706756 
2714642 
2434909 
2450499 
2499581 
2502339 
2179640 
2243911 
2694119 
2245391 
2254037 
22640 

2275145 
2275531 
2277215 
2279404 
2283366 
2327792 
2378986 
2580123 
2253314 
2254589 
22682735 
2291239 
2302537 
2312672 
2326054 
2380541 
2387017 
2562 482 
2564432 
22128 40 


2293823 
2370203 
2178656 
22B9R30 

2312902 


2323961 














CLASS 


200 
2 
2bu 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
10 
JO 
200 
200 
200 
200 
200 


SUB 


1046 
1046 
1046 
1046 
104.6 
1046 
1046 
104.6 
1046 
1046 
1046 
1046 
104. 
1056 
1196 
1106 
110¢ 
llle 
1126 
1126 
ll2e 
1126 
1126 
1l2e 
1126 
1126 
1126 
1126 
1126 
1126 
1126 
1126 
1126 
1l2e 
1126 
1126 
112.6 
112.6 
1126 
113-6 
1l4e 
115.6 
1156 
117.6 
117e 
1226 
1226 
1336 
1386 
1446 


PATENT 


2327549 
2463609 
2472709 
2484251 
2491272 
2523360 
2535400 
2556716 
2562091 
2590996 
2608630 
2682584 
2682585 
2339404 
2341412 
2603730 
2648735 
2253135 
2153633 
2247493 
2259661 
2275554 
2288451 
2288452 
2288811 
2295602 
2302546 
2303474 
2309953 
2317695 
2328997 
2406036 
2473693 
2508508 
2519463 
2523366 
2542668 
2609464 
2674671 
2530228 
2581308 
2546824 
2600407 
2148542 
2379013 
2311801 
2447032 
2340055 
2721894 
2696543 





CLASS 


200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
200 
201 
201 
201 
201 
201 
201 
20) 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 


SUB 


1526 
1536 
1536 
1586 
1626 
1636 
1646 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1666 
1686 
1686 
17le 
17le 
17le 
l7le 
4Be 
4Be 
4Be 
496 
556 
556 
566 
566 
566 
566 
566 
57. 
606 
606 
6le 
636 
636 
636 
636 
636 
636 
636 
636 
636 


PATENT 


2445406 
2152704 
2558188 
2610275 
2229956 
2261419 
2347735 
2154068 
2172927 
2178151 
2249599 
2261553 
2283859 
2294482 
2303497 
2312408 
2360063 
2395300 
2528086 
2587458 
2152780 
2251056 
2188659 
2285657 
2343100 
2347727 
2509058 
2675450 
2675451 
2484596 
2403989 
2577108 
2407650 
2476294 
2480995 
2578353 
2653207 
2417099 
2407326 
2408093 
2373156 
2184847 
2237323 
2276864 
2278045 
2303958 
2306504 
2306513 
2337973 
2352056 








CLASS 


201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
201 
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SuB 


636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
636 
64. 
646 
646 
646 
676 
676 
676 
726 
726 
736 
736 
736 
75.6 
766 
T66 
766 
766 
Tbe 
766 
766 
766 


PATENT 


2373160 
2382024 
2389915 
2391506 
2394479 
2395759 
2405192 
2406383 
2407251 
2407268 
2408046 
2414792 
2414793 
2415582 
2418460 
2418461 
2421759 
2489409 
2494051 
2552640 
2556991 
2629800 
2642513 
2645700 
2663782 
2669635 
2676228 
2697157 
2724761 
2253577 
2280257 
2508511 
2552626 
2274845 
2369045 
2388667 
2258958 
2273704 
2406092 
2503418 
2633521 
2348462 
2143414 
2178548 
2219365 
2258646 
2274592 
2274830 
2278072 
2282944 
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CLASS SUB PATENT CLASS SUB PATENT CLASS SUB PATENT 
201 766 2298679 | 204 1066 2294053 207 26 2214016 
201 766 2326580 | 204 1066 2356897 207 26 2368751 
91 766 2329038 | 204 1086 2361013 207 2e 2369298 

1 766 2329511 204 1206 2393239 207 26 2387532 
£01 766 2332596 | 204 1236 2403586 207 26 2533942 
201 766 2358211 | 204 14065 2725354 207 2e 2726761 
201 766 2419537 204 14le 2325957 207 36 2189414 
201 766 2462162 204 14le 2361680 207 3e 2189415 
201 766 2472930 204 14le 2421316 207 4e 2177681 
201 766 2474473 204 1426 2434286 207 4e 2241543 
202 49e 2368665 204 1426 2628936 207 4e 2371679 
203 206 2685362 204 1466 2316579 207 De 2213699 
203 1156 2711818 204 1Ble 2385313 207 9e 2230840 
203 1596 2713416 204 1Ble 2530546 207 166 2161570 
203 2276 2679924 204 1926 2681886 207 166 2219888 
204 le 2172344 204 1986 2469470 207 17e 2206977 
204 le 2185858 204 2046 2724690 209 72. 2208202 
204 2e 2367113 204 2046 2724691 209 726 2327126 
204 26 2530956 204 2076 2688593 209 726 2418355 
204 3e 2650191 204 2086 2725355 209 720 2444751 
204 36 2662852 | 204 2096 2370420 209 736 2617527 
204 5e 2181490 204 2226 2697689 209 Ble 2488609 
204 66 2203253 204 2726 2571709 209 Ble 2546314 
204 156 2367314 204 297 2316609 209 Ble 2567741 
204 156 2682501 204 2976 2382233 209 Ble 2589070 
204 156 2694040 204 2976 2439190 209 Bie 2667970 
204 236 2285553 204 297. 2505531 209 Ble 2704601 
204 236 2356583 204 2976 2511128 209 976 2209411 
204 236 2362228 204 2976 2514923 209 llle 2382863 
204 236 2438897 205 166 2266861 209 llle 2613809 
204 246 2598318 205 2le 2193856 | 209 1226 2492564 
204 286 2341712 205 226 2518534 209 2236 2338501 
204 286 2422902 205 256 2327091 210 536 2220574 
204 286 2424173 205 256 2633234 | 210 576 2304248 
204 286 2429222 | 205 266 2281230 210 666 2308697 
204 286 2667453 206 2e 2410681 210 1546 2513781 
204 286 2686859 206 466 2308713 210 184.6 2440487 
204 286 2725352 206 466 2355804 211 136 2299539 
204 326 2725353 | 206 596 2169293 211 Tle 2577120 
204 34e 2422903 | 206 596 2172055 211 72e 2409484 
204 346 2640020 | 206 596 2172056 | 211 936 2483899 
204 386 2377321 | 206 596 2210524 | 211 1206 2341496 
204 386 2398712 206 596 2213833 | 211 1266 2161629 
204 386 2398881 206 596 2285185 | 211 1266 2257536 
204 386 2399094 | 206 596 2539890 | 211 1266 2258133 
2 386 2418932 | 206 806 2165539 | 211 144.6 2367082 
2+ 426 2430468 207 le 2298887 | 213 34s 2401905 
204 4Be 2710832 207 le 2338854 214 le 2346293 
204 1066 2286240 207 le 2346309 214 le 2371675 
204 1066 2286241 | 207 le 2380722 214 le 2425362 
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CLASS SUB PATENT CLASS SUB PATENT CLASS $UB PATENT 
214 le 2662646 219 4e 2343687 | 219 17e 2710904 
66 2350273 | 219 4e 2343998 | 219 19.6 2344298 
— 6e 2386545 | 219 4e 2351230 219 196 2526888 
214 66 2593343 | 219 4e 2351722 219 206 2278633 
214 6e 2627986 219 4e 2355444 219 206 2386903 
214 8e5 2463928 | 219 4e 2380529 | 219 206 2396196 
214 8e5 2523711 | 219 ae 2387067 | 219 206 2455387 
214 1065 2262794 | 219 4e 2388754 219 206 26406137 
214 lle 2362079 | 219 4e 2393719 219 206 2706764 
214 lle 2688415 | 219 4e 2394599 219 206 2706765 
214 176 2614707 219 4e 2394626 219 236 2326572 
214 18. 2421920 219 4e 2409636 219 266 2179818 
214 21le 2237648 219 4e 2412278 219 266 2274408 
214 2le 2567707 219 4e 2418951 | 219 266 2582461 
214 386 2489869 219 4e 2421021 219 266 2717952 
214 606 2451975 219 se 2458928 | 219 296 2248059 
214 656 2505352 219 4e 2464839 219 296 2494029 
214 6564 2607502 219 4e 2472173 | 219 34s 2318533 
214 B9e 2431618 219 ar) 2537385 219 34e 2683794 
214 B9e 2546373 219 4e 2538496 219 386 2614200 
214 B96 2546374 219 4e 2655583 219 446 2271188 
214 986 2304649 219 4e 2668219 | 219 476 2147689 
214 llle 2559319 219 se 2686246 219 476 2179261 
214 12le 2379982 219 4e 2696545 | 219 476 2439517 
214 1306 2232045 219 8e 2632081 219 476 2443594 
214 1306 2236010 219 106 2250156 219 476 2477118 
214 6586 2718320 219 106 2303933 | 219 476 2477129 
214 6586 2718321 219 106 2404157 219 47e 2484613 
216 336 2344340 219 106 2432631 219 47Te 2496950 
217 526 2488368 219 106 2458340 219 476 2648759 
217 606 2515352 219 106 2585772 219 47e 2666841 
217 606 2593312 219 lle 2501481 | 220 308 2285034 
218 «5 2423038 219 lle 2501482 220 21e 2281653 
218 le 2564782 219 126 2283158 | 220 406 2338179 
218 l4e 2415769 219 126 2324809 220 556 2151751 
218 14s 2559847 219 12e 2348884 | 220 BOe 2227112 
218 256 2468286 219 12e 2397052 | 220 8B. 2432628 
218 47e 2713439 219 12e 2401176 | 221 796 2237474 
219 le 2621277 219 126 2410665 | 221 114. 2300546 
219 le 2667557 219 126 2435789 | 222 9e 2397610 
219 le 2679570 219 126 2459863 | 222 Se 2547132 
219 36 2393718 219 12e 2480351 | 222 106 2661866 
219 4e 2211186 219 12 2484650 222 1656 2648465 
19 Se 2234232 219 12e 2494474 222 1896 2634028 
iy 19 4e 2260866 219 126 2538495 226 le 2337678 
219 4e 2296317 219 l2e 2602872 226 196 2326296 
i 219 4e 2339884 219 126 2632082 226 196 2626093 
219 4e 2342594 219 13Be 2422417 226 19.6 2722356 
i 219 4e 2342595 219 17e 2303555 226 206 2324556 


219 4e 2343686 | 219 l7e 2328982 | 226 206 2324595 
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“LASS UB PATENT CLASS SUB PATENT CLASS SUB PATENT 
22 226 589143 235 6le 2431696 235 6165 2616625 
226 166 715991 235 Gle 2434270 235 6105 2658673 
26 I7* 489878 235 6le 24346861 235 61¢5 2658674 
26 76 2619274 235 6le 2455035 235 6105 2658675 
227 27Te 2497710 235 6le 2468179 235 6165 658676 
228 5e 2559856 235 6le 2468200 235 6165 2658677 
228 336 2521114 235 6le 2476747 235 6165 2658678 
228 526 2273124 235 6le 2481648 235 6165 2658679 
229 205 2217455 235 6le 2486809 235 6165 2658680 
229 66 2393734 235 6le 2494036 235 6165 669386 
229 l4e 340387 235 6le 2519262 235 6165 2670134 
229 166 344448 235 6le 2528100 235 6165 2686636 
229 l66 393277 235 Sle 2528101 235 6165 2701098 
229 326 2326926 235 6le 2538636 235 61¢5 2710720 
229 396 322389 235 6le 2572699 235 6146 2258290 
229 52e 2192686 235 6le 2587014 235 6106 2338636 
230 836 273993 235 6le 2625328 235 6146 2366193 
230 ll7e 2232375 235 Sle 2642223 235 6126 2588375 
230 l1l7e 2454314 235 ale 2666578 235 616 2666579 
230 1296 321907 235 Sle 668661 235 61e7 158872 
23% 156 2172554 435 le 671611 235 61le7 2241591 
23¢ l6O~6 426649 235 Ole 674409 235 6le7 522946 
32 5765 166639 235 6le 679977 235 6le7 2531622 
57eS 201089 235 6le 692082 235 6le7 572132 
236 57e 204747 235 6le 692728 235 6le7 72804 
23% 5745 2253863 235 6le 715996 235 6le7 615628 
23% 5765 287176 235 61210 165925 235 6le7 630269 
23 745 325954 235 61610 39524 235 ele? 630270 
y 5765 2691484 »35 e190 2268203 235 6le7 635807 
34 15 2424561 235 61610 2386763 235 6le 2634910 
ef 165510 235 6lel 2639092 235 6169 558477 
26 77349 235 Glell 90299 235 . 3164 
a4 568 387678 235 6165 7325 235 26 37767 
34 be 47214 35 Le5 408081 235 . 3235 
a4 >a! 69 35 5 428800 235 i26 +07320 
% ‘ a UV? <35 ee) *32504 235 . 2419583 
234 Oe g03 35 6165 +34274 235 ° 48111 
34 646 + 3 35 6165 435195 235 . Z 4990 
3 ‘ 88 35 6165 438112 235 I2¢ 589741 
35 ie i We 4 é35 eo 244 3624 235 726 599766 
35 2V0e 326204 35 6165 +52664 235 * 601403 
35 6le 23807 235 61¢5 2466879 235 . 616627 
35 le 2410 35 61¢5 476269 235 ° 630970 
: 6le 3989 235 6165 479909 235 ° 635810 
Ole 32 Ole 4058448 35 . »735 
Gle 32994 +5 6165 +89907 235 . 45 
33 6le 4387 35 C «5 31 35 . 1 
35 Ole + 536 35 . 1119 45 . 
b Cle 3% € 3 61e5 3 35 . 57 
as . 10 5 ‘ + 236 . 4 
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CLASS 


236 
2 
z 
236 
237 
240 
240 
240 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
742 
2 
242 
242 
242 
242 
242 


SUB 


PATENT 


2505038 
2475425 
2610797 
2488580 
2587322 
2225057 
2301788 
2203469 
2427079 
2171119 
2185883 
2192694 
2230363 


2326969 


2327211 
2341650 
2348889 
2367489 
2371034 
2387570 
2425511 
2430105 
2430106 
2452733 
2588139 
2643067 
2656124 
2657865 
2704637 
2727698 
2375861 
2375862 
2398217 
2590246 
2635819 
2666591 
2688449 
2725198 
2172770 
2177260 
2221390 
2243837 
2246143 
2315904 
2348798 
2355538 
2360960 
2382451 
2393548 
2406397 





CLASS 


242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 


SUB 


9e 

9e 
106 
106 
106 
256 
256 
256 
256 
256 
256 
256 
256 
256 
256 
256 
256 
256 
256 
266 
3505 
376 
42e 
426 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
456 
4602 
54.6 
54e 
54e 
S4e 
546 
546 
54e 
556 
556 


PATENT 


2406846 
2509073 
2158827 
2218118 
2649252 
2153996 
2307925 
2323677 
2336574 
2391088 
2561725 
2585994 
2605052 
2607542 
2661161 
2674414 
2682997 
2717125 
2719012 
2372400 
2203258 
2724561 
2363205 
2623701 
2219196 
2221543 
2316508 
2321096 
2328322 
2343461 
2346917 
2353639 
2421347 
2425525 
2485895 
2566848 
2571023 
2594427 
2666019 
2717127 
2656127 
2195859 
2401518 
2561736 
2650772 
2668673 
2678776 
2693916 
2508484 
2686012 





CLASS 


242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 
242 


suB 


5502 
566 
56 
57 
586 
5Be 
586 
686 
686 
686 
686 
72e 
726 
756 
756 
756 
756 
756 
75.6 
756 
756 
756 
77 
TT 
77e 
7Te 
TT 
77s 
77 
77Te 
TTe 
TTe 
78.6 
796 
BOs 
806 
BOs 
806 
806 
B2e 
B46 
906 
966 
llle 
llle 
1136 
1156 
1166 
116.6 
1236 


PATENT 


2275798 
2675188 
2724562 
2377573 
2524106 
2706092 
2721710 
2146835 
2381535 
2469993 
2514970 
2561745 
2655322 
2266437 
2353408 
2398879 
2547399 
2622820 
2622821 
2648504 
2662697 
2675191 
2152522 
2152523 
2158994 
2159469 
2210878 
2229722 
2393733 
2460972 
2501596 
2589048 
2628040 
2503995 
2546636 
2546637 
2598537 
2626111 
2688453 
2407353 
2548248 
2266446 
2455683 
2361258 
2459336 
2577168 
2585999 
2518533 
2709051 
2479059 
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CLASS SUB PATENT CLASS suB PATENT CLASS SUB PATENT 
242 1236 2503374 | 248 3466 2295666 250 6e 2632101 
242 1236 2514932 248 3586 2347969 250 6e 2641692 

2 1236 2521922 248 3566 2609171 250 66 2649539 

+2 1246 2550604 248 36le 2382428 250 60 2662974 
242 1286 2163711 | 248 361e 2408755 250 6e 2670435 
242 128.6 2258153 249 166 2650791 | 250 6e 2678997 
242 1286 2338539 250 le RE21955 250 6e 2678998 
242 1306 2523806 250 le 2183399 | 250 6e 2686256 
242 1306 2711293 | 250 le 2206896 | 250 6e 2691723 
242 13le 2332005 250 le 2206903 | 250 6e 2694140 
242 1346 2575062 250 le 2232858 | 250 6e 2694141 
242 1396 2544348 | 250 le 2247662 250 6e 2717956 
242 1406 2504046 | 250 le 2248215 250 be 2721935 
242 1406 2678782 | 250 le 2261272 250 Te 2599368 
242 147e 2177750 | 250 le 2301929 250 Te 2634366 
242 1496 2348856 | 250 le 2406358 250 Te 2651715 
242 15le 2655325 | 250 160 2421028 250 Be 2154921 
242 1546 2230347 | 250 160 2426189 250 Be 2338155 
242 154.6 2393243 | 250 1062 2421747 250 Be 2358610 
242 1566 2507297 | 250 1062 2422182 250 Be 2384456 
242 1566 2571061 | 250 162 2426182 250 Be 2422664 
242 1576 2634921 | 250 162 2426245 250 Be 2424971 
242 157. 2657879 250 1662 2426658 | 250 Be 2512038 
242 158.6 2224905 250 1066 2414486 | 250 Be 2554793 
242 158.6 2407542 | 250 1066 2422204 250 Be 2640914 
242 1586 2478413 | 250 1e66 2422205 250 9e 2153052 
242 1586 2519461 | 250 1066 2426216 250 9e 2284247 
242 1586 2562733 | 250 168 2416351 250 9e 2388906 
244 137 2456284 | 250 168 2421394 | 250 9e 2407684 
246 3le 2708715 | 250 1068 2426232 | 250 Ge 2457986 
248 136 2386906 250 le72 2418465 250 Ge 2520534 
248 226 2351725 250 2e 2153051 250 9e 2523748 
248 ble 2182885 250 2e 2223224 | 250 lle 2145024 
248 6le 2222652 250 2e 2305496 | 250 lle 2169553 
248 6le 2384440 250 26 2554591 | 250 lle 2173858 
248 686 2322666 250 66 . 2212338 | 250 lle 2206923 
248 686 2712916 250 Ge 2231636 250 lle 2225928 
248 Tle 2280983 | 250 66 2261628 | 250 lle 2234587 
248 726 2284302 | 250 66 2265056 | 250 lle 2236393 
248 1206 2634931 250 66 2326290 | 250 lle 2239775 
248 1246 2408316 | 250 66 2363571 | 250 lle 2243426 
248 1396 2398715 | 250 6e 2363583 | 250 lle 2245660 
248 1626 2678788 | 250 6e 2383908 250 lle 2247666 
248 22065 2274411 | 250 be 2401759 | 250 lle 2268844 
x 2226 2254847 | 250 66 2436824 | 250 lle 2273447 
< 2866 2650789 | 250 6e 2467299 250 lle 2283935 
248 2986 2687265 | 250 Ge 2469539 | 250 lle 2286839 
248 3006 2301878 250 66 2570305 | 250 lle 2292342 
248 3156 2337665 | 250 6e 2589158 | 250 lle 2298449 


248 3466 2246585 | 250 66 2607887 | 250 lle 2350916 
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.ASS je PATENT LA PATEN CLASS UB PATENT 
250 lie 236980 0 . 188758 50 206 2686260 
lle 2405231 250 206 2190546 250 206 2694142 

J lle 2405242 250 Oe 2208398 250 206 2704325 
5 lle 2405992 250 De 22089 250 226 2263308 
ile 2407649 | 250 206 2219749 | 250 27° 4070 
lle 2408435 250 0 2219751 0 27. 2146091 
250 lle 2408773 2 206 2233384 50 27e 2148578 
250 lle 2409183 2 06 2242791 0 27 2165025 
>0 lle 2411872 250 Oe 2243214 250 27 2165308 
250 lle 241220: 250 206 2246688 250 27 2168760 
250 lle 2414798 250 , 2259000 250 27e 2186130 
25 lie 2415089 | 250 206 2262945 | 250 27° 2187591 
250 lle 2416342 250 206 2272401 250 27 2188159 
30 lle 2416675 250 206 2275389 250 27° 219055: 
250 lle 2416698 250 Oe 2276863 250 27. 2193578 
0 lle 241920 250 206 2282744 250 276 2193579 

25¢ lle 241955¢ 250 206 2284444 250 27 21950 
250 lle »419946 25¢ 206 2304179 250 27e 2197868 
250 lle 2422184 250 206 2309705 250 27e 2203004 
J Lie 2422691 25¢ Oe 2327866 25 27. 2207354 
lle 2423437 50 Oe 344017 50 Te 2214019 
é le 5 0 Oe 2375051 250 Te 2217168 
250 136 2 45 250 Oe 2375126 250 276 221719 
25 L36 223 10 250 206 2378944 250 27° 221719 
e 455094 250 206 401355 250 2Te 2227909 
. 46075 250 ‘ 2410840 250 27 2228266 
Q ide 223 3 50 Oe 2416346 250 27 2230558 
l3e 2547539 250 20e« 2439038 Q Te 3697 
: 649541 C Oe 2433387 250 276 223749: 

. 656625 C Oe 2436828 250 27° 224431 
. 14853: 250 Oe 2436530 50 27. 4604 

0 . US2 Q Je 45163 250 27e 22513 

« 256121 ) e + J5 J 27 1335 

Le 2614211 250 =) 2494 50 27s 22542¢ 
L5e 2621514 Ve Ol 50 27 e259 % 
‘ 265981 0 206 527617 50 27 60313 
+. f c J . 23069 250 27 272998 
J . 71856 0 O* 253354 0 276 2280303 
“ 21604 0 Oe 4950 250 27. é 0446 
e | l 9 ‘ 63591 0 27. é O52¢é 
‘ < A J . 2572216 ~ 27° 2280949 
Lie ai é J . 7648 250 Te 2281441 
. SO941 . »896E 50 Te 287408 
. 61879 206 9711 50 27 Ze 25¢ 

Lie 462181 < . y 34 2 27° 9317 

. . 4216 0 de 5940 50 27 9610 
Life 4 44 - 656 < le ‘ I7 < 

. 263611 J . 64876 0 Te 230211 

. 639 . 6 50 le 230901 

. 66 6 0 . 679 250 27e 23092 
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CLASS SUB PATENT | CLASS SUB PATENT CLASS SUB PATENT 
250 27 2309525 250 276 2538615 250 27e 2681988 
250 276 2312498 250 27 2541276 250 27 2691729 
50 27 2313819 250 276 2541378 | 250 27e 2695956 

50 276 2314739 250 27 2542644 | 250 27 2701305 
250 276 2315073 250 27 2546371 250 276 2719917 
250 27e 2315442 250 27e 2547386 250 27 2721937 
250 276 2316044 250 276 2553752 250 27 2722603 
250 276 2317783 250 27 2556377 250 27s 2724771 
250 27e 2324797 250 27 2556699 250 27 2726328 
250 276 2327791 250 27° 2570225 | 250 27 2726330 
250 27 2328671 250 27e 2572586 250 2765 2142331 
250 276 2329792 250 27Te 2573150 250 27¢5 2148538 
250 27s 2332977 250 27e 2576029 250 2765 2151797 
250 27e 2339466 250 276 2576833 250 2705 2156064 
250 276 2375280 250 27s 2577355 250 2705 2159747 
250 27. 2376395 250 276 2579302 250 2765 2160086 
250 276 2384379 250 27 2580673 250 2765 2161005 
250 276 2391967 250 276 2580875 250 2745 2163156 
250 276 2403025 250 27° 2582480 250 2765 2163244 
250 276 2408086 250 27e 2583102 250 2725 2163247 
250 276 2408809 250 27Te 2583562 250 2765 2167519 
250 276 2411898 250 27e 2590514 250 2765 2173679 
250 27s 2414479 250 276 2593113 250 2765 2173923 
250 276 2416355 250 27 2595667 250 2765 2184756 
250 27. 2428819 250 276 2602151 250 2725 2186127 
250 276 2428989 250 27 2602890 250 2705 2188940 
250 276 2432516 250 27. 2606288 250 2765 2196040 
250 276 2433403 250 27 2606309 250 2765 2197041 
250 276 2433863 250 276 2607030 250 2705 2197042 
250 27e 2434259 250 27 2607891 250 2765 2201880 
250 2Te 2434273 250 27Te 2607892 250 27065 2212929 
250 27e 2435207 250 276 2609498 250 2765 2217205 
250 27Te 2435598 250 2Te 2610295 250 27¢5 2217334 . 
250 276 2443612 250 27e 2614217 250 2705 2217774 
250 27Te 2458553 250 27. 2617930 250 27¢5 2227093 
250 27s 2458599 250 27e 2641695 250 2765 2249098 
250 27e 2471262 250 27Te 2650299 250 2765 2258437 
250 27Te 2471268 250 27e 2656460 250 27e5 2264735 
250 27Te 2477047 250 27e 2657307 250 2765 2267450 
250 27e 2481667 250 2Te 2657309 250 2705 2268197 
250 27e 2486491 250 27e 2658997 250 2705 2268670 
250 2Te 2499742 250 27e 2663795 250 2725 2271685 
250 276 2504354 250 276 2664504 250 2705 2277148 
250 27e 2514671 250 27 2664505 250 2705 2277423 
>_—O 276 2519247 250 276 2669654 | 250 27¢e5 2277858 

27e 2519278 25 27e 2669656 | 25 2765 2278628 
250 276 2526551 250 27e 2671170 | 250 27¢5 2278964 
250 27s 2534872 250 27Te 2674692 | 250 27¢e5 2279821 
250 276 2537843 250 27°¢ 2679585 | 250 2705 2280939 


250 27e 2538267 250 2Te 2680194 250 27¢5 2280980 
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CLASS suB PATENT CLASS SUB PATENT | CLASS SUB PATENT 
250 2765 2281717 250 2765 2460484 250 33057 2458885 
: 2765 2282392 | 250 2765 2471263 250 33063 2427005 
220 2705 2295569 | 250 2705 2488331 250 33063 2429601 
250 2765 2296885 | 250 2765 2507696 250 33063 2434253 
250 2765 2303166 250 2765 2507706 250 33063 2436380 
250 2765 2304657 | 250 2705 2507709 250 33063 2447768 
250 2765 2317222 | 250 2765 2508529 250 33063 2457562 
250 2765 2320120 | 250 2765 2509906 250 33063 2482162 
250 2765 2320170 | 250 2765 2509947 250 33063 2493842 
250 2765 2328989 250 27¢5 2515337 250 33063 2496643 
250 2765 2331398 | 250 2705 2515361 250 33063 2503549 
250 2765 2340799 | 250 27¢5 2518308 250 33063 2518526 
250 2765 2341752 | 250 2765 2518319 250 33063 2526573 
250 2765 2342412 | 250 2765 2520016 250 33063 2540839 
250 27¢5 2346913 | 250 2705 2531623 250 33063 2547416 
250 2765 2350003 | 250 306 2228285 250 33063 2548655 
250 2765 2352137 | 250 306 2402839 250 33063 2549143 
250 2765 2352635 250 3le 2415841 250 33063 2562277 
250 2765 2352657 250 3le 2419237 250 33063 2572628 
250 27¢5 2355432 | 250 3le 2430028 250 33063 2576463 
250 2765 2356035 | 250 3le 2432097 250 33063 2577619 
250 2705 2356112 250 3le 2432100 | 250 33063 2579324 
250 2765 2356566 | 250 31e 2432116 250 33063 2585562 
250 2765 2362937 | 250 31e 2438110 250 33063 2585866 
250 2765 2368060 | 250 31le 2438521 250 33063 2588249 
250 2765 2373175 | 250 3le 2438892 250 33063 2594409 
250 2765 2380502 | 250 3le 2438893 250 33063 2596251 
250 2765 2383925 | 250 3le 2441590 | 250 33063 2599763 
250 2765 2392367 250 31le 2456305 | 250 33063 2603749 
250 2765 2402147 250 3le 2563613 | 250 33063 2627027 
250 2765 2403444 | 250 31le 2627575 250 33063 2636125 
250 2765 2403445 | 250 31le 2663796 250 33063 2640154 
250 2765 2411548 250 336 2153768 | 250 33063 2647212 
250 2765 2413689 250 336 2166237 250 33063 2652493 
250 2765 2413738 250 336 2184729 250 33063 2663797 
250 2765 2414500 250 336 2235506 | 250 33063 2669657 
250 2705 2414805 250 336 2258953 | 250 33063 2688700 
250 2705 2415816 250 336 2285565 250 33063 2692336 
250 2765 2416298 250 336 2298034 250 33063 2694147 
250 2765 2416799 250 336 2323641 250 33063 2712067 
250 2705 2418117 250 336 2425336 250 33063 2718592 
250 2765 2422659 250 336 2435609 250 33065 2458175 
250 2765 2432513 250 336 2485457 | 250 33065 2471284 

40 2765 2442378 250 336 2563990 250 33065 2479897 
-20 27¢5 2445411 250 336 2659817 250 33065 2482156 

250 2765 2448573 250 33051 2600513 250 33665 2483575 
250 2765 2451556 250 33053 2521550 250 33065 2489865 
250 2765 2455381 250 33053 2706779 250 33065 2492951 
250 27¢5 2455846 250 33655 2432134 250 33065 2495219 
250 2765 2460401 250 33655 2466354 250 33065 2500625 








CLASS 


250 
250 

50 

10 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
204 


250 
250 


250 
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SUB 


33065 
3365 
33065 
33065 
33065 
33065 
33665 
33065 
3365 
33065 
33065 
33065 
33465 
33469 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 


PATENT | CLASS 


2521524 
2522125 
2530890 
2537822 
2541324 
2542844 
2546322 
2575058 
2607010 
2690508 
2695958 
2705754 
2706781 
2682610 
2142313 
2151754 
2157799 
2159595 
2159596 
2159597 
2162806 
2163403 
2163756 
2165509 
2165517 
2167254 
2178464 
2180364 
2180365 
2180816 
2181280 
2189770 
2207940 
2218709 
2231634 
2234690 
2235667 
2237135 
2252870 
2254264 
2254852 
2257663 
2257685 
22586128 
2259528 
2262149 
2264764 
2272605 
2275452 
2279319 


| 


| 
| 








250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 
250 


SUB 


366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 
366 


PATENT 


2279872 
2281461 
2288025 
2298075 
2298085 
2300075 
2300429 
2303485 
2308523 
2310695 
2312723 
2319965 
2323192 
2332102 
2341067 
2343539 
2352451 
2368031 
2369663 
2379694 
2385260 
2406364 
2407297 
2407298 
2407667 
2409227 
2409620 
2411151 
2416315 
2416718 
2418484 
2418825 
2418826 
2418842 
2434669 
2435262 
2435585 
2435586 
2436397 
2436398 
2438954 
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2455472 
2458000 
2466904 
2469569 
2469977 
2477076 
2482373 
2484611 
2486265 
2488297 
2493011 
2500637 
2501620 
2537341 
2540478 
2541320 
2547523 
2556286 
2556296 
2567406 
2570978 
2575363 
2583542 
2585722 
2586597 
2588240 
2589739 
2593330 
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2595662 
2601444 
2609508 
2610297 
2614222 
2621295 
2633534 
2639385 
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2641705 
2648773 
2660676 
2676258 
2681993 
2681996 
2683219 
2691734 
2692337 
2695959 
2695960 
2695961 
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CLASS SuB PATENT | CLASS suB PATENT | CLASS SUB PATENT 
| 
| 

70 le 2531230 | 307 966 2686271 | 313 198. 2650320 
2 le 2539535 | 307 1066 2703368 | 313 2406 2534373 
290 le 2549464 | 307 1326 2697792 313 2476 2534548 
290 4e 2509913 | 307 1326 2706258 313 2496 2641726 
290 4e 2655603 | 308 2e 2322292 313 2506 2663818 
290 306 2186217 | 308 1886 2609256 313 2566 2534393 
290 306 2386638 | 308 2376 2477139 | 313 2566 2576251 
292 158.6 2513815 | 309 le 2374595 313 2576 2660688 
292 3026 2196049 | 310 Be 2669666 313 2616 2527166 
294 196 2257963 | 310 Be 2691738 | 313 2616 2592549 
294 676 2384307 | 310 Bel 2660680 | 313 26le 2663819 
294 676 2698764 | 310 B02 2644904 | 313 2786 2602907 
294 6% 2225076 | 310 Be2 2656473 | 313 2936 2617959 
294 836 2388005 | 310 Bo4 2682003 313 337.6 2594897 
294 956 2271206 | 310 8e7 2636135 313 3386 2585582 
294 976 2262811 | 310 Be7 2645727 | 313 3506 2549551 
294 976 2305320 | 310 8e7 2650991 313 3506 2567415 
294 100.6 2184074 | 310 8e9 2639392 315 le 2372359 
294 1036 2662792 | 310 907 2657320 315 le 2527652 
294 1106 2224913 | 310 21e 2630465 | 315 le 2652512 
294 1106 2378570 | 311 386 2561741 315 20 2436393 
294 1176 2363076 | 312 Ble 2282158 315 36 2652513 
297 156 2233884 | 312 406 2300984 315 30 2661441 
302 26 2257683 | 312 506 2240974 315 3e 2683238 
302 26 2277683 | 312 107.6 2577101 315 36 2692351 
302 20 2310417 | 312 1126 2427012 315 36 2694159 
302 26 2337883 | 312 14002 2475428 315 305 2708727 
302 26 2345967 | 312 L4le 2167525 315 305 2716202 
302 20 2489025 | 312 1866 2698212 315 306 2575383 
302 14s 2346795 | 312 2556 2652307 315 306 2602148 
307 646 2653252 | 313 376 2649553 315 3e6 2637001 
307 656 2653253 | 313 656 2544753 315 3e6 2707759 
307 88. 2673936 | 313 656 2544754 315 306 2725499 
307 B86 2676271 | 313 666 2544755 | 315 4e 2437274 
307 8865 2620448 | 313 736 2668927 | 315 4e 2608668 
307 8865 2622211 | 313 77° 2578342 | 315 56 2381539 
307 8865 2622212 | 313 1036 2526574 | 315 Se 2405175 
307 8805 2622213 | 313 1036 2547142 | 315 56 2406850 
307 8865 2627039 | 313 1486 2706263 | 315 5 2408409 
307 8865 2629833 | 313 1786 2607901 | 315 Se 2408410 
307 8865 2629834 | 313 1856 2593109 | 315 56 2408437 
307 8865 2636133 | 313 1886 2579306 315 5e 2409179 
307 8805 2655608 | 313 1966 2633550 | 315 5e 2409222 
307 8865 2655609 | 313 1966 2646523 | 315 56 2409224 
307 8865 2655610 | 313 1986 2549064 315 56 2411912 
307 8865 2657318 | 313 1986 2560346 315 Se 2411913 
307 8865 2663806 | 313 1986 2560347 315 Se 2416714 
307 8865 2670445 | 313 198.6 2560348 | 315 5e 2423078 
307 8865 2723355 | 313 1986 2564040 315 Se 2463617 


307 8865 2724780 | 313 1986 2578370 315 5e 2466062 
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CLASS SUB PATENT | CLASS SUB PATENT | CLASS suB PATENT 
315 5e 2469964 315 l4e 2390884 315 386 2423444 
315 56 2494693 315 156 2360356 | 315 396 2414084 
“15 5e 2513277 315 156 2407296 315 396 2414085 

15 5e 2513296 315 156 2409644 315 396 2419572 
315 5e 2513359 315 156 2505060 315 396 2424576 
315 5e 2513371 315 156 2537862 315 396 2457524 
315 5e 2566584 315 166 2509065 315 396 2474485 
315 5e 2566825 315 l7e 2332622 315 396 2500430 
315 5e 2635206 315 17e 2351501 315 396 25238641 
315 56 2635207 315 2le 2395299 | 315 396 2530373 
315 5e 2719246 315 2le 2417450 315 396 2629841 
315 Oe RE23369 315 2le 2452157 315 406 2418469 
315 6e 2367295 315 2le 2463535 | 315 406 2445282 
315 Ge 2372193 315 2le 2473691 | 315 406 2447537 
315 Ge 2379819 | 315 2le 2496633 | 315 406 2459030 
315 Ge 2388289 315 2le 2498081 | 315 406 2466765 
315 Ge 2394008 315 216 2522291 315 406 2466922 
315 66 2407274 315 2le 2527113 315 406 2474898 
315 66 2409608 315 21le 2534372 315 406 2480462 
315 6e 2413725 315 2le 2616060 315 406 2504329 
315 6e 2416283 315 2le 2666163 315 400 2506955 
315 Ge 2416303 315 2le 2713650 315 406 2533512 
315 Ge 2428779 315 226 2399754 315 406 2535713 
315 6e 2428780 315 226 2414096 315 406 2537824 
315 6e 2455269 315 226 2416290 315 406 2541195 
315 66 2457194 315 226 2418133 315 406 2595652 
315 6e 2458556 315 226 2434264 315 406 2623198 
315 Ge 2464349 315 226 2449848 315 406 2657334 
315 Ge 2484643 | 315 22e 2452655 | 315 506 2324034 
315 66 2494721 | 315 226 2456973 | 315 526 2634384 
315 66 2556978 315 226 2492700 | 315 556 2522259 

315 6e 2609520 315 226 2560815 | 315 58e 2502530 
315 66 2641732 315 24e 2367728 | 315 6le 2528849 
315 Te 2535317 315 246 2406382 | 315 636 2527127 
315 96 2451484 315 246 2423829 | 315 9B8e 2509053 
315 9e 2576040 315 24e 2480878 315 1046 2656487 
315 106 2416720 315 246 2481354 | 315 L3le 2488350 
315 106 2535810 | 315 246 2496970 | 315 1636 2668931 
315 106 2591842 315 246 2522124 315 1636 2696572 
315 lle 2338036 | 315 246 2694160 315 1666 2534856 
315 lle 2369569 315 266 2444338 | 315 1666 2658166 
315 lle 2580697 315 266 2578343 | 315 1666 2678409 
315 26 2373396 | 315 27e 2393601 | 315 1666 2709771 
315 l2e 2540834 | 315 27. 2444407 315 167.6 2575370 
815 126 2540835 315 27¢ 2516797 315 167e 2575371 

’ l2e 2560585 | 315 286 2363659 | 315 1676 2575372 
245 26 2567359 315 286 2412210 | 315 167e 2607021 
315 l2e 2675499 | 315 296 2416320 315 167.6 2607902 
315 1l2e 2706264 | 315 306 2343988 | 315 168.6 2598677 
315 136 2516752 | 315 386 2423443 | 315 1686 2607015 


26086 O—58—pt. 2, vol. 3——-26 
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CLASS SUB PATENT CLASS SUB PATENT | CLASS suB PATENT 
340 2536 2685683 | 343 136 2428058 346 1396 2511195 
30 2536 2719289 343 136 2446630 | 346 1396 2719775 

2596 2710394 | 343 136 2475707 
340 2596 2728905 | 343 136 2478670 
340 2656 2633565 | 343 136 2507746 
340 2656 2671210 | 343 136 2514677 
340 324-6 2728906 343 13 2534862 
340 3456 2657377 343 136 2591856 
340 3456 2657378 | 343 136 2595691 
340 3466 2672604 | 343 15e 2515332 
340 3466 2728074 | 343 166 2476441 | 
340 3496 2648836 | 343 166 2518564 | 
340 3546 2678435 343 166 2556673 | 
340 3546 2708748 343 17el 2725555 
340 3646 2701357 343 1Be 2432984 | 
340 3656 2635230 343 186 2472782 
340 387.6 2716232 | 343 186 2520008 
340 4026 2658193 343 18e 2543130 
340 4026 2658194 343 1006 2443643 
343 56 2461005 343 1036 2436376 
343 Se 2510299 343 107-6 2487759 
343 5e 2531201 343 1106 2607916 
343 Se 2537139 343 ll2e 2472158 
343 5e 2549131 343 1l2e 2478759 
343 5e 2556669 343 1136 2434957 
343 66 2491276 343 1136 2437695 
343 7 2459117 343 118.6 2546370 
343 le 2527153 343 119.6 2548671 
343 7e3 2708750 343 1206 2443529 
343 Be 2476032 343 l177e 2641757 
343 Be 2480038 343 177e 2694196 
343 Be 2634413 343 1796 2722682 
343 Se 2523398 343 2006 2572235 
343 96 2701358 343 2006 2630564 
343 106 2514617 343 2006 2640193 
343 106 2581847 346 Te 2537858 
343 106 2594078 346 Be 2669500 
343 lle 2433002 346 Be 2686099 | 
343 lle 2437268 346 226 2522463 | 
343 lle 2445409 346 336 2502837 | 
343 lle 2467319 346 336 2531600 
343 lle 2471264 346 336 2536193 
343 lle 2471516 | 346 336 2639965 
343 lle 2499941 346 44e 2617704 | 
3 lle 2515339 346 T4e 2511121 | 
~+3 lle 2527624 346 T4&e 2560474 
343 lle 2560818 346 T4&e 2561476 
343 lle 2617094 346 T4&e 2648589 
343 lle 2637025 346 T4&e 2672395 


343 lle 2656532 346 74&e 2719773 | 
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COVINGTON & BURLING, 
Washington, D. C., May 21, 1958. 
Hon. EMANUEL CELLER, 
Chairman, Judiciary Committee, 
House of Representatives, Washington, D.C. 


DEAR MR. CELLER: On behalf of American Telephone & Telegraph Co. and West- 
ern Electric Co., Inc., I hereby submit two documents which it is requested be 
included in the record of the hearing by the Antitrust Subcommittee on the 
consent decree entered in the antitrust suit brought by the United States against 
these two companies: 

1. A 12-page tabulation showing all increases and decreases in interstate tele- 
phone rates since the establishment of the Federal Communications Commission. 

2. A 6-page memorandum relating to the comparison of Western Electric prices 
with those of independent manufacturers, together with an attached list, com- 
prising 9 pages, of citations to cases before State regulatory agencies. 

The first of these documents is submitted in response to a suggestion which 
you made during the testimony of Mr. Crosland, and which is reported on pages 
1242-1243 of the transcript. The second of the documents is submitted to supple- 
ment testimony given by Mr. Moulton, particularly the testimony that appears 
at pages 833-834 and 842-844 of the transcript. 

Respectfully submitted, 
Hueu B. Cox. 


AMERICAN COMPANY JOINT INTERSTATE RATE CHANGES SINCE ESTABLISH?IENT OF 
FEDERAL COMMUNICATIONS COMMISSION ? 


Composite of all services 


Estimated | Estimated Estimated Estimated 
values of rate | values of rate values of rate | values of rate 
Year changes at time! changes at 1957 | Year changes at time| changes at 1957 
ofchange? | volumesof | of change ? volumes of 
business business 
1935 $581, 000 $11, 399, 000 1947... $835, 000 | $2, 554, 000 
1936 8, 440, 000 138, 948, 000 1950. _ 229, 000 504, 000 
1937 12, 180, 000 171, 494, 000 1952. 1, 025, 000 1, 687, 000 
1939 1, 320, 000 17, 406, 000 1953 - (61, 940, 000) (95, 140, 000) 
1940 5, 404, 000 | 63, 324, 000 1954. _ _ 157, 000 228, 000 
1941 13, 005, 000 116, 629, 000 1055... 102, 000 128, 000 
1943. 31, 842, 000 135, 870, 000 1956... 477, 000 529, 000 
1944 7, 710, 000 27, 047, 000 1957 42, 000 42, 000 
1945 22, 220, 000 67, 460, 000 natn s 
1946 19, 742, 000 59, 009, 000 Total 63, 371, 000 719, 118, 000 


' The estimated values of rate changes include those interstate services furnished jointly by the Bell 
operating companies and the long-lines department of A. T. & T.; they do not include the revenue effect 
of rate changes for interstate services wholly furnished by the Bell operating companies. 

2 Figures in parentheses indicate increases in charges to customer. Other figures represent decreases 
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AMERICAN COMPANY JOINT 


1 


INTERS1 
ESTABLISHMENT OF 


PROGRAM 


ATE SERVICE 


FEDERAL 


‘'elephone message service 


DEPARTMENT 


PRINCIPAL RATE 
COMMUNICATIONS 


OF 


JUSTICE 


CHANGES SINC! 


("OM MISSION 


Changes amounting to less than $50,000 annually are excluded] 


OTHE 


ER 


THAN 


Description 


date 

Tune 1935 Night rate period extended to cover discontinued evening 
period 

Jan. 1 193¢ Reduced rates established for person-to-person messages 
n night rate period Night rates made applicable all 
lay Sunday to both station-to-station and person-to 
person messages 

ept. | t Rates reduced for hauls beyond 234 miles. Station-to 
tation additior minute rates made applicable t 
viditional minute nm exce yf three minutes on per 

t person rie Sage 
Ja ] 137 Rate educed yY s bevond 42 mile United 








thereafter 





re red to as schedule II 
May 40 Rates reduced for hauls beyond 420 miles Schedule II 
inchanged 
July rE} Rat reduced for hauls between 144 and 1,530 mil 
vithin United States and ov ( es betwee 
ted Stat ind Canada. Stat to-station add 
t il minute rates n ipplicable to all additiona 
nutes on person-to-person message Report charges 
liminated 
rep. | 1943 Additional minute rates reduced fron 4 to 4 of initial 
period rate tor serv the United State 
Mar. 15, 194 Additional minute r ed from 44 to \ of initia 


period rate for serv 
~ 


1044 D 


ya 


States and over 810 
ind Canada 





Rates reduced for hauls over 





yunt period advanced 7 p. m. to 6 p. m 


vithin the United 
United States 


740 miles 


miles between the 


between 340 and 2,140 miles 
States and between 330 and 2,810 


Tnited States and Canada 


Through schedule II rates applied in place of Schedule I 


Feb. 1, 194 Rates reduced for hauls 
within the United 
miles between the [ 
plus other line rate 
Manitoba 

Mar. 1, 195 Rate nereased for n 


traffic and to 600 mil 


for most hauls between 600 and 2,300 miles 
tation initial period changed from 6 
ites. Long Island turning point « 
long lines and associated company interstats 


For 
afl mbhined 
afl om 1 


ases in plant 
vhie 


h 
iS, W 1 





, the annual repricing eff 


hout $14,435,000. TI 


shout $30 


s between the United States and 


hauls to 150 miles for 
es for person traffic 


station 
j 


10st 
tates reducer 
Short haul 
minutes to 4 min 
liminated 


paratior wedure re t 
I ati | 1 i 


and exper i ned nt 
had an ef 


OVERSEAS SERVICE 


Estimated 
savings to 
customer 
innual values 
it the time 
of change 


$480, 000 


1. 700, 000 

6. 000. 000 

12 MO). OOM 
300), OOO 

ms (An) 

“i uy 

21, 300, 001 
360, OOF 

5, 000, 000 

3 150, 000 

BAD O00 
75. 000 


115, 300, 000 
2175, OO 


AS, O00 

wn). OK 
$8 ‘ 

{ 3, OOK 


Estimated 
values of rate 
changes at 
1957 volume 
of busines 


$9. 417, OM 


ORT. OOM 
Im, 778, OOM 
494. 000 


107. 481. 000 


408, OOM 


QO &R WM 


46, 000 


17. 540. 001 
2 526, 000 
62, 724, 000 
2 531. 000 


45, 732, 000 
523, 000 


173, 000 

Hae ) 
R4 IRR. OOK 
618, 300, OOF 
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Tele phone message service (“ontinued 


OVERSEAS SERVICE 


Estimated Estimated 


savings to values of rate 

Effective Description customer changes at 
date annual values 1957 volume 

it the time of business 


of change 


June 1, 1935 Night rate introduced on New York-London ocean link $50, 000 $981, 000 
; is compared with $30-day rate)—corresponding 
reduction to 27 other countries served via London 
Tuly 1, 193¢ Reduction in ocean link weekday rates to practically all 420, 000 6, 915, 000 
countries, except Asia, ranging from 25 to 50 percent; 
Sunday rates introduced—about 25 to 35 percent under 





















































N 1, 1939 Reduction in ocean link rates to South America, Puerto 120, 000 1, 582, 000 
Rico, PI Netherlands, Indies, Malaya and 
Hawa r generally from about 15 to 30 percent 
Aug 4 Rates for ( es zones 3 and 4 reduced from $4.50 54, 000 633, OM 
ind $6.75, respectively, to $3.75 and $4.50; San Fran 
o-Japan oceat ik rates reduced (weekday from 
$24 to $15; Sunday m $18 to $12 
Beginning in 1944 negotiations with overseas administra 
tions were on the basis of replacing the existing rate 
plan of ocean link rates and land line zone rates with 
through rates varying w iirline distances and at 
ippreciably lower levels “he objective was lay rates 
in ym $4.50 to $12. The following changes came 
from t se negotiations 
ir 1944 Involving 18 countries or areas—Argentina, Ba- 260, 000 12, OO 
! 1as, Bermuda, Brazil, Chile, Colombia, Costa 
Ric Curacao, Guatemala, Haiti, Hawaii, 
Honduras, Jamaica, Nicaragua, Panama, Peru, 
Puerto Rico, Surinam 
ar 1945 Involving 12 countries or areas—Alaska, Australia, 10, OO 2, 763, 000 
Brazil, France, Great Britain, Hawaii, Portugal, 
Puerto Rico, Russia, Spain, Trinidad, Venezuela 
Year 1946 Involving 32 countries or areas: Argentina, Austria, 1, 600, 000 4, 783, 000 
Barbados, Belgium, Bermuda, Brazil, Chile, Den- 
mark, Dominican Republic, Egypt, Eire, France, 
Great Britain, Indla, Italy, Jamaica, Japan, 
Kel Lt I Netherlands, Norway, 
alest Philippines, Portugal, 
I len, Switzerland, Trini- 
I 
4 i Involving 17 countri or i selgium, ( 835, 000 2 4, OOO 
Czechoslovakia, Eire, i nd, Great Britain, 
Greece, Hungary, Iceland ipan, Luxembourg 
Netherlands, Netherlands Indies, Poland, Rou 
mat Switzerland, Yugoslavia 
J 1, 1954 rt igh rates established between the United States and 229, 000 04, 000 
{ it 
4 Rates to Alaska increased 25 cents a minute, except in the 13, 000 135, 000 
} hect t p 
Oct 195¢ A pplicatior United States-Canada schedule II rates 112, 000 124, 000 
to message telephone service between the United 
nd points in Newfoundland 
erseas message telephone service 4, 497, 000 21, 616, 000 
me message service 51, 890, 000 639, 916, 00 
leletypewriter exchange service 
Change mounting to less than $25,000 annually generally excluded] 
Estimated Estimated 
savings to values of rate 
E fective Description customer changes at 
tat annual values | 1957 volumes 
at the time yf busir 
of chang 
Mar 1944 A dditior ite rates reduced $2, 300, 000 $8, 069, 000 
Feb. 1, 1946 Reduction in rates for distances beyond 350 miles 960, 000 2, 869, 000 
M 1, 1952 Elimination of Long Island turning point 20, 000 33, VOU 
July 1 ) I i rates for most hauls up to mile Report 
} $10 cu tee d 2 imonthly (7, 260, 000 11, 152, OO 
har f $10 per station est 





typewriter Exchange S ‘ 2 ORD OK RT. (MM 
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Effective 
date 


July 1, 1935 
Nov. 1, 1936 


May 1, 1939 


Sept. 11, 1939 


16, 1939 


Sept 


Aug. 1, 1940 


July 10, 1941 


Aug. 16, 1941 


Feb. 1, 1943 





Private-line service 


DEPARTMENT OF 


[Changes amounting to less than $25,000 annually generally excluded] 


Description 


Government Bulletin News Service: Rates reduced from 
commercial less 25 percent to press level. 

Program: Interexchange mileage measurement changed 
from circuit to airline with increases for schedules A and 
C from $7 and $5 respectively, to $8 and $5.20. As- 
sociated company local channel rates applied in lieu of 
long-line rates. 

Telephone, New York-Philadelphia: Schedule rates ap- 
plied in lieu of established charges. 

Program, schedule A: Rates for additional hours for in- 
terexchange channel and receiving connections placed 
on a monthly contract basis in lieu of per occasion of 
use. 

Telegraph and telephone: All established charges elim- 
inated. Interexchange mileage measurement changed 
from railroad to airline (full period telephone and 
Morse). Minimum daily service period reduced from 
12 to 8 hours (commercial Morse). Interexchange 
channel! rates for periods over 8 hours reduced under a 
change in scale, for example, $0.05 per mile per hour over 
& hours changed to same rate for 8 to 12 hours (teletype- 
writer). All turning points, except Long Island, elim- 
inated (teletypewriter). Drop charges: reduced from 
$12 to $10, but excluding the minimum local channel 
(full period telephone); reduced from $50 to $15 and ap- 
plied for station instead of exchange (commercial 
Morse); increased from $10 to $15 (teletypewriter). 
Local channel charges at $0.75 per %4 air mile with 
$3 minimum introduced (commercial Morse). Teletype- 
writer equipment charges decreased, for example, the 
automatic send and receive machine from $65 or $60 to 
$50, and the keyboard send and receive machine from 
$40 or $35 to $25. Switching arrangements decreased 
from $50 to $25 (full period telephone): and from a mini- 
mum of $12.50 to $10 (commercial teletypewriter). 

Program: Charges for schedule A reversals introduced 
in place of ‘‘based on cost’’: Type 1, interexchange chan- 
nel per airmile $1.20, plus per point equipped $100; 
type 2, interexchange channel per airmile $0.04 (mini- 
mum $5). 

Program: Station and bridging connection charges re- 
duced: AA and A station connection, for example, from 
$225 and $175 to $175 and $125 for 16 hours with addi- 
tional hour reduced from $30 and $25 to $25 and $20. 
Reversals reduced, for example: Type 1, interexchange 
channel from $1.20 to $1 per air mile. The unit of addi- 
tional use subsequent to first hour of schedule BBB, 
B, D, and E interexchange channel reduced from 1 
to 15 minutes. 

Telegraph: Interexchange channel maximum rates for 
60 single and duplex reduced from $2.50 and $3 to $2.35 
and $2.90 (press teletypewriter). Interexchange chan- 
nel leg pricing introduced (all) drop service applied 
with switching arrangement, for each service which can 
be operated separately (press teletypewriter). Local 
channel additional mileage eliminated for interexchange 
channel over 75 miles (teletypewriter and commercial 
Morse). 


Telegraph: Same rates made applicable for both press and 


commercial services. Uniform interexchange channel, 
drop and local channel charges applied for Morse and 
teletypewriter 40 speed service discontinued. Interex- 
change channel charge reduced to, for example, $1.50 
per air mile for 24-hour service. Drop service reduced 
from $15 to $10. 


Telephone: Interexchange mileage measurement changed 


from railroad to airline (short period). Interexchange 
channel rate reduced from $4 to $3 (full period telephone) 

Program: Interexchange channel rate reduced for ex- 
ample: Schedule A 16 hours from $8 to $6; connections 
reduced, for example, schedule A 16 hours from $125 to 
$75. Rates for reversals and switches reduced 20 to 
25 percent 


Estimated 
savings to 
customer 
annual values 
at the time 
of change 


$51, 000 


320, 000 


65, 000 


75, 000 


1, 060, 000 


50, 000 


250, 000 


390, 000 


10, 072, 000 





JUSTICE 


Estimated 
values of rate 
changes at 
1957 volumes 
of business 


$ 


—_ 


, 001, 000 


on 


, 268, 000 


857, 000 


989, 000 


13, 978, 000 


586, 000 


2, 242, 000 


3, 498, 000 


42, 977, 000 
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Private-line service—Continued 


[Changes amounting to less than $25,000 annually generally excluded] 


| | 
| Estimated Estimated 


| Savingsto | values of rate 
Effective Description | customer— | changes at 
date | annual values | 1957 volumes 
atthe time | of business 
ofchange | 
| 
June 1, 1943..., Telephotograph: Minimum contract period reduced from | $110, 000 $470, 000 


1 year to 1 month. Interexchange channel rates re- 
duced about 4 percent to $4.50. Mileage measurement 
changed from circuit to airline. Station connection | 
reduced 10 percent to $75. Switching arrangement 
rate filed at formerly based on cost. 
June 23, 1945 Overseas, Great Britain: Telephone ocean link and land | 325, 000 
line zone rates replaced by through airline rates at 
lower levels, for example, New York-Great Britain 
rates reduced about 43 percent. Program, New York- 
London occasional service rate reduced from $7 to $4 | 
per minute. 
July 1, 1945 Teletypewriter: Interexchange and local channel rates | 120, 000 364, 000 
reduced about 4 percent for 75 and 6 percent for 100 
speed service. 
Nov. 15, 1945., Telephotograph: For schedule 1, interexchange channel 30, 000 91, 000 
rates reduced from $4.50 to $4.25 per mile and station 
connections reduced from $75 to $50. Local channel 
rate changed from $3.50 for the first 4 airline mile and 
$1.25 for each additional 14, to $1 per 4 airline mile with 
minimum charge of $3.50. Schedule 2 service intro- 
duced: Interexchange channel at $3.50 per mile, station 
connection $25, local channel same as schedule 1. 
Feb. 1,1946__| Telegraph, telephone, and telephotograph: Interexchange 1, 649, 000 4, 929, 000 
channel rates reduced for all distances over 250 miles 
with declining rates per mile in mileage steps of 251-500, 
501-1,000, 1,001-1,500, over 1,500. Full period switching 
arrangements reduced about 20 percent and drop serv- 
ice with switching arrangements made optional. 


987, 000 


Mar. 1, 1952... Telegraph, telephone, and telephotograph: Elimination 5, 000 8, 000 
of Long Island turning point. 
July 1, 1953 Telegraph: Increases in station equipment rates, 14 130, 000 200, 000 


million offset by reductions in interexchange channel 
rates, 144 million. 
Oct. 1, 1954 Introduction of rates for channels in connection with 250, 000 | 363, 000 
television transmission (video and associated audio 
facilities—minimum 8 hours daily). 


Apr. 1, 1955 mo Reduction in minimum daily service period for 102, 000 128, 000 
schedule A channels from 16 hours to 8 hours. 

Sept. 1, 1956 Introduction of multichannel rates for private line cus- 365, 000 405, 000 
tomer.s 

Mar. 15, 1957., Other toll: Filing of regulations and charges for compo- 42, 000 | 42, 000 


nent channel equipment, additional miscellaneous 
equipment and land and structures for off-the-air pick- 
ups and relay television channels. 


ep ee eee ai 15, 461, 000 79, 383, 000 


COMPARISON OF WESTERN BLectric PrIcES WITH THOSE OF INDEPENDENT 
MANUFACTURERS 


Mr. Moulton testified on April 22, 1958, that the Bell System price comparison 
studied showed Western's prices substantially below those of independent manu- 
facturers (transcript, p. 828). Mr. Maletz thereupon at the request of the 
chairman, read into the record excerpts from pages 310, 313, 316, 317, 319, 321, 
and 323 of the report of the FCC in its investigation of the telephone industry 
dealing with the FCC study of price comparisons (transcript, pp. 829-832). Mr. 
Moulton pointed out that the proceeding before the FCC had been ex parte and 
that the company had not been permitted to offer evidence or to interrogate 
the Commission’s witnesses (transcript, p. 833). 

Subsequently Mr. Baldridge was asked about the FCC price comparison study 
and he stated that based on the evidence produced in the FCC investigation of 
the telephone industry the price comparison studies of Western were “phony,” 
i. e., “they afforded no real basis for comparison of the price” (transcript, pp. 
1335-1342). 

Thereafter Mr. Foote was questioned with regard to the FCC price comparison 
studies and Mr. Maletz read excerpts from the investigation report, pages 309- 
313, 319, 321 (transcript, pp. 1462-1465). 
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In view of the interest which the committee has evidenced in the FCC investiga- 
tion price comparison study made in 1936, and in subsequent checks of its 
validity, we submit that the following information should be of interest to the 
committee and in the interests of fairness and completeness should be made 
a part of the record of the committee hearings. 

The only evidence introduced in the FCC investigation which dealt with the 
comparison between the prices charged by Western Electric and those charged 
by independent manufacturers of comparable equipment was exhibit 292. This 
exhibit, dealing with price comparisons in the period prior to 1936, was intro 
duced by Mr. Cyrus G. Hill who at that time was chief engineer of the special 
investigation staff. This is the same Mr. Hill who was employed by the Anti- 
trust Division to assist in an investigation prior to the filing of the Government's 
complaint against the Western Electric and A. T. & T. (transcript, p. 1348). 

Shortly after the introduction of exhibit 292 in the FCC investigation, Mr 
Hill appeared as a witness for the Public Service Commission of Wisconsin 
before the circuit court of Dane County in an action involving the rates of the 
Wisconsin Telephone Co. In such proceeding he testified on March 8, 1937, 
that on the whole independent manufacturers’ prices were somewhat lower than 
those of Western and he based his conclusion on the report which he had just 
recently introduced in the FCC investigation, exhibit 292. He was asked to 
produce his work papers supporting the results which appeared in exhibit 292 
He did produce some work papers but refused to produce others on the basis 
that they contained confidential information. Nevertheless, he was cross 
examined before the court with respect to the papers which he did produce 
and admitted having made a number of errors of a substantial character. The 
court in its opinion dated February 28, 1938, stated (circuit court, Dane County, 
vol. 58, p. 85) : 


“* * * T'ntil the hearing was had in this court, it seems to have been taken 
for granted by both the plaintiff and the commission that the Western Electri 
prices were lower than comparable prices of independent manufacturers. At 


that hearing, however, Mr. Hill (commission engineer) took the position that 
in the main the prices of the independent manufacturers were somewhat lower 
than the Western Electric prices. The position so taken by Mr. Hill resulted 
in extensive further cross-examinations on that issue, and in the introduction 
of further evidence on the part of the plaintiff on the question at issue 

“From the whole record on this issue, this court has beén forced to the con 
clusion that the testimony on behalf of the commission and especially that of 
Mr. Hill is unreliable and is based to a great extent on unreliable witnesses 
and conjecture. This court is convinced that the plaintiff has clearly shown 
that the Western Electric prices were lower than comparable prices of inde 
pendent manufacturers. * * *” 

In its findings of pact the court found: 

“* * * 7 That during the years 1925-385 inclusive the prices of Western 
Electric Co. to the plaintiff have at all times been lower than prices charged by 
other manufacturers for comparable materials and lower than the prices 
charged by Western Electric Co. to and received by it from unaffiliated tele 
phone companies and others for the same material and have at all times been 
reasonable and fair prices. eo 

The Wisconsin commission on appeal did not attempt to support Mr. Hi 
position that Western’s prices were higher than those of independent manu 
facturers 

The Supreme Court in its opinion dated July 11, 1989, in Wisconsin Telephone 
Company v. Public Service Commission (287 N. W. 122), stated at page 160 
with respect to Mr. Hill’s Western Electric price testimony 

* * His testimony furnished no basis for the conclusion that Western 
Klectric products were sold to the company at exorbitant rates. The only 
remaining basis upon which the prices could be established was the state of 
the open market and it is conceded that the Western Electric prices during all 
the years in question were lower than those of its competitors in this mat 
ket 

It is of interest that with respect to another aspect of Mr. Hill's testimony) 
before the court, the Supreme Court reached this conclusion (yp. 157) 

While we cannot adopt the view of the trial court with respect to the testi 
mony given by the witness Hill in its entirety, a reading of the record conyinces 
us that it is so unfair and biased as to be unreliable 
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After Mr. Hill’s cross-examination in the Wisconsin court, the A. T. & T. sub- 
mitted to the FCC comments on investigation exhibit 292, pointing out the specific 
errors which Mr. Hill had admitted making in the Wisconsin court and challeng- 
ing generally the reliability of the FCC study. These comments were not con- 
sidered when the proposed repert was submitted by Commissioner Walker to the 
Commission on February 23, 1938. (Coincidentally, this is the date of the lower 
court’s decision in Wisconsin. ) 

The final FCC report was submitted on June 14, 1939, which was after the 
decision of the lower court in Wisconsin but prior to the decision of the Supreme 
Court. Although no mention is made of the decision of the lower court in the 
report, certain of the errors in exhibit 292 which had been brought out in the 
limited cross-examination of Mr. Hill in Wisconsin were corrected. Other com- 
parisons in which errors had been shown were omitted from the report but the 
balance of the comparisons were accepted without any independent check as to 
their reliability. 

A careful check of rate cases involving Bell System companies since 1937 has 
been made and despite the published information and conclusions in the FCC 
investigation report, with which all of the Commissions are familiar, no regula- 
tory commission has ever relied on the results of the FCC price comparison 
study. On the other hand, in a great many cases the Bell System price com- 
parison studies were put in evidence and the witness subjected to extensive 
cross-examination. No commission has ever found them to be “unreliable” or 
“phony.” ? 

For the information of the committee there is attached a list of the cases 
decided since 1937 in which Western Electric prices were considered in the 
opinion. In addition there were many cases in which the Commission con- 
sidered evidence with respect to the reasonableness of Western’s prices without 
comment in the opinion. 

Mr. Cyrus G. Hill, who had made the price comparison study for the FCC 
investigation, testified a great many times before State commissions in Bell 
System rate cases, in many of which he attacked the reasonableness of Western 
Electric prices, but after the Wisconsin case he never again claimed that inde- 
pendent prices were lower than Western’s prices 

$y 1942, Mr. Hill admitted before the Fl Paso City Council in a rate pro- 
ceeding involving the Mountain States Telephone & Telegraph Co. that the 
FCC 1936 study results would probably no longer prevail because of Western's 
price reductions without corrresponding reductions by independent manufac- 
turers. (Investigation instituted by resolution passed and approved Aug. 2S, 
1941.) 

For the information of the committee there is attached a list of the cases in 
which Mr. Hill appeared as a witness in opposition to the Bell System. 





BELL SYSTEM RATE CASES BEFORE STATE REGULATORY BODIES SINCE 1937 IN WuHicn 
WESTERN ELECTRIC COMPANY IS DISCUSSED IN OPINION 


The following is a list of opinions in Bell System rate cases before state regula- 
tory commissions since 1937 in which the Western Electric Company is discussed. 
in those marked with an asterisk, the matter of comparisons between prices of 
Western and other manufacturers of equipment is also discussed. 

Alabama: 
*Re Southern Bell T. & T. Co. (P. S. Comm., Dkt. No. 13,572, April 21, 1954) 
4 PUR 3d 195 
Arizona : 
Re Mountain States T. & T. Co. (Corp. Comm., Dkt. No. 9981—E—-1051, Dee. 
No. 19,196-A, Nov. 4, 1949) 82 PUR NS 46 
*Mountain States T. & T. Co. (Corp. Comm., Dkt. No. 9981—E-1051, Dec. No. 
28,525, Nov. 6, 1954) 7 PUR 3d 115 


It is of interest to note that 3 of the 5 reasons Mr. Baldridge advanced for characteriz 


ing the Bell System studies as “phony” are really reasons why an integrated manufacturing 
company should be able to do the job cheaper than competing independents—large volume 
of sales, advance information on requirements, and no sales expense (transcript, p 
Las5—-13387 Instead of making the studies “phony” they lend credibility to the results 
shown ‘The other two reasons, i. e., adequacy of cross-section and comparisons of 
issembled and unassembled prices can be answered from an examination of the price 
comparison study made available by Mr. Moulton—particularly sees. 12, 13 (transcript 


Pp. 847, appendix) 
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BELL SYSTEM RATE CASES BEFORE STATE REGULATORY BopiEs SINCE 1937 IN WHICII 
WESTERN ELECTRIC COMPANY IS DISCUSSED IN OPINION—Continued 


Arkansas: 


*Southwestern Bell Tel. Co. (P. S. Comm., Dkt. No. U-462, Jan. 20, 1951) 87 


PUR NS 97 
*Southwestern Bell Tel. Co. 
PUR 3d 1 
California : 

*Pacific Tel. & Tel. Co. (P. U. 
6, 1948) 75 PUR NS 379 
*Pacific Tel. & Tel. Co. (P. U. 
23, 1949) 78 PUR NS 491 
*Pacific Tel. & Tel. Co. (P. U. 
26, 1949) 80 PUR NS 355 
*Pacific Tel. & Tel. Co. (P. U. 
19, 1950) 89 PUR NS 414 
*Pacific Tel. & Tel. Co. (P. U. 

8, 1951) 

*Pacific Tel. & Tel. Co. (P. U. 
6, 1954) 5 PUR 3d 396 
*Pacific Tel. & Tel. Co. (P. 

6, 1958) 
Colorado: 
*Mountain States T. & T. Co. (P. U. Comm., 
May 6, 1952) 94 PUR NS 33 


(P. S. Comm., 


Comm., 
Comm., Appl. 
Comm., Appl. 
Comm., 
Comm., 
Comm., Appl. 


U. Comm., Appl. 


Appl. 


Appl. 


Appl. 


Dkt. No. U-773, Oct. 5, 1953) 2 


No. 28211, Dec. 
No. 29,854, Dee. 


No. 29,854, Dec. 


No. 31,300, Dec. 


No. 32,640, Dec. 


No. 33,935, Dec. 


No. 39,309, Dec. 


Dkt. No. 11,245, 


No. 41416, April 


No. 42,530, Feb. 


No, 43,145, July 


No. 44,923, Oct. 


No. 46,270, Oct. 


No. 50,258, July 


No. 56,652, 


May 


Dec. No. 38,5938, 


*Mountain States T. & T. Co. (P. U. Comm., Appl. No. 12,292, Dec. No. 41,368, 


Oct. 9, 1953) 1 PUR3d 129 


District of Columbia: 


Chesapeake & Potomac Tel. Co, (P. U. Comm., Formal Case No, 421, PUC No. 
1812/51, Order No. 3991, April 29, 1953) 99 PUR NS 314 


Idaho: 
Mountain States T. & T. Co. 
2085, July 20, 1951) 91 PUR NS 497 
Illinois: 
*Tlilinois Bell Tel. 
1947 ) 
*Tllinois Bell Tel. Co. 
Oct. 7, 1949) 
Illinois Bell 
PUR NS 164 
Indiana: 


Co. 


OL. 10. 


(Commerce Comm., 


(Commerce Comm., 39,126, 


34,517, 34,581, 


Dec. 


10, 


(P. U. Comm., Case No. U-1000, Order No. 


35,600, Dec. 2, 


(Commerce Comm., 36.883 and 36,870 consolidated, 


12, 1951) 


92 


Illinois Bell Tel. Co. (P. S. Comm., No. 22,948, March 24, 1952) 
*Tllinois Bell Tel. Co. (P. S. Comm., No. 24,729, Sept. 9, 1954) 6 PURS3d 441 
*Indiana Bell Tel. Co. (P. S. Comm., No. 21,067 Sept. 5, 1950) 85 PUR NS 129 
*Indiana Bell Tel. Co. (P. S. Comm., No. 22,632, May 31, 1951) 91 PUR NS 307 


Kansas: 
Southwestern Bell Tel. 
10; Sept. 23, 1948) 72 PUR NS 78 


Southwestern Bell Tel. Co. (State Corp. Comm., Dkt. No. 35,000-U, Jan. 


1952) 938 PUR NS 161 
Louisiana : 
Southern Bell T. & T. Co. (VP. 
June 30,1956) 14 PUR 3d 146 
Maine: 
*New England T. & T. Co. 
PUR NS 397 
Maryland: 
*Chesapeake & Potomac Tel. Co. (P. 8. 
46.970, March 16, 1950) 84 PUR NS 175 
Massachusetts : 


Ss. 


Co. (State Corp. Comm., Dkt. No. 34,333-U 


(Jan. 


9 
amt), 


Comm., Dkt. No. 6706, Order No. 6993, 


(P. U. Comm., F. C. No. 1316, Sept. 14, 1949) 80 


Comm., Case No. 4968, Order No. 


*New England Tel. & Tel. Co. (Dept. of P. U., D. P. U. 8181 and 8324, March 18, 


1949) 838 PUR NS 238 
*New England Tel. & Tel. 
Sept. 30, 1953) 2 PUR 3d 464 


Co. (Dept. of P. 


eee 


10,349 and 10,564, 
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Michigan: 
Michigan Bell Tel. Co. (P. 8S. Comm., T—252.90, Dec. 13, 1945) 66 PUR NS 77 


Michigan Bell Tel. Co. v. Michigan P. S. Comm. (P. S. Comm., No. 26,395, 
Feb. 13, 1947) 


*Michigan Bell Tel. Co. (P. 8S. Comm., T—252-48.16, Sept. 28, 1948) 75 PUR NS 


436 

*Michigan Bell Tel. Co. (P. S. Comm., T—252-50.6, June 19, 1950) 85 PUR NS 
327 

*Michigan Bell Tel. Co. (P. S. Comm., T—252-51.19, Nov. 20, 1951) 91 PUR NS 
129 


Michigan Bell Tel. Co. (P. 8. Comm., T—252—52.13, June 5, 1952) 
Michigan Bell Tel. Co. (P. S. Comm., T—252-54.10, May 11, 1954) 5 PUR 3d 
301 
Michigan Bell Tel. Co. (P. S. Comm., T—252-57.26, Aug. 6, 1957) 
Minnesota : 
Northwestern Bell Tel. Co. (Railroad & Warehouse Comm., M—3090, Feb. 21, 
1950) 86 PUR NS 218 
*Northwestern Bell Tel. Co. (Railroad & Warehouse Comm., M—4260, March 
19, 1958) 
Mississippi : 
*Southern Bell Tel. & Tel. Co. (P. S. Comm., No. 10,973, May 8, 1951) 
Missouri: 
Southwestern Bell Tel. Co. (P. S. Comm., Case No. 11,191, Feb. 25, 1949) 77 
PUR NS 33 
*Southwestern Bell Tel. Co. (P. S. Comm., Case No. 11,634, June 17, 1950) 
Southwestern Bell Tel. Co. (P. S. Comm., Case No. 12,100, Jan. 15, 1952) 92 
PUR NS 481 
Montana: 
*Mountain States T. & T. Co. (P. S. Comm., Dkt. No. 3571, Order No. 1961, 
March 22, 1948) 74 PUR NS 36 
*Mountain States T. & T. Co. (P. S. Comm., Dkt. No. 4064, Order No. 2396, 
Jan. 8, 1951) 87 PUR NS 129 
Mountain States T. & T. Co. (P. S. Comm., Dkt. No. 3940, Order No. 2302, 
Jan. 24, 1952) 96 PUR NS 530 
*Mountain States T. & T. Co. (P. S. Comm., Dkt. No. 4064, Order No. 2396, 
Aug. 7, 1953) 1 PUR 3d 215 
Mountain States T. & T. Co. (P. S. Comm., Dkt. No. 4548, April 30, 1958) 
Nebraska: 
Re Northwestern Bell Tel. Co. (State Railway Comm., Appl. No. 16823, 
Suppl. No. 5, June 27, 1949) 
Northwestern Bell Tel. Co. (State Railway Comm., Appl. No. 19,599, June 
10,1954) 5 PUR3d 24 
Nevada: 
*Bell Tel. Co. of Nevada (P. S. Comm., I. & S. Dkt. No. 112, Nov. 19, 1949) 
82 PUR NS 529 
*Bell Tel. Co. of Nevada (I’. S. Comm., I. & S. IYkt. No. 117, Jan. 3, 1951) 
90 PUR NS 279 
New Jersey : 
*New Jersey Bell Tel. Co. (Dept. P. U., Bd. P. U. Comm’rs, Dkt. Nos. 2903, 
3236, Nov. 25, 1947) 72 PUR NS 37 
New Jersey Bell Tel. Co. (Dept. P. .. Bd. P. U. Comm'rs Dkt. No. 5068, 
Sept. 18, 1952) 97 PUR NS 297 
New Mexico: 
*Mountain States T. & T. Ce. (State Corp. Comm., Dkt. No. 328, April 21, 
1952) 
Mountain States T. & T. Co. (State Corp. Comm., Dkt. No. 350, Order No. 
2273, Dec. 3, 1954) 8 PUR 3d 176 
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WESTERN ELECTRIC COMPANY IS DISCUSSED IN OPINION—Continued 
New York: 
*New York Tel. Co. (P?. S. Comm., Case No. 14,131, May 10, 1950) 84 PUR 
NS 267 
*New York Tel. Co. (P. S. Comm., Case No. 15,235, Oct. 3, 1951) 91 PUR 
NS 231 
*New York Tel. Co. (P. S. Comm., Case No, 16,548, Aug. 5, 1954) 5 PUR 
3d 33 
*New York Tel. Co. (P. S. Comm., Case Nos. 17,352 and 17,440, Dec. 18, 
1955) 11 PUR 2d 3820 
New York Tel. Co. (P. S. Comm., Case No. 16,548, Oct. 9, 1957 ) 
North Carolina: 
Southern Bell Tel. & Tel. Co. (Utilities Comm., Dkt. No. P-55, sub. 6, 
Dec. 11, 1950) 
North Dakota: 
*Northwestern Bell Tel. Co. (P. S. Comm., Case No. 4772, Feb. 15, 1952) 
*Northwestern Bell Tel. Co. (P. S. Comm., Case No, 5092, Dec. 30, 19538) 
2 PUR 3d 93 
Ohio: 
*Ohio Bell Tel. Co. (I. U. Comm., No. 13,777, Mareh 28, 1949) 82 PUR 
NS 341 
‘Ohio Bell Tel. Co. (P. U. Comm., No, 22,452, Aug. 27, 1952) 97 PUR NS 280 
*Ohio Bell Tel. Co. (P. U. Comm., Case No. 24,517, Dee. 30, 1954) 8 PUR 
3d 136 
Oklahoma : 
*Southwestern Bell Tel. Co. (Corp. Comm., Cause No, 19,225, 19,225A, Order 
No. 22.864, Oct. 17, 1949) 
*Southwestern Bell Tel. Co. (Corp. Comm., Cause No. 19,896, Order No 
24,935, July 13, 1951) 
*Southwestern Bell Tel. Co. (Corp. Comm., Cause No. 20,380, Order No 
27,093, May 18, 1953) 
Pennsylvania: 
*Bell Tel. Co. of Pa. (P. U. Comm., Complaint Dkt. Nos, 14,497, 14,499, 14,502, 
14,561-—2, Oct. 17, 1949) 81 PUR NS 316 
*Bell Tel. Co. of Pa. (P. U. Comm., Dkt. Nos. 14,499 and 15,660, Dee. 1, 
1952) 
*Bell Tel. Co. of Pa. (P. U. Comm., Compiaint Dkt. Nos. 16,556, etce., 
Dec, 11, 1956) 156 PUR 3d 207 
Rhode Island: 
New England Tel. & Tel. Co. (Dept. of Business Regulation, P. U. Adm’r, 
Dkt. No. 458, Order No. 6162, March 31, 1948) 77 PUR NS 469 
*New England Tel & Tel. Co. (R. I. P. U. Hearing Bd., Dkt. No. A—29, Dec 
15, 1949) 83 PUR NS 161 
South Carolina : 
Southern Bell Tel. & Tel. Co. (P. 8S. Comm., Dkt. No. 7235, Order No, 7609, 
Feb. 19, 1951) 
Southern Bell Tel. & Tel. Co. (VP. C. Comm., Dkt. 7235, Order No. 7629 
March 12, 1951) 
Southern Bell Tel. & Tel. Co. (P. S Comm., Dkt. No. 7235, (Order No. S448, 
Aug. 13, 1952) 
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South Dakota: 
*Northwestern Bell Tel. Co. (P. U. Comm., F—2206, Oct. 8, 1949) 81 PUR 
NS 375 
Northwestern Bell Tel. Co. (P. U. Comm., F-2319, Jan. 26, 1952) 92 
PUR NS 65 
Northwestern Bell Tel. Co. (P. U. Comm., F-2361, June 17, 1953) 100 PUR 
NS 221 
*Northwestern Bell Tel. Co. (P. U. Comm., F-—2469 Oct 18, 1957) 20 PUR 
3d 385 
Tennessee: 
Southern Bell Tel. & Tel. Co. (P. S. Comm., Dkt. No. 2830, Nov. 6, 1947) 
72 PUR NS 264 
*Southern Bell Tel. & Tel. Co. (P. S. Comm., Dkt. No. U-—2983, May 24, 
1950) 84 PUR NS 65 
*Southern Bell Tel. & Tel. Co. (P. S. Comm., Dkt. No. U-3595, aJn. 26, 1956) 
12 PUR 3d 170 
Texas: 
Mountain States T. & T. Co, (City Council of El Paso, Oct. 27, 1949) 
Mountain States T. & T. Co. (City Council of El Paso, April 10, 1952) 
*Southwestern Bell Tel. Co. (City of Houston No, 9236, Sept. 9, 1953) 2 PUR 
3d 265 
Utah: 
*Mountain States T. & T. Co. (P. S. Comm., Case No. 3191, Aug. 10, 1948) 
*Mountain States T. & T. Co. (P. S. Comm., Case No. 3365, Aug. 15, 1949) 
*Mountain States T. & T. Co. (P. S. Comm., Case No. 3596, Aug. 10, 1951) 
90 PUR NS 107 
Vermont: 
*New England Tel. & Tel. Co. (P. S. Comm., Nos. 2437 and 2437A, Feb. 20, 
March 24, April 10, 1950) 88 PUR NS 414, 464 
*New England Tel. & Tel. Co. (P. S. Comm., Nos. 2437, 2437A, 2528, 2578, 
June 5, Aug. 14, 1953) 1 PUR 3d 33 
Washington: 
*Pacific Tel. & Tel. Co. (P. S. Comm., Nos. F. H. 7160, ets., July 6, 1940) 
34 PUR NS 1938 
“Pacific Tel. & Tel. Co. (P. S. Comm., Nos. F. H. 7229, Oct. 31, 1940) 37 PUR 
NS 32 
*Pacific Tel. & Tel. Co. (P. S. Comm., Cause No. U-8207, Dec. 9, 1949) 
85 PUR NS 204 
*Pacific Tel. & Tel. Co. (P. S. Comm., Cause No. U—-8350, March 15, 1951) 
West Virginia: 
*Chesapeake & Potomac Tel. Co. of W. Va. (P. S. Comm., Case No. 3358, 
Oct. 13, 1949) 82 PUR NS 498 
Chesapeake & Potomac Tel. Co. of W. Va. (P. S. Comm., Case No. 4270, 
Dec. 5, 1956) 16 PUR 3d 299 
Wisconsin: 
*Wisconsin Tel. Co. (P. S. Comm., 2—U-—2292, July 18, 1949) 80 PUR NS 482 
Wisconsin Tel. Co. (P. S. Comm., 2—U-3158, Sept. 21, 1950) 86 PUR NS 79 
*Wisconsin Tel. Co. (P. S. Comm.,, 2—U-85738, April 9, 1952, reh. den. May 6, 
1952) 93 PUR NS 490 
*Wisconsin Tel Co. (P. S. Comm., 2-U-4710, July 24, 1957) 19 PUR 3d 34 
Wyoming: 
*Mountain States T. & T. Co. (P. S. Comm., Dkt No. 9222, Jan 12, 1953) 
97 PUR NS 114 
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OPINIONS OF STATE REGULATORY COMMISSIONS IN BELL SYSTEM RATE CASES 
SIncE 1937 in Wuicu Cyrus G. HILL TESTIFIED 


Illinois: Illinois Bell Tel. Co. (Commerce Comm., Nos. 34,517, 34,581, 35,600, 
Dec. 2, 1947) 
Indiana: Indiana Bell Tel. Co. (P. S. Comm., No. 21,067, Sept. 5, 1950) 85 PUR 
NS 129 
Kansas: Southwestern Bell Tel. Co. (2nd Interim Order) (State Corp. Comm., 
Dkt. No. 36,060—-U, Jan. 14, 1949) 
Massachusetts: New England Tel. & Tel. Co. (Comm’rs of the Dept. of Pub. Util., 
D. P. U. 8181 and D. P. U. 8324, March 18, 1949) 83 PUR NS 238 
Michigan : 
Michigan Bell Tel. Co. (P. S. Comm., No. T—252-481.6, Sept. 28, 1948) 75 PUR 
NS 436 
Michigan Bell Tel. Co. (P. S. Comm., No. T-252-50.6, June 19, 1950) 85 PUR 
NS 327 
Mississippi: Southern Bell Tel. & Tel. Co. (P. S. Comm., No. 10,973, May 8, 1951) 
New Hampshire: 
New England Tel. & Tel. Co. (P. U. Comm., Nos. D-R2610, D-R2699, Order 
No. 5365, July 30, 1948) 
New England Tel. & Tel. Co. (P. U. Comm. Nos. D—R2610, D—R2699, Order 
No. 5669, Jan. 3, 1950) 85 PUR NS 232 
New Jersey: New Jersey Bell Tel. Co. (Bd. of P. U. Comm'rs, Dkt. Nos. 2903, 


3236, Nov. 25, 1947) 72 PUR NS 37 


New York: 
In re New York Telephone Co. (N. Y. P. S. Comm., Case No. 10064, July 23, 
1942) 


New York Telephone Co. (N. Y. P. S. Comm., Case No. 14,131, May 10, 1950, 
Opinion Order, May 12, 1950) 84 PUR NS 267 
Rhode Island : 
New England Tel. & Tel. Co. (Dept. of Business Regulation, P. U. Adminis- 
trator, Dkt. No. 458, Order No. 6162, March 31, 1948) 77 PUR NS 469 
New England Tel. & Tel Co. (Dept. of Business Regulation, P. U. Adminis- 
trator, P. U. Hearing Bd. Dkt. No. A-29, Dec. 15, 1949) 83 PUR NS 161 
South Carolina: Southern Bell Tel. & Tel. Co. (P. S. Comm., Dkt. No. 7235 
Order No. 7609, Feb. 19, 1951) 
Texas: Re Mountain States Tel. & Tel. Co. (Railroad Comm., El Paso, Texas, 
City Council, June 4, 1942) 
Vermont: 
New England Tel. & Tel. Co. (P. S. Comm., No. 2346, May 26, 1948) 75 PUR 
NS 45 
New England Tel. & Tel. Co. (P. S. Comm., Nos, 2437, 2437A, Feb. 20, March 
24, April 10, 1950) 83 PUR NS 414, 464 
New England Tel. & Tel. Co. (P. S. Comm. ,Nos. 2437, 2437A, Report, June 
5, Ang. 14, 1953: Nos. 2528, 2578, Order Dec. 2, 19538) 1 PUR 3d 33 
Washington: Department of Public Service v. Pacific Tel. & Tel. Co. (P. S. 
Comm., F. H.-7160, 7163, etc., July 6, 1940) 34 PUR NS 193 
West Virginia: Chesapeake & Potomac Tel. Co. of W. Va. (State Corp. Comm., 
Case No. 3358, June 11, 1949) (See also opinion of Oct. 13, 1949 in same 
case) 82 PUR NS 498 


Mr. Hill also testified in the following two court proceedings : 

Michigan Bell Telephone Co. v. Michigan P. S. Comm. (Mich Circuit Court, 
Ingham Co., No. 26, 395, June, July, 1946) on appeal, decided by Michigan 
Sapreme Court, Jan. 7, 1952, 50 NW. 2d 826. 

Southern Bell T. & T. Co. v. P. S. Comm. (Miss. Chancery, Court, Dkt. No. 
42,573, opinion Oct. 19, 1951; decree, Oct. 22, 1951). 








APPENDIXES 


APPENDIX I 


COMPARISON OF CORRESPONDING PARAGRAPHS OF COMPLAINT 
AND ANSWER IN 


UNITED STATES OF AMERICA, PLAINTIFF 
v. 
WESTERN ELECTRIC COMPANY, INC., and AMERICAN TELEPHONE & TELEGRAPH 
COMPANY, DEFENDANTS 





Complaint 


Answer 


I. JURISDICTION AND VENUE 


1. This complaint is filed, and these 
proceedings are instituted under the 
Sherman Act to prevent further viola- 
tions by the defendants of Sections 1, 
2, and 3 of said Act. 

2. The alleged unlawful acts and vio- 
lations hereinafter described have been 
carried on in part in the District of 
New Jersey, where defendants have 
places of business and where interstate 
commerce in telephone and other com- 
munications is carried on in part. 


Defendants deny that either of them 
has violated or intends to violate the 
Sherman Act. 


The allegations are denied except 
that defendants admit that each of 
them has a place of business within the 
District of New Jersey, transacts busi- 
ness there, and is within the Court’s 
jurisdiction for the purpose of service. 


II. DEFINITIONS 


3 through 38. These paragraphs de- 
fine the following terms: telephone, 
telephone apparatus, telephone equip- 
ment, telephone materials, telephone 
supplies, telephone exchange, telephone 
Central Office, telephone service, local 
telephone service, toll telephone service, 
long distance telephone service, radio 
telephone service, telegraph service, 
radio telegraph service, morse tele- 
graph, telephotograph service, program 
transmission service, television, tele- 
phone plant, telephone switchboard, 
telephone lines, automatic switchboard, 
dial system, panel-dial automatic sys- 
tem, step-by-step automatic system, 
rotary automatic system, manual 
switchboard, switchboard cable, tele- 
phone cable, broad-band cable, coaxial 
cable, cable terminal, telephone carrier 
transmission, telephone repeater, and 
vacuum tube. 


26086—58—pt. 2, vol. 3——-27 


Bach of the defined terms is used in 
the same sense in the answer, unless 
otherwise indicated, except that the 
word “telephone” is limited to an in- 
strument for the transmission and re- 
ception of speech by transformation of 
sound waves into electrical currents or 
waves and their reconversion into 
sound waves. 
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Complaint 


Answer 


III. DEFENDANTS 


39. Western Electric (““Western’’) is 
a New York corporation organized in 
1950 when it assumed the assets, lia- 
bilities and functions of its predeces- 
sor, Western Electric Company of IIli- 
nois, which was organized in 1881. 

40. American Telephone & Tele- 
graph Co. (“AT&T”) made a defendant 
herein, was organized and has ex- 
isted since 1885 under New York law. 
From 1877 to 1900, the Bell Telephone 
Co., National Bell Telephone Co., and 
the American Bell Telephone Co.—all 
organized under Massachusetts law— 
were predecessors of AT&T in the or- 
der named. “AT&T” refers to these 
predecessor companies as well as to 
the American Telephone & Telegraph 
Co., according to the chronological 
time involved. 


Admitted. 


The use made of the phrase “AT&T” 
is adopted but the predecessor compa- 
nies are specified chronologically as: 
Bell Telephone Co., a Massachusetts 
voluntary association from 1877 to 
1879; the National Bell Telephone Co. 
(“National Bell”), a Massachusetts 
corporation from 1879 to 1880; and 
The American Bell Telephone Co. 
(‘American Bell’), a Massachusetts 
eorporation from 1880 to 1900. 


(The foregoing is paraphrased. See appendix for text.] 


Complaint 


41. Since 1900 AT&T has been an op- 
erating, holding and service corporation 
composed of a series of corporate sub- 
sidiaries and departments, with the 
AT&T at the apex of the system, super- 
vising and controlling its entire opera- 
tions. This series of corporate subsid- 
iaries and departments is commonly re- 
ferred to as the “Bell System.” From 
the date of AT&T’s organization in 
1885, to 1900, it was engaged, primarily, 
in the furnishing of long distance tele- 
phone communication service. During 
this period it operated as a subsidiary 
of the American Bell Telephone Com- 
pany, which was the controlling com- 
pany in the Bell System from 1880 to 
1900. 


Answer 


25. They admit that from 1885 to 
1900 the American Company was pri- 
marily engaged in the furnishing of 
long distance telephone communication 
service and operated as a subsidiary of 
American Bell, which was the principal 
company in the Bell System from 1880 
to 1900; they deny that paragraph 41 of 
the complaint accurately describes the 
Bell System or the American Company’s 
relation thereto, and refer to para- 
graphs 1 through 19 of the answer for a 
correct statement thereof. 


[Paragraphs 1 through 19 of defendants’ answer referred to in the answer to 
paragraph 41 of the complaint are as follows: ] 


GENERAL 


DESCRIPTION OF 


BELL SYSTEM 


1. The Bell System exists for the purpose of furnishing nationwide telephone 


service. 


In addition to American Telephone & Telegraph Company (hereinafter 


sometimes called the American Company), the System includes: 
Twenty-two regional operating telephone companies (hereinafter called 


Bell Operating Compannies). 


Twenty of these companies are subsidiaries 


of the American Company, and it owns a substantial minority interest in the 


other two. 


Western Electric Company, Incorporated 
which is the manufacturing and supply unit of the System. 


(hereinafter called Western), 
More than 99% 


of the stock of Western is owned by the American Company. 


Bell Telephone Laboratories, Incorporated 
oratories), which is the research and development unit of the System. 


(hereinafter called Bell Lab- 
The 


American Company and Western each owns one-half of the stock of Bell 


Laboratories. 
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2. The Bell Operating Companies previde telephone service within their re- 
spective territories. Together with the American Company, which owns and 
operates interstate connecting lines, they also furnish a nationwide long distance 
service and interconnect with the lines of independent telephone companies. 

3. Since all of the operating units of the System have common problems, there 
are many things that can be done better and more economically in their behalf 
by a central organization. The American Company has undertaken to do these 
things, either directly or through its subsidiaries. To that end it develops and 
recommends technical standards and operating methods to enable the operating 
units of the System to work together effectively ; it provides and makes available 
to the operating units the research and development facilities of Bell Labora- 
tories and the manufacturing and supply facilities of Western; it assists the Bell 
Operating Companies in matters of finance and provides services and advice with 
respect to many phases of their operations; and it acts in behalf of the com- 
panies concerned in handling numerous problems affecting the System as a whole. 
Thus all the units of the System are parts of a single enterprise. 


DEVELOPMENT OF TELEPHONE SERVICE 


4. The operating structure of the Bell System has developed to meet the unique 
requirements of a telephone service which must interconnect subscribers through- 
out the country as well as in local areas. 

5. The System had its origin during the period from 1877 to 1894, when the 
basic telephone patents, issued upon the inventions of Alexander Graham Bell, 
were in force and were held by predecessors of the American Company as the 
principal company of the Bell System. These predecessors issued licenses under 
the Bell patents and leased telephone instruments to companies formed to furnish 
telephone service, and they received, among other considerations, stock of the 
licensee companies. By 1894, Bell licensees were operating as public service 
companies in all of the states and most of the principal cities of the country, 
and to the extent then technically possible the cities were interconnected by the 
toll and long-distance lines of the Bell System. In general these licensees were 
predecessors of the present Bell Operating Companies. 

6. The subsequent growth of the operating units of the System has been within 
the framework so established and has consisted largely of the extension and 
improvement of facilities to keep pace with the increasing needs for service in 
and between the areas already served by the licensee companies. The operating 
units have met the obligation which the law imposes upon public utilities to 
expand to meet the requirements of the public. 

7. Acquisitions of independent telephone companies have been a minor factor 
in this growth. The first such acquisitions occurred during the period of intense 
competition which followed the expiration of the Bell patents and some have 
taken place in more recent years. One effect has been to avoid the waste and 
public inconvenience involved in having two telephone systems in the same 
community. Governmental procedures have been developed for supervising the 
acquisition by one telephone company of the assets or stock of another, and for 
the past 35 years every significant acquisition by the Bell System has been made 
with the approval of agencies of the federal government. 

8. For many years the development of the System has taken place and its 
operations have been conducted under careful governmental regulation and super- 
vision. Federal and state laws governing public utility services subject the com- 
munications operations of the System to the jurisdiction of the various federal, 
state and municipal regulatory agencies. This regulation governs the obliga- 
tion to render service, the terms under which it is offered, the adequacy of the 
service and the reasonableness of the rates. Regulation has been supplemented 
by extensive inquiries of both federal and state agencies into the organization 
and activities of the System, including its arrangements for the development, 
manufaeture and supply of equipment, in order to determine whether legislative 
or other action was required. In no instance has it been found that the public 
interest would be served by the disruption of the existing organization and 
manner of operation of the Bell System which is sought by the complaint herein. 
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MANUFACTURE AND SUPPLY 


9. Western has been the manufacturing unit of the System continuously since 
1882, when it became a subsidiary of one of the predecessors of the American 
Company. It is also the purchasing and supply unit; these activities were 
undertaken during the period from 1901 to 1913 in response to the need of the 
various operating units of the System for economical purchasing and inspection 
of materials manufactured by others than Western. Its functions in the System 
include the following : 

It cooperates with Bell Laboratories and the American Company in 
the development and design of new and improved equipment* needed 
by the operating units of the System ; 

It conducts research and development on manufacturing processes, 
methods and facilities ; 

It manufactures equipment to be furnished to the operating units upon 
their orders ; 

It purchases other equipment not of its own manufacture to be furnished 
to the operating units upon their orders, and makes technical and engineer- 
ing inspections thereof ; 

It maintains stocks of equipment in distributing storehouses so located 
as to serve the convenience of the operating units; 

It prepares complete engineering specifications for central office equip- 
ment for the operating units, and maintains a nationwide organization 
which installs such equipment upon their orders; 

It accepts equipment returned by the operating units and, according to 
their orders, either repairs it for them or arranges for its economical dis- 
position by junking or otherwise. 


10. The equipment manufactured by Western is designed to meet the require- 
ments of the operating units, including the special requirements resulting from 
the large size of many of the communities served and the long distances and 
heavy traffic characterizing their toll business. Much of this equipment results 
from research work done within the System and embodies inventions made in the 
course of such research. In many instances the equipment is not and never has 
been available from any other source of supply. An important part of Western's 
production consists of tailor-made installations of central office equipment which 
are designed, engineered, manufactured and installed to meet individual require- 
ments. 

11. Since Western’s function is to serve the operating telephone units of the 
System, its growth and development have been determined by the growth of the 
telephone services of the System and have been designed to meet the demands 
of those services. The only other factor importantly affecting the extent and 
nature of Western’s development has been the necessity of meeting governmental 
requirements in time of war. In 1947 and 1948, over 90% of Western’s sales 
were to Bell System companies; about 5% were to the United States Govern- 
ment; and less than 5% were to other customers. During the war, Govern- 
ment requirements were much greater and in 1944 reached 85% of total sales. 

12. Because Western is a unit of the Bell System, its prices and profits on 
sales to operating units of the System are subject to the scrutiny of the reg- 
ulatory agencies having jurisdiction over their rates. In rate cases the operat- 
ing units of the System have been required, solely because of their affiliation 
with Western, to establish the reasonableness of Western’s prices and profits. 
The fact is that Western's prices have been reasonable and its profits low. For 
the past 20 years its profits on Bell System sales have amounted to less than 
4% of such sales. 


*In paragraphs 1 through 21 of this answer the word “equipment” is used broadly to 
include telephones and telephone apparatus, equipment, materials and supplies, as those 
terms are defined in paragraphs 3 through 7 of the complaint. 
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RESEARCH AND DEVELOPMENT 


18. Research and development in the communications field has always been 
an important part of the activities of the Bell System and has resulted in con- 
stant improvement in the telephone service and lower costs to the public. Bell 
Laboratories was formed in 1925, and by 1934 had taken over most of the re- 
search and development work theretofore conducted by departments of the 
American Company and Western. 

14. The work of Bell Laboratories, which is undertaken only upon authoriza- 
tion of the American Company or Western, includes: (a) fundamental research 
in scientific problems in the communications field; (b) the development of equip- 
ment and operating systems; (c) the design of equipment and the preparation 
of specifications for its manufacture ; and (d) collaboration with Western in the 
development of manufacturing methods. Although this research and develop- 
ment is primarily directed to the field of telephony its by-products have been 
useful in other fields. During the war the work of Bell Laboratories was almost 
entirely directed to aiding the military effort. 

15. It is the practice to apply for patents upon inventions made in the course 
of the research and development work of the Bell System. By this means the 
System is protected in the use of its own inventions and is enabled to realize 
part of their value through licenses to others. Non-exclusive rights under patents 
considered to be useful for the operations of the System are obtained from others 
in exchange for licenses under System patents and in some cases by purchase. 
It is the policy of the System to make available upon reasonable terms to all 
who desire them non-exclusive licenses for any use under any of its patents. 


EFFECT OF THE INTEGRATION 


16. There is close collaboration between the American Company, Western and 
Bell Laboratories at all stages of research, development, design and manufacture 
and a close working relationship between their personnel. The American Com- 
pany assembles and analyzes data as to problems arising in the course of tele- 
phone operation, as to the results of such operation, as to the need for particular 
developments and improvements and as to the prospective requirements for 
equipment. Bell Laboratories draws upon Western’s manufacturing experience 
for assistance in designing equipment so that it may be economically manufac- 
tured, and makes tests of trial equipment in the plants of the operating com- 
panies. Western, in turn, draws upon Bell Laboratories’ engineering experi- 
ence for assistance in the best utilization of materials and in the development 
of processes and machines for manufacture and testing. 

17. The unification of research and development, manufacturing and operation 
within the Bell System is made possible by the American Company’s ownership 
of Western and Bell Laboratories. This unification is an important factor in 
promoting the efficiency, economy and dependability of the telephone service. It 
makes available to the operating telephone companies equipment of advanced 
design and high quality at prices substantially lower than would be obtainable 
in the absence of such unification. It facilitates the standardization of equip- 
ment which is essential to efficient operation of an interconnected telephone sys- 
tem. It enables the manufacturing and supply unit to adapt its production and 
planning to the anticipated needs of the System, and to mobilize its entire manu- 
facturing capacity, stocks of equipment and installation forces for the restora- 
tion of service in time of emergency. And it assures that all steps in the develop- 
ment and production of the equipment are planned and carried out with intimate 
knowledge of the needs of the operating units of the System and with a common 
incentive to fulfill those needs most effectively. The ultimate beneficiaries of 
this unification are the users of telephone service, who thereby obtain better 
service at lower cost. 

18. The integration of the Bell System companies, and their collaboration and 
singleness of effort, have been of great importance in the provision of adequate 
nationwide telephone service in time of peace and vital to the national effort in 
time of war. 
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19. The defendants deny that the Bell System has been developed or exists for 
the purpose of acquiring or controlling a market for equipment of any kind or 
that such is the purpose of any policy or practice of the System. They deny that 
trade and commerce are restrained or monopolized in violation of the Sherman 
Act by the fact that the Bell System includes a manufacturing and supply unit 
which makes or procures equipment to be furnished to the operating units as 
ordered by them for the construction or maintenance of their telephone plant. 
They deny that the unification of research and development, manufacturing and 
operation in the Bell System is used or intended to be used to restrain or monopo- 
lize trade and commerce, to produce unreasonable or excessive profits for the 
defendants, or to accomplish any purpose contrary to law or the public interest. 
On the contrary, they allege that it is necessary for the Bell System to include a 
manufacturing and supply unit if nationwide telephone service is to continue to 
be of the highest quality at low cost; that the Bell System maintains and uses 
its own manufacturing and supply unit solely to accomplish that result; and 
that it would be contrary to the public interest to disrupt the existing organization 








and manner of operation of the Bell System. 


Complaint 


42. AT&T owns, controls and directly 
operates, through its Long Lines De- 
partment, more than 98 percent of the 
facilities used in the rendition of long 
distance telephone communication serv- 
ice in the United States and through 
corporate subsidiaries, corporate stock 
ownership and contracts, owns and con- 
trols the predominant companies and 
approximately 85 percent of all the fa- 
cilities used in the rendition of local 
telephone communication service in the 
United States; conducts research work, 
makes manufacturing and engineering 
surveys in telephone, general communi- 
cation and various noncommunication 
fields; owns and controls a predom- 
inant number of patents relating to tele- 
phone, telephone equipment, and com- 
munication operations ; owns more than 
99 percent of the stock of Western, a 
corporation which has a_ substantial 
monopoly of the manufacture and sale 
of telephones, telephone equipment, and 
apparatus in the United States; and 
owns, in equal shares with Western, 
the entire stock of Bell Telephone Lab- 
oratories, Inc., hereinafter referred to 
as “Bell Laboratories,” a corporation 
engaged in research work and experi- 
mental functions for the Bell System. 
AT&T directly and through its corpo- 
rate operating subsidiaries, controls 
telephone plant values, as of September 
30, 1948, at more than eight billion 
dollars, embracing over thirty million 
telephones and including over one hun- 
dred twenty-one million miles of tele- 


Answer 


26. They deny the allegations con- 
tained in paragraph 42 of the com- 
plaint, except that they admit the fol- 
lowing : 

AT&T owns and directly operates, 
through its Long Lines Department, 
facilities used in interstate long dis- 
tance telephone communication service, 
but they allege that substantially all 
the telephone facilities in the United 
States are in part used from time to 
time for the rendition of long distance 
telephone service, and that, in terms of 
the interstate use of the plant, approxi- 
mately 50% is represented by plant 
owned by AT&T through its Long Lines 
Department, most of the balance being 
represented by plant owned by the Bell 
Operating Companies. They admit, on 
information and belief, that the Bell 
Operating Companies own approxi- 
mately 85% of all the facilities used 
in the rendition of local telephone com- 
munication service in the United States. 

Various units of the Bell System con- 
duct research and development work 
and make manufacturing and engineer- 
ing surveys in the telephone and gen- 
eral communication fields, which at 
times lead into various noncommunica- 
tion fields. AT&T owns and controls a 
large number of patents, resulting 
largely from Bell System research and 
inventions; these patents largely relate 
to telephones, telephone apparatus and 
equipment and systems for communi- 
cation, and the inventions disclosed by 
many of such patents are embodied in 
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phone wires. AT&T and its telephone 
operating subsidiaries have total an- 
nual Operating revenues in excess of 
two billion dollars. 


43. The Bell System owns and oper- 
ates substantially all of the wire fa- 
cilities used in the transmission of pro- 
grams for radio broadcasting and all 
transoceanic two-way radio-telephone 
service in the United States. It also 
supplies facilities for a large part of 
press news and telephotograph service, 
and operates a nation-wide teletype- 
writer exchange’ service. Approxi- 
mately 85 percent of all facilities used 
in the rendition of local telephone serv- 
ice in the United States, including that 
in all of the large cities, are owned and 
operated by 21 operating subsidiaries 
of AT&T. All but four of these operat- 
ing subsidiaries are wholly owned by 
AT&T. These operating companies are 
hereinafter referred to as the “Bell 
Operating Companies.” 

44. The names and states served by 
each of the Bell Operating Companies 
are indicated in the following table: 


Answer 


the telephones, telephone apparatus and 
equipment manufactured and sold by 
Western. AT&T owns more than 99% 
of the stock of Western, a corporation 
the principal business of which is the 
manufacture of telephones, telephone 
equipment and apparatus for Bell Op- 
erating Companies, and AT&T owns, in 
equal shares with Western, the entire 
stock of Bell Laboratories, a corpora- 
tion engaged in research, development 
and design functions for the Bell Sys- 
tem. The Bell System includes tele- 
phone plant the original cost of which, 
as of September 30, 1948, was more 
than $8,000,000,000, embracing over 30,- 
000,000 telephones and including over 
121,000,000 miles of telephone wires. 
AT&T and its telephone operating sub- 
sidiaries have total annual operating 
revenues in excess of $2,000,000,000. 

27. They admit the allegations con- 
tained in paragraph 43 of the com- 
plaint, except that they allege that the 
operations of the Bell System therein 
referred to are conducted as public 
utility services under the jurisdiction of 
federal and state regulatory agencies, 
that the obligation to render such serv- 
ices, the rates therefor and many other 
matters relating thereto are regulated 
by such agencies, and are governed by 
published tariffs on file with such agen- 
cies, and that the names of the 22 Bell 
Operating Companies, the percentage of 
the voting stock of each held by AT&T, 
and the areas within which each oper- 
ates are as set forth in Appendix A 
annexed to this answer. 


28. They deny the allegations con- 
tained in paragraph 44 of the com- 
plaint, except that they admit that the 
names of the 22 Bell Operating Com 
panies, the percentage of the voting 
stock of each held by AT&T, and the 
areas within which each operates are 
as set forth in Appendix A annexed to 
this answer. 
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Name of Company States Served 


New England Telephone 


Maine, Massachusetts, 
& Telegraph Co. 


New Hampshire, 
Rhode Island, and Ver- 
mont. 

The Southern New Eng- | Connecticut.' 
land Telephone Co. 
New York Telephone | New York and a small 

Co. part of Connecticut. 
New yin Bell Tele- 


New Jersey. 

pene Co, 

The Bell Telephone Co. | Pennsylvania. 
of Pennsylvania. 

The Diamond State | Delaware. 
Telephone Co. 

The Chesapeake & Po- | District of Columbia. 
tomac Telephone Co. 

The Chesapeake & Po- | Maryland. 
tomac Telephone Co. 
of Baltimore City. 

The Chesapeake & Po- | Virginia. 
tomac Telephone Co. 





of Virginia. 

The Chesapeake & Po- 
tomac Telephone Co. 
of West Virginia. 

Southern Bell Telephone | Alabama, Florida, Geor- 
& Telegraph Co. gia, Kentucky,' Lou- 
isiana, Mississippi, 
North Carolina, South 
Carolina & Tennessee. 

Ohio.! 


West Virginia. 





™ Ohio Bell Telephone 


0. 
The Cincinnati & Sur- 
burban Bell Telephone | 


Co. 
Michigan Bell Telephone 


Cincinnati, and 


vicinity. 


Ohio, 


Michigan and a small 
part of Wisconsin. 


Indlna Bell Telephone | Indiana.' 
lo 
Wisconsin Telephone Co.| Wisconsin.! 


Tlinois Bell Telephone | Illinois,’ and a small part 


Co. of Indiana. 
Northwestern Bell Tele- | Iowa, Minnesota, Ne- 
phone Co. braska, North Dakota, 


South Dakota. 


Southwestern Bell Tele- | Arkansas, Kansas, Mis- 


The Pacific Telephone 
& Telegraph Co. 


California, Nevada, Ore- 
gon, Washington, and 
a small part of Idaho. 


| 
\ 
phone Co. souri, Oklahoma, Tex- 
as,' and a small part 
of Minois. 

The Mountain States | Arizona, Colorado, Ida- 
Telephone & Tele-| do,' Montana, New 
graph Co. | Mexico, Utah, Wyo- 

| ming, and a small part 
of Texas. 


1A small part of this State is panel by one of 
the other companies 


B. DESCRIPTION OF WESTERN 


45. Western has been the manufac- 
turing branch of the Bell System since 
1882. It is also the purchasing and 
supply branch of the Bell System. It 
is engaged directly in the manufac- 
ture, sale, and distribution of over 90 
percent of all telephones, telephone ap- 
paratus, and equipment manufactured 
and sold in the United States. Of the 
remaining 10 percent manufactured by 
others, a substantial part is produced 
under contract with Western, in ac- 
cordance with Western’s specifications 


Answer 


29. They deny the allegations con- 
tained in paragraph 45 of the com- 
plaint, except as follows: 

They admit that Western has been 
the manufacturing branch of the Bell 
System since 1882 and is also its pur- 
chasing and supply branch. They al- 
lege that they are without knowledge 
or information sufficient to form a be- 
lief as to whether the telephones, tele- 
phone apparatus and equipment in the 
manufacture, sale and distribution of 
which Western is directly engaged, 
constitute over 90% of all telephones, 
telephone apparatus and equipment 
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and prices, for Bell System use. Vir- 
tually all of the Bell System require- 
ments for telephones, telephone appa- 
ratus, equipment, materials, and sup- 
plies are purchased by the operating 
companies from Western. The only 
notable exception is building materials. 
In addition, Western manufactures 
and sells, either directly or through 
corporate subsidiaries, numerous types 
of nontelephone apparatus, such as, 
teletype machines, sound motion pic- 
ture recording and reproducing equip- 
ment, teletype-writers, submarine tele- 
phone and telegraph cable, public ad- 
dress equipment, photoelectric cells, 
race timing equipment, oscillators, 
mortuary turntables and magnetic al- 
loys. Together with AT&T, Western 
owns and controls a predominant num- 
ber of patents in the manufacturing 
fields in which it is engaged. 


46. In fields other than telephony, 
AT&T and Western have dominated, 
controlled and monopolized the furnish- 
ing of wire circuits and other facilities 
on which chain radio broadcasting is 
dependent ; the manufacture and licens- 
ing of submarine telephone and tele- 
graph cables, and terminal apparatus 
used in connection therewith; and the 
development of multiple frequency 
broad-band cable, including the coaxial 
type which serves to give the Bell Sys- 
tem a monopoly of news and photo 
transmission and television involving 
the use of wire facilities. 

47. As of December 31, 1947, Western 
Electric had assets totaling seven hun- 
dred seventy-one million dollars and 


Answer 


manufactured and sold in the United 
States. They admit that virtually all 
of the Bell System requirements for 
telephones, telephone apparatus, equip- 
ment, materials and supplies are pur- 
chased from Western, the only notable 
exception being building materials. 
They allege that Western’s sales of 
telephones and telephone apparatus, 
equipment, materials and supplies to 
the operating units of the System 
during the year 1947 were as set forth 
in Appendix B annexed to this answer. 
In addition to purchases of compo- 
nents and raw materials used in West- 
ern’s manufacture, approximately 5% 
of the telephones, telephone apparatus 
and equipment, 30% of the telephone 
materials and 100% of the telephone 
supplies sold by Western to the operat- 
ing units of the System are purchased 
from other manufacturers. 

They admit that Western, either di- 
rectly or through corporate subsidi- 
aries, manufactures and sells some of 
the types of so-called non-telephone 
apparatus alleged, including “Teletype” 
machines, sound motion picture repro- 
ducing equipment, teletypewriters, cer- 
tain types of submarine telephone and 
telegraph cable, public address equip- 
ment, photoelectric cells, oscillators and 
magnetic alloys and manufactures and 
leases sound motion picture recording 
equipment. They admit that AT&T 
and Western together own and control 
many patents in the manufacturing 
fields in which Western is engaged and 
that the inventions disclosed in many 
of those patents are used in the manu- 
facture of the telephones, telephone ap- 
paratus and equipment manufactured, 
sold and distributed by Western. They 
refer to paragraphs 9 through 12 of this 
answer for a correct statement of West- 
ern’s functions. 

30. They deny the allegations con- 
tained in paragraph 46 of the com- 
plaint. 


31. They deny the allegations con- 
tained in paragraph 47 of the com- 
plaint, except that they admit that as 
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net operating revenues for the same 
year totaling approximately one billion 
dollars. It owns approximately thirty 
warehouses located throughout the 
United States and occupies leased floor 
space in sixty-two additional locations. 
The location of and the principal prod- 
ucts manufactured by, the large manu- 
facturing plants of Western are indi- 





cated in the following table: 


Location of plants 


Hawthorne Works, Chi- | 
cago, Ill. (branch shops | 
in St. Paul, Minn. and 
Lincoln, Nebr.). 





Kearney Works, Kear- 


ney, N. J. 


Clearing Shop, Chicago, 
Til. 


Point Breeze Works, 
Baltimore, Maryland. 


Philadelphia Specialty 
Shop, Philadelphia, 
Pa. 


Electronics Shops, New 
York, N. Y. 

Queensboro Shop, 
Brooklyn, N. Y. | 

Nassau Smelting and 
Refining Co., Inc., 
Staten Island, N. Y. 


St. Paul, Minn- 


Archer Ave, Chicago, Il 


47th Street, Chicago, Il 
Lincoln, Nebraska 


Kolmar Ave., Chicago, | 
Mil. 
Kenmore Plant, Buffalo, 
N. Y. 


Products manufactured 


Automatic switching 
equipment, including 
cross-bar, panel dial, 
and step-by-step types, 
and all allied materials; 
manual switchboards 
for use in automatic ex- 
changes; power equip- 
ment for automatic ex- 
changes; telephone ap- 
paratus and protection 
equipment; lead- 
covered telephone 
cable; switchboard 
cable; telephone wire, 
bare and insulated: and 
test sets of all kinds. 

Telephone wire, all sizes 
and types; manual 
switchboards, local and 
toll and all associated 
apparatus; lead- 
covered telephone ca- 
ble; switchboards ca- 
ble; and cable termi- 
nals. 

Pole line hardware; ca- 
ble terminals, galva- 
nized wire and strand 

Lead-covered telephone 
cable of all inds; 
coaxial cable; switch- 
board cable; and cable 
terminals. 

Sound motion picture 
recording and repro- 
ducing equipment; 
radio, public address, 
and other non-tele- 
phone products. 

Vacuum tubes 

Telephone booths 

Reclamation of scrap 
metals and _ salvage 
from material removed 
from the Bell System 
plant. 

Station and 
apparatus. 

Telephone sets, induc- 
tion coils, ringers and 
miscellaneous station 
apparatus. 

Power equipment. 

Step-by-step selectors 
and connectors. 

Plugs; heat coils; fuses; 
terminal strips and 
factory cable. 

Switchboard cable and 
other telephone prod- 
ucts. 


protective 


Answer 


of December 31, 1947, Western had 
gross assets totaling approximately 
771,000,000, and gross income for the 
same year totaling approximately $1,- 
000,000,000; that as of December 31, 
1948, Western maintained and operated 
28 distributing houses, of which 9 were 
owned and 19 rented, and occupied 
leased quarters supplementary to such 
distributing houses at 53 locations; 
and that the location of, and the princi- 
pal products manufactured by, the 
larger manufacturing plants of West- 
ern are as set forth in Appendix C an- 
nexed to this answer. 
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48. The basis for the success of AT&T 
in occupying and controlling almost the 
entire telephone operating and manu- 
facturing fields and for its extensive 
activities outside the telephone industry 
has been due largely to its development 
and exploitation of patents. In teleph- 
ony AT&T has maintained its dominant 
position since its earliest days by acqui- 
sition of important inventions patented 
by others, and by its own extensive re- 
search and development in all fields 
related to the telephone art. All pat- 
ents developed by Bell System Compa- 
nies must be assigned to AT&T. 

49. In nontelephone fields the AT&T 
and Western own or control patents for 
radio transmitting and receiving equip- 
ment, therapeutic devices, audiophones, 
public address equipment, photo-electric 
cells, oscillators, race timing equipment, 
magnetie alloys, sound motion picture 
equipment, and teletype apparatus. 
Most of these nontelephonic products 
are manufactured and sold or leased by 
Western or its subsidiaries, and AT&T 
has maintained a dominant position 
with respect to them through control of 
patents and through exclusive manufac- 
turing and licensing agreements. 


5O. AT&T research and development 
work in such nontelephonic fields as 
transmission of speech, acoustics and 
switching mechanisms has been carried 
on jointly with Western since 1882. In 
1925, Bell Telephone Laboratories, Inc. 
(hereinafter called Bell Laboratories) 
was organized under the laws of the 
State of New York. One-half of its 
stock is owned by AT&T and one-half 
by Western. Since that time it has 
been the research department of the 
Bell System. It is charged with assum- 
ing and making effective the policies of 
AT&T in the field of scient'fic research 
and patents. Its research activities 
have included exploration of the fields 
of physics, chemistry, applied mathe- 
maties, characteristics of materials, 
optics, acoustics, electronics, the physi- 
ology of speech and hearing. It has de- 
veloped and designed apparatus, cir- 
cuits and transmission lines for wire 
and radio telephony and telegraphy, 
broadcasting, sound recording and re- 
production, telephoto service, genera- 
tion and modulation, transmission and 


Answer 


32. They deny the allegations con- 
tained in paragraph 48 of the complaint, 
except that they admit that AT&T and 
Western have in the past from time to 
time acquired important patents or 
rights thereunder from others and have 
conducted, and still conduct through 
Bell Laboratories, extensive research 
and development in telephony and re- 
lated arts, and they allege that research 
and the use of patented inventions have 
contributed greatly to the success of the 
Bell System in developing an efficient 
and economical nationwide telephone 
service. 

33. They admit the allegations con- 
tained in paragraph 49 of the complaint, 
except that they deny that race timing 
equipinent is manufactured, sold or 
leased by Western or its subsidiaries, or 
that AT&T has maintained a dominant 
position with respect to any of the so- 
called nontelephonic products listed in 
paragraph 49 of the complaint through 
control of patents, through exclusive 
manufacturing or licensing agreements 
or otherwise, and they allege that the 
research and development activities of 
the Bell System are and have been pri- 
marily directed toward the communica- 
tions field, and that patents of the Bell 
System which may have application to 
nontelephonic products have resulted 
principally from research and develop- 
ment conducted primarily in and of 
value to the communications field. 

34. They admit the allegations con- 
tained in paragraph 50 of the com- 
plaint, except that they deny that trans- 
mission of speech, acoustics and switch- 
ing mechanisms are nontelephonic fields 
and they allege that, prior to the or- 
ganization of Bell Laboratories, AT&T 
and Western each carried on research 
and development work appropriate to 
their respective functions, and they 
deny that the allegation that Bell Lab- 
oratories is charged with assuming and 
making effective the policies of AT&T 
in the field of scientific research and 
patents is a correct or adequate state- 
ment of the function of Bell Labora- 
tories, and refer to paragraphs 13 
through 16 of this answer for a correct 
statement thereof. 
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radiation of high frequency electric cur- 
rents and ultra short waves. 

51. The research departments of 
AT&T and Western have at all times 
prosecuted research and experimenta- 
tion, filed applications for and taken 
out patents, and developed and com- 
mercially exploited, directly and 
through wholly owned subsidiaries, 
patents, processes, and inventions in 
communications fields other than wire 
telephony, including teletypewriter and 
other forms of wire telegraphy; radio 


and wireless telephony; submarine 
telephone and telegraph and coaxial 
cables. 

52. As the engineering department 


for Western, Bell Laboratories has de- 
veloped equipment designs and manu- 
facturing methods, studied and de- 
veloped materials for manufacture, and 
prepared specifications for telephone 
apparatus, equipment, and materials 
which are standardized by AT&T for 
use by the Bell Operating Companies. 


58. The basic telephone patents were 
obtained in 1876 and 1877. By 1894, 
when the basic telephone patents ex- 
pired, AT&T had established ownership 
control of most of its licensees. AT&T 
has used its ownership of the Bell Oper- 
ating Companies to concentrate in itself 
the actual management control of the 
entire Bell System. The individual op- 
erating companies do not possess any 
degree of independence with respect to 
policy or action. The Bell Operating 
Companies function as departments of 
AT&T, under the direct supervision of 
the executives of the holding company. 
The power to vote the stock of the Bell 
Operating Companies resides in the 
President of AT&T. Since 1907, the 
Presidents and other executives of 
AT&T have been a_ self-perpetuating 
group, each President choosing his suc- 


Answer 


35. They admit the allegations con- 
tained in paragraph 51 of the com- 
plaint, except that they deny that the 
activities therein enumerated have been 
carried on at all times, or that the 
research departments of AT&T and 
Western have at any time engaged in 
commercial exploitation, and they deny 
the accuracy of classifying submarine 
telephone and coaxial cables as outside 
the field of wire telephony. 


36. They deny the allegations con- 
tained in paragraph 52 of the com- 
plaint, except that they admit that Bell 
Laboratories, Western and AT&T, act- 
ing in the closest collaboration and 
after careful cooperative studies with 
the operating organizations of the Bell 
Operating Companies, have, among 
other things, developed equipment de 
signs and manufacturing methods, 
studied and developed materials for 
manufacture, and prepared specifica- 
tions for telephone apparatus, equip- 
ment and materials, some of which are 
standardized by AT&T for use by the 
Bell Operating Companies, in the sense 


that their use is recommended for 
greater economy,  interchangeability 
and operating efficiency, which rec- 


ommendations are usually adopted by 
the Bell Operating Companies. They 
refer to paragraphs 16 through 18 of 
this answer for a correct statement as 
to the collaboration between Bell Lab- 
oratories, Western and AT&T. 

37. They deny the allegations con- 
tained in paragraph 53 of the complaint, 
except that they admit that the basic 
telephone patents issued in 1876 and 
1877 ; that by 1894 American Bell owned 
a majority of the voting stock of most 
of its licensees; that, as set forth in 
paragraphs 1 through 3 and 16 of this 
answer, the operations of the Bell Oper- 
ating Companies are coordinated by 
AT&T to the extent necessary and 
proper for furnishing efficient and eco- 
nomical telephone service in and be- 
tween the territories of the Bell Oper- 
ating Companies and interconnecting 
with other companies for nationwide 
service ; that the power to vote the stock 
of the Bell Operating Companies held 
by AT&T, which resides in the Board of 
Directors of AT&T, has from time to 
time been delegated to the President 
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cessor and filling executive positions. 
Presidents of AT&T have selected the 
Presidents and chief executives of the 
Bell Operating Companies, have deter- 
mined their salaries, and have granted 
salary increases. 


54. The financial and operating re- 
lationships between AT&T and the Bell 
Operating Companies are expressed in 
agreements, hereinafter referred to as 
“license service contracts.” Under the 
terms of the license service contracts, 
the Bell Operating Companies are li- 
censed to use, within their respective 
territories, telephones and telephone 
equipment manufactured under AT&T 
patents. They are prohibited from dis- 
posing of equipment except to AT&T 
licensees. They are required to pay 
2.5 percent of gross telephone operat- 
ing revenues as a license fee, although 
the actual rate of payments has been 
1.5 percent since 1929. They are priv- 
ileged to use the lines of AT&T con- 
necting the Bell Operating Companies 
upon payment of the regular toll-line 
charges. In return for such license 
fees AT&T agrees to protect its licen- 
sees from patent-infrigement actions; 
to maintain arrangements whereby 
needed telephones and telephone equip- 
ment may be manufactured under 
AT&T patents: to prosecute funda- 
mental work of scientific research and 
development in the field of telephony ; 
and to furnish advice and assistance 
of such nature as to divest the Bell 
Operating Companies of functions re- 
lating to personnel, general manage- 
ment, purchasing, operating, and other 
matters. 





Answer 


and other officers of AT&T by resolu- 
tions revocable at will by the Board of 
Directors; and that the President of 
AT&T, among others, is frequently con- 
sulted by the directors of the Bell Oper- 
ating Companies as to the selection and 
compensation of the chief executives of 
such companies. They allege that each 
of the Bell Operating Companies has its 
own Board of Directors, predominantly 
men not otherwise connected with the 
Bell System, its own officers and its own 
employees, with decentralized authority 
based upon the principle that those who 
are most familiar with conditions in a 
particular state or region are best quali- 
fied to make decisions and take action 
with respect to their particular prob- 
lems. Some officers or directors of 
AT&T serve on the boards of directors 
of a number of the Bell Operating Com- 
panies, and their election in each in- 
stance has been approved by the Fed- 
eral Communications Commission as 
being in the public interest. 

38. They admit the allegations con- 
tained in paragraph 54 of the com- 
plaint, except that they deny that all 
the financial and operating relation- 
ships between AT&T and the Bell Op- 
erating Companies are expressed in the 
license service contracts; they deny 
that paragraph 54 of the complaint com- 
pletely or accurately sets forth the re- 
lationship between said companies, and 
they beg leave to refer to the license 
service contracts for the terms thereof ; 
and they deny that the actual rate of 
payments by the companies licensed 
thereunder is now 1.5% of the licensees’ 
gross telephone operating revenues and 
allege that it is 1% of such revenues. 
They more particularly allege that the 
benefits which the Bell Operating Com- 
panies receive under the license service 
contracts include, in addition to patent 
protection and patent rights useful in 
the conduct of their business, the bene- 
fit of centrally conducted research and 
development, of centrally developed im- 
provements in operating practices, 
methods and techniques, and of finan- 
cial aid, the value of all of which ex- 
ceeds the amount which they pay and 
the cost of which to them is less than 
if each attempted to perform such func- 
tions for itself; and they deny that the 
advice and assistance which AT&T 
agrees to furnish thereunder, or which 
it in fact furnishes, are of such a na- 
ture as to divest the Bell Operating 
Companies of any functions. 











3836 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


SUMMARY OF DEFENDANTS’ POSITION—Ccontinued 


Complaint 


55. Each Bell Operating Company 
has its own executive and operating 
organization which is responsible for 
the successful operation of the com- 
pany in conformity with the advice, 
instructions, and approval of AT&T. 
All matters of policy and important 
decisions are referred to the parent 
company. All telephones, telephone 
apparatus, equipment, materials, and 
supplies are ordered from Western. 
Annual forecasts of future require- 
ments for one-, two-, and five-year pe- 
riods are made by each Company and 
submitted to AT&T, which analyzes, 
revises, and forwards them to Western 
for fulfillment. Financial requirements 
of the Operating Companies are met by 
advances from AT&T. Balances in 
the advances account are converted 
from time to time into stock issued to 
AT&T in the event the company is not 
wholly owned. AT&T prescribes, and 
the Bell Operating Companies follow, 
standard operating practices which 
cover methods of planning and laying 
out of the plant; methods of estimat- 
ing and providing for future growth; 
types of plant and equipment of West- 
ern manufacture to be installed to 
meet various’ service conditions; 
methods of plant construction; meth- 
ods of maintaining the plant; traffic 
operating practices for handling tele- 
phone calls of all kinds and the oper- 
ating loads to be carried: commercial 
methods covering sales practices, bill- 
ing, collecting, and customer relations 
accounting methods, relations with in- 
dependent connecting companies, meth- 
ods of making rates, and of conducting 
rate cases before regulatory bodies and 
courts. 

56. In 1882, soon after the organiza- 
tion of Western to take over the busi- 
ness of its predecessor, Western 
Electric Manufacturing Co., a manu- 
facturing contract was executed be- 
tween Western and AT&T under the 
terms of which Western obtained the 
exclusive right to manufacture and sell 
all telephones, telephone apparatus, and 
equipment for the Bell System under 
AT&T controlled patents. Western was 
authorized to sell apparatus and equip- 
ment under controlled patents to AT&T 
and its licensees only. This contract 
gave AT&T control over telephone man- 
ufacturing for Bell System use with re- 
spect to design, quantity, and price. In 
1908, the original manufacturing con- 
tract was amended to permit the sale 


Answer 


39. They deny the allegations con- 
tained in paragraph 55 of the com- 
plaint, except that they admit that 
each Bell Operating Company has its 
own executive and operating organiza- 
tion which is responsible for the suc- 
cessful operation of the company; that 
AT&T coordinates the operations of 
the Bell Operating Companies as 
stated in paragraph 37 of this answer; 
that the Bell Operating Companies or- 
der from Western substantially all tel- 
ephones, telephone apparatus, equip- 
ment, materials and supplies required 
by them; that periodic forecasts of an- 
ticipated requirements for certain 
items during the succeeding six or 
twelve months are made by each com- 
pany and submitted to AT&T and 
Western, in order that Western’s pro- 
duction may be planned in advance of 
actual orders from the operating com- 
panies; that AT&T makes advances of 
money to the operating companies, 
some of which advances have from 
time to time been repaid from the pro- 
ceeds of stock issued in whole or in 
part to AT&T; and that AT&T, as part 
of its services under the license service 
contracts, prepares and forwards to 
the operating companies, after consul- 
tation with Western, Bell Laboratories 
and the Bell Operating Companies 
themselves, recommendations as to the 
matters referred to in the last sentence 
of paragraph 55 of the complaint, 
among others, which recommendations 
are usually adopted by the Bell Oper- 
ating Companies. 


40. They deny the allegations con- 
tained in paragraph 56 of the com- 
plaint, except that they admit that 


Western and American Bell executed 
a contract dated February 6, 1882 and 
a contract dated April 8, 1908 modify- 
ing the 1882 contract and that Western 
and the American Company executed 
two contracts dated November 22, 1946, 
one of which terminated the previous 
contracts and the other of which de- 
fined the relations of the parties with 
respect to patents for the future, and 
they beg leave to refer to said contracts 
for the terms thereof. They allege that 
stock control of Western was acquired 
by American Bell in 1882 in order to 
make Western the manufacturing 
branch of the Bell System, and that 
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by Western of certain limited types of 
telephone equipment to nonlicensee 
companies. Many types of equipment, 
particularly those essential to the suc- 
cessful operation of toll and long-dis- 
tance lines, and all types of automatic 
switching equipment manufactured by 
Western have been consistently with- 
held from independent telephone com- 
panies. On November 22, 1946, the 
manufacturing contract of 1882, as 
amended, was modified so as to permit 
AT&T for the first time to make, use, 
and sell under its own patents. This 
modification does not alter the basic 
relationship between AT&T and West- 
ern as created by the manufacturing 
contract of 1882, as amended, since 
AT&T has not exercised any right to 
manufacture, and since neither party 
has granted any licenses to manufac- 
ture under the terms of the 1946 mod- 
ification. 

57. Between 1901 and 1913, Western 
executed a standard form of supply 
contract with all Bell Operating Com- 
panies. Under its terms, Western un- 
dertook to manufacture or purchase all 
materials required by the Bell Operat- 
ing Companies; to inspect, deliver, and 
install; to prepare equipment specifica- 
tions for specific jobs; to maintain rea- 
sonable stocks of materials in distribu- 
tion storerooms located as agreed up- 
on; and to receive salvage and repair 
or junk materials removed from serv- 
ice by the Bell Operating Companies. 
As supply department and storekeeper 
of the Bell System, Western maintains 
stocks of telephones, telephone appa- 
ratus, equipment, and supplies at ware- 
houses so located as to be readily ac- 
cessible in all sections of the country. 
As installer, Western maintains divi- 
sion and district headquarters offices 
in the principal cities of the United 
States to install central office equip- 
ment for the Bell Operating Compa- 
nies. 


t 


4. Relationship between Western and 
non-Bell Operating Companies 

58. In 1925, Western organized the 
Graybar Electric Company, hereinafter 
referred to as “Graybar,” under the 
laws of the State of New York, for the 
purpose of selling telephone equipment 
and electrical supplies to non-Bell pur- 
chasers. Although Western disposed of 
its 100 percent stock interest in Gray- 
bar in 1928 to Graybar employees, 
Western retained considerable powers 
with respect to Graybar’s securities 





Answer 


the 1882 contract was entered into as 
a part of that transaction. 


41. They admit the allegations con- 
tained in paragraph 57 of the com- 
plaint, except that they deny that said 
paragraph 57 completely or accurately 
sets forth the relationship between 
Western and the Bell Operating Com- 
panies or the development thereof, 
they beg leave to refer to the standard 
supply contracts, as from time to time 
in foree, for the terms thereof, and 
they refer to paragraphs 9 through 12 
of this answer. 


42. They admit the allegations con- 
tained in paragraph 58 of the com- 
plaint, except that they deny thet 
Western, since in or about 1941, has 
retained considerable powers with re- 
spect to Graybar’s securities and man- 
agement; or that Western exercises 
substantial control over Graybar’s poli- 
cies or operations, including its poli- 
cies with respect to sales and prices; 
and they allege that Graybar was or- 


ee 





: 
: 
: 
: 


ce 
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and management and still exercises 
substantial control over Graybar’s poli- 
cies and operations, including its poli- 
cies with respect to sales and prices. 


V. OFFENSES CHARGED 


59. Beginning in or about the year 
1900, and continuing thereafter up to 
and including the date of filing this 
Complaint, the defendants, each well 
knowing all the matters and things 
hereinbefore alleged, have been and now 
are engaged in a combination and con- 
spiracy to restrain unreasonably, and 
in a combination and conspiracy to 
monopolize, and pursuant to said com- 
bination and conspiracy have in fact 
unreasonably restrained and have in 
fact monopolized the aforesaid trade 
and commerce in the production, manu- 
facture, distribution, sale, and installa- 
tion of telephones, telephone apparatus, 
telephone equipment, telephone ma- 
terials, and telephone supplies among 
the several states of the United States, 
in the District of Columbia, and with 
foreign countries, in violation of Sec- 
tions 1, 2, and 8 of the Act of Con- 
gress of July 2, 1890, entitled “An Act 
to protect trade and commerce against 
unlawful restraints and monopolies,” as 
amended (15 U. S. C., Sees. 1, 2, and 
3), commonly known as the Sherman 
Act. Defendants threaten to continued 
such offenses and will continue them 
unless the relief hereinafter prayed for 
in this Complaint is granted. 

60. The aforesaid combination 
conspiracy to restrain unreasonably 
trade and commerce, the combination 
and conspiracy to monopolize, and the 
actual monopolization of trade and 
commerce have consisted of a contin- 
uing agreement and concert of action 
among the defendants, the substantial 
terms of which have been that the de- 
fendants: 

a. agree to acquire control of the 
market for substantially all telephones, 
telephone apparatus, and equipment 
manufactured, sold, and used in the 
United States : 

(1) by acquiring substantially all 
basic patents in the field of wire teleph 
ony ; 

(2) by eliminating or forcing compet- 
itors engaged in the rendition of tele- 
phone service to acquire AT&T patent 
licenses under threat of the institution 
or the institution of patent infringe- 
ment suits: 


and 


Answer 


ganized for the purpose of taking over 
and carrying on the business thereto- 
fore conducted by Western in electrical 
jobbing and in the sale of products of 
Western manufacture to domestic cus- 
tomers outside the Bell System. 


43. They deny the allegations con- 
tained in paragraphs 59 through 61 of 
the complaint. 


[ Denied. ] 
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(3) by refusing to issue patent li- 
censes except on condition that the 
licensee telephone company vest in 
AT&T an option to purchase controlling 
stocks and securities, and otherwise 
permit the Bell System to control the 
telephone company’s operating, purchas- 
ing, and managerial functions ; 

(4) by purchasing the plants, estab- 
lishments, securities, stocks, and busi- 
nesses of independent telephone operat- 
ing companies ; 

(5) by agreeing with other wire-com- 
munications companies that the latter 
will not engage in the rendition of pub- 
lic telephone service ; 

(6) by acquiring ownership and con- | 
trol of approximately 98 percent of all 
facilities used and useful in the rendi- 
tion of long-distance telephone com- 
munication service in the United 
States and by acquiring ownership and 
control of approximately 85 percent of 
all facilities used and useful in the ren- 
dition of local telephone service in the 
United States; 

b. agree to eliminate all substantial 
competition in the manufacture and 
sale of telephones, telephone apparatus, 
equipment, materials, and supplies re- 
quired by the Bell Operating Companies 
and by the Long Lines Department of 
AT&T: 

(1) by vesting in Western the ex- 
clusive right to manufacture and sell 
such equipment to such operating com- 
panies and to the Long Lines Depart- 
ment of AT&T; 

2) by requiring such operating com- 
panies and the Long Lines Department 
of AT&T to purchase their required 
equipment exclusively from Western ; 

(3) by standardizing the telephones, 
telephone apparatus, and equipment 
selected for use in the Bell System in 
such manner as to prevent the purchase 
of such telephones, telephone appa- 
ratus, and equipment from any com- 
pany except Western; 

(4) by vesting in AT&T the power 
to control the operations of all branches 
of the Bell System, including research 
and development, and the manufacture, 
sale, installation and operation of Bell 
System telephone plant and facilities: 

ec. agree to acquire the plants, estab- 
lishments, securities and businesses of 
competing manufacturers of telephones, 
telephone apparatus, equipment and 
supplies ; 

d. agree to eliminate all competition 
from foreign manufacturers of tele 
phones, telephone apparatus and equip- 
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ment by arranging with such foreign 
manufacturers that Western shall be 
their exclusive agent for all sales made 
by them in the United States; 

e. agree to protect the Bell System’s 
plant investment and its position in the 
field of wire communications from com- 
petition offered by alternative methods 
of communication : 

(1) by maintaining an aggressive 
program of technical development, sci- 
entific research and patent control in 
all branches of the communications 
field including media not related to wire 
telephony ; 

(2) by refusing to authorize the 
manufacture and sale outside the Bell 
System of telephones, telephone appa- 
ratus and equipment under patents 
controlled by them, and by refusing to 
allow persons outside the Bell System 
to use alternative patents and methods 
of operation owned or controlled by 
but not being used by the Bell System: 

(3) by refusing to make available to 
the telegraph industry the basic patents 
on the vacuum tube which are essential 
to enable telegraphy to compete effi- 
ciently with telephony ; 

(4) by securing the exclusive right 
to furnish wire facilities essential to 
radio program transmission service by 
agreeing with others not to engage in 
the manufacture and sale of radio 
equipment ; 

(5) by controlling the coaxial cable 
which is essential to the efficient and 
economical transmission of television 
as well as multiple telephone and tele- 
graph messages over long distances; 

(6) by controlling the manufacture, 
sale, and use of continuously loaded 
submarine telegraph and_ telephone 
eable; 

(7) by dividing fields of manufac- 
ture, sale and distribution with con- 
cerns engaged in other fields of tele- 
communication as well as in noncom- 
munication fields ° 

f. agree to exercise the power in- 
herent in their unified control of the 
research and development, the manu- 
facture and the operation of telephones, 
telephone apparatus and equipment so 
as to produce monopoly profits for 
AT&T; 

(1) by securing for Western non- 
competitive prices for telephones, tele- 
phone apparatus and equipment sold by 
Western to the Bell Operating Com- 
panies and to the Long Lines Depart- 
ment of AT&T, and by using such non- 
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competitive prices as the basis for de- 
termining the investment in telephone 
plant upon which subscribers’ rates are 
based ; 

(2) by continuing the manufacture 
by Western and the sale to Bell Op- 
erating Companies and the Long Lines 
Department of AT&T of types of tele- 
phones, telephone apparatus and equip- 
ment after knowledge that both manu- 
facturing and operating costs of such 
telephones, telephone apparatus and 
equipment are higher than those of 
available alternative types manufac- 
tured by concerns other than Western ; 

(3) by suppressing improvements and 
developments in the art of telephony, 
and improved types of telephones, tele- 
phone apparatus and equipment ; 

(4) by refusing to purchase from 
manufacturers other than Western, and 
by refusing to introduce into the Bell 
operating system types of telephones, 
telephone apparatus and equipment 
manufactured by concerns other than 
Western under patents which are not 
controlled by Western or AT&T, which 
are known to be superior in both sery- 
ice and operating economy, as well as 
in initial cost, to alternative types of 
telephones, telephone apparatus and 
equipment manufactured by Western 
and sold to the Bell Operating Com- 
panies and to the Long Lines Depart- 
ment of AT&T; 

g. agree to discriminate in price be- 
tween different purchasers and substan- 
tially lessen competition in the manu- 
facture and sale of telephones, tele- 
phone apparatus, and equipment ; 

(1) by selling to concerns not with- 
in the Bell System at prices higher than 
the prices charged the Bell Operating 
Companies ; 

2) by charging Western a license 
fee for equipment manufactured under 
AT&T controlled patents and sold to 
Bell Operating Companies, and the 
Long Lines Department of AT&T; 

(3) by allowing Western to manu- 
facture for sale outside the Bell System 
without charge under AT&T controlled 
patents, and refusing such terms to in- 
dependent manufacturers and distribu- 
tors of telephones, telephone apparatus, 
and equipment; 
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61. During the period of time cov- 

ered by this Complaint, and for the 
purpose of forming and effectuating the 
combination and conspiracy to restrain 
unreasonably the trade and commerce, 
the combination and conspiracy to mon- 
opolize, and the actual monopolization 
of trade and commerce hereinbefore al- 
leged, the defendants by agreements 
and concerted action have done the 
things which, as hereinbefore alleged, 
they conspired to do, and more par- 
ticularly have done, among others, the 
following acts and things: 
A. CONTROL OF THE MARKET FOR SUB- 
STANTIALLY ALL TELEPHONES, TELE- 
PHONE APPARATUS, EQUIPMENT, AND 
MATERIALS MANUFACTURED, SOLD, AND 
USED IN THE UNITED STATES 


62. The AT&T patent department 
was organized in 1879. Its stated ob- 
jective was to occupy the entire field 
of telephony and to acquire all patents 
which might be useful in conducting a 
telephone business. Definite routines 
were established by which alternative 
methods, systems, and devices were 
developed and patented and all related 
patents were acquired in the respective 
fields. AT&T’s policy of routine pat- 
enting has included the acquisition of 
numerous patents which AT&T and 
Western have never intended to use, 
have never used, and have refused to 
license for use by others. 


63 From the time of its organization, 
AT&T has required that all rights to 
inventions made within the Bell System 
be transferred to the parent company. 
Although not reduced to writing, this 
policy is understood by all operating 
companies and their employees. This 
program of patent acquisition by AT&T 
has succeeded to the extent that there is 
not a feature of telephone development 
that is not represented by some patents 
owned or controlled by the Bell System. 
As of the end of 1934, the Bell System 
owned or controlled the entire rights to 
9,255 patents, of which 4,225 were in 
use. In addition, the Bell System was 
licensed under more than 6,000 patents 
owned by others. 


Answer 


[Denied.] 


44. They deny the allegations con- 
tained in paragraph 62 of the com- 
plaint, except that they admit that the 
National Bell patent department was 
organized in 1879; that its objective 
was to study and examine inventions 
in the field of telephony and to obtain 
patent rights useful in conducting a 
telephone business, by patenting inven- 
tions developed through Bell System 
research and development and occa- 
sionally by acquiring patents from oth- 
ers; that, as a normal result of re- 
search and development, methods, sys- 
tems and devices were sometimes de- 
veloped which were alternative in the 
sense that they indicated possible dif- 
ferent means of achieving the same re- 
sult; that patents were taken out on 
some of such methods, systems and de- 
vices; and that some patents were ac- 
quired by purchase. 

45. They deny the allegations con- 
tained in paragraph 63 of the complaint, 
except that they admit that, according 
to estimates and studies, as of the end 
of 1934, the Bell System owned, or con- 
trolled the entire rights to, 9,255 pat- 
ents, of which 4,225 covered inventions 
that were in use by the Bell System, 
and was licensed under more than 6,000 
patents owned by others. They refer to 
paragraphs 13 through 15 of this an- 
swer for a correct statement of the Bell 
System’s policies as to patent matters 
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64. The basic Bell patents on the tel- 
ephone were granted in 1876 and 1877, 
and expired in 1893 and 1894. Before 
the expiration of the basic telephone 
patents, AT&T established a strong po- 
sition in nonbasic apparatus, equip- 
ment, and appliance patents, which has 
been maintained and enlarged so as to 
assure a substantial monopoly in the 
rendition of public telephone service. 
Through a policy of taking out all pos- 
sible minor improvement patents, 
AT&T and Western have extended the 
control of the business conferred by 
their patents far beyond the time of 
the expiration of the basie patents. 

65. When the basic Bell Telephone 
patent was granted in 1876, many com- 
peting telephone operating companies 
were organized. This competition was 
eliminated by AT&T through threats 
of instituting, and through the actual 
institution, of many patent infringe- 
ment suits. From the Fall of 1877 un- 
til 1893, when the original Bell patent 
expired, over 600 of such suits were in- 
stituted. Most of this competition was 
eliminated at the time a suit was filed, 
since most of the parties sued promptly 


went out of business. AT&T filed 
more than 200 actions against the 
American-Cushman Telephone Com- 


pany and its subsidiaries alone. From 
the time that the second Bell patent 
expired in 1894, until 1907, AT&T and 


Western brought 74 patent infringe- 
ment suits against users and manufac- 
turers of such telephone apparatus 
as call bells, automatic telephone 
switches, and switchboards. The net 
effect of these numerous suits and 


threats of legal proceedings was to 
eliminate or force competitors to ap- 
ply for licenses under AT&T controlled 
patents. 

66. Among the competitors engaged 
in the rendition of telephone communi- 
eation service prior to 1879, against a 
licensee of which AT&T instituted a 
patent infringement suit, was the West- 
ern Union Telegraph Company, herein- 
after referred to as “Western Union.” 
fyn November 10, 1879, AT&T and West- 
ern Union entered into an agreement 
which settled the pending patent in- 
fringement action. In this agreement, 
Western Union admitted the validity of 
the Bell patents; and agreed to with- 
draw from the telephone service field; 
sell its telephone exchanges and system 
to AT&T; and give AT&T an exclusive 
right to use all Western Union patents 


DEFENDANTS’ POSITION—Continued 


Answer 


46. They deny the allegations con- 
tained in paragraph 64 of the com- 
plaint, except that they admit that the 
basic Bell patents on the telephone 
were granted in 1876 and 1877, and ex- 
pired in 18938 and 1894; that prior to 
such expiration American Bell ob- 
tained other patents on apparatus, 
equipment and appliances; and that 
subsequently additional patents on ap- 
paratus, equipment and appliances or 
rights thereunder have been obtained. 


47. They deny the allegations con- 
tained in paragraph 65 of the com- 
plaint, except that they admit that fol- 
lowing the issuance of the basic Bell 
telephone patent in 1876, many tele 
phone operating companies were or- 
ganized which infringed the patent; 
that, during the life of the patent, Na- 
tional Bell and American Bell insti- 
tuted approximately 600 patent in- 
fringement suits, including approxi- 
mately 200 against American-Cushman 
Telephone Company and its subsidi- 
aries, only a small portion of which 
went to judgment, since many infring- 
ing defendants promptly paid costs, 
went out of the telephone business and 
gave up their infringing telephones; 
and that between 1894 and 1907 West- 
ern and AT&T instituted approximately 
74 patent infringement suits against 
users and manufacturers of telephone 
apparatus. 


48. They admit the allegations con- 
tained in paragraph 66 of the com- 
plaint, except that they deny that said 
paragraph completely or accurately de- 
seribes the provisions of the agreement 
of November 10, 1879 between Western 
Union and National Bell, and beg leave 
to refer to that agreement for the terms 
thereof. 
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in the field of wire telephony. AT&T 
agreed to stay out of the business of 
wire telegraphy. 

67. Although the basic telephone pat- 
ents covered only the telephone instru- 
ment, the original patent licenses issued 
by AT&T to telephone operating com- 
panies on these patents provided that 
AT&T was to receive from 30 to 50 
percent of the capital stock and control 
over the financing and development of 
the licensee operating companies. Over 
a period of years the original license 
stock was expanded to complete or ma- 
jority ownership of the licensees 
through mergers and consolidations, ac- 
quisition of the interests of minority 
stockholders, financial aid and ad- 
vances, and outright purchases. By 
1894, when the basic telephone patents 
expired, AT&T had achieved ownership 
of most of its licensees. AT&T owner- 
ship of companies and facilities en- 
gaged in the rendition of telephone 
communication service has expanded 
further since the expiration of the basic 
telephone patents to the extent that it 
now owns and controls approximately 
98 percent of all facilities for long-dis- 
tance telephone communication and ap- 
proximately 85 percent of all facilities 
for local telephone communication. By 
virtue of said ownership and control 
over its operating subsidiaries as well 
as over its Long Lines Department, 
AT&T dominates the business of selling 
telephones and telephone apparatus and 
equipment and of rendering public tele- 
phone service in the United States. 

68. AT&T has fortified its control 
over its operating subsidiaries by the 
terms of the license service contracts 
which express the operating relation- 
ship between AT&T and the Bell Op- 
erating Companies. These license serv- 
ice contracts contain provisions which 
require and have resulted in the Bell 
Operating Companies divesting them- 
selves of important functions and vest- 
ing in AT&T the power to control and 
direct the general purchasing, operat- 
ing, and other policies and procedures of 
its operating subsidiaries. 

69. Under the terms of the license 
service contract, the licensee Bell Op- 
erating Company is authorized to use 
within its territory all telephones and 
telephonic devices, apparatus, methods, 
and systems needed for its business 


Answer 


49. They deny the allegations con- 
tained in paragraph 67 of the com- 
plaint, except as admitted in para- 
graphs 26 and 37 of this answer, and 
except that they admit that American 
Bell usually received from 30% to 50% 
of the capital stock in its licensee com- 
panies in connection with the issuance 
of permanent licenses to such com- 
panies and that over a period of years 
such stock interest was expanded to 
constitute a majority ownership of the 
stock of most licensee companies in the 
ways described in paragraph 67 of the 
complaint, among others. They refer 
to paragraphs 4 through 8 of this an- 
swer for a correct statement of the 
development of the Bell System. 


50. They deny the allegations con- 
tained in paragraph 68 of the com- 
plaint, and beg leave to refer to the 
license service contracts for the terms 
thereof. 


51. They admit that the license serv- 
ice contracts contain provisions sub- 
stantially as alleged in paragraphs 69 
and 70 of the complaint, but beg leave 
to refer to such contracts for the terms 
thereof. 
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which are covered by patents now or 
hereafter owned or controlled by the li- 
censor AT&T, including those which 
AT&T may have the right to authorize 
the licensee to use. The licensee is pro- 
hibited from disposing of such tele- 
phones, telephone equipment, devices, 
and apparatus without the consent of 
the licensor, except to those properly li- 
censed by the licensor. The licensor is 
required to maintain arrangements 
whereby telephones and other tele- 
phonie devices and apparatus needed 
for the business of the licensee may be 
manufactured under the patents owned 
or controlled by the licensor, and made 
available to the licensee, “at prices 
which shall be reasonable and not high- 
er than the lowest prices charged by 
the nanufacturer from time to time to 
others under similiar circumstances.” 

70. The licensor AT&T agrees to 
prosecute fundamental work of research 
in the development of telephony and of 
plans designed to improve telephone 
service and to promote safety, economy, 
and efficiency in the equipment, con- 
struction, and operation of the tele- 
phone plants of the associated com- 
panies of the Bell System; to furnish 
advice and assistance in general engi- 
neering, plant, traffic, operating, com- 
mercial, accounting, patent, legal, ad- 
ministrative, financial, personnel, and 
other matters relating to the efficient, 
economical and successful conduct of 
the licensee’s business; and to main- 
tain such an organization of trained 
specialists as will enable the licensor 
“to relieve the licensee from the neces- 
sity of attempting to perform said work 
for itself.” 

71. The services enumerated in the 
license service contracts are supplied by 
AT&T through a functional organiza- 
tion in which a specialized department 
of AT&T corresponds directly with sim- 
ilar departments in each of the Bell 
Operating Companies. Direct control 
of the functions of the Bell operating 
subsidiaries is maintained by AT&T 
through supervision by the appropriate 
department of AT&T. 


B. WESTERN’S EXCLUSIVE RIGHT TO MANU- 
FACTURE, SELL, PROCURE, SUPPLY AND 
INSTALL ALL TELEPHONES, TELEPHONE 
APPARATUS, EQUIPMENT AND MATE- 
RIALS REQUIREMENTS FOR THE BELI 
SYSTEM 
72. By the terms of the manufactur- 

ing contract of 1882, AT&T agreed that 





Answer 


52. They deny the allegations con- 
tained in paragraph 71 of the complaint, 
except that they admit that AT&T 
renders the services provided for in the 
license service contracts, and _ that 
AT&T and the Bell Operating Compa- 
nies have functional organizations 
which are in many respects similar, and 
refer to paragraphs 1 though 8 of this 
answer for a correct statement of the 
relationship of AT&T to the Bell Oper- 
ating Companies. 


ae 


53. They deny that paragraph 72 of 
the complaint completely or accurately 
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Western would be the exclusive manu- 
facturer under AT&T controlled patents 
of all telephones required by the Bell 
System. This contract defined the 
word “telephone” as including ‘all in- 
struments employed for the electrical 
transmission of articulate speech, in- 
cluding therein all attachments and 
devices which serve to cause, to im- 
prove, or to modify, the articulating 
current, or the effects thereof.” AT&T 
was given the right to inspect and to 
prescribe such specifications and to 
make such regulations as it might deem 
necessary. Western was given an exclu- 


sive license to manufacture and sell 
telephonic appliances under AT&T's 
outstanding and future patents and 


AT&T was given similar rights under 
Western patents. Western bound itself 
to sell telephones, telephone apparatus 
and equipment only to licensees under 
AT&T patents. 

73. The AT&T has maintained West- 
ern as the exclusive manufacturer for 
the Bell System by not exercising its 
right to manufacture under Western’s 
outstanding and future patents and by 
prescribing specifications for the equip- 
ment to be used by its licensees which 
only Western could meet. It has ex- 
ercised its right to inspect and to su- 
pervise Western’s manufacturing ac- 
tivities. It has coordinated Western’s 
operations with the buying programs 
of the Bell Operating Companies. In- 
asmuch as AT&T exercised the power 
it possessed through ownership of 
patents necessary for the rendition of 
telephone communication service to ac- 
quire control or ownership of the vari- 
ous companies to which it licensed 
those patents, and permitted Western 
to sell only to AT&T licensees, West- 
ern sales, under the manufacturing 
contract, were limited to the Bell Op- 
erating Companies. 

74. By permitting Western to sell 
only to licensees under AT&T patents, 
AT&T made it impossible or difficult 
for independent telephone operating 
companies to obtain equipment of the 
type which Western manufactured. 
Such equipment was frequently essen- 
tial and vital to the efficient and solvent 
conduct of the operations of such inde- 
pendent telephone companies. By de- 
priving those companies of the power 
to obtain such equipment AT&T and 
Western compelled such companies to 
apply for licenses under AT&T patents 
or to sell their stock or assets to the 
Bell System. When an independent 


Answer 


describes the contract of 1882 between 
American Bell and Western, and beg 
leave to refer to that contract for the 
terms thereof. 


54. They deny the allegations con- 
tained in paragraphs 73 and 74 of the 
complaint, except that they admit that 
AT&T, while the 1882 contract was in 
effect, exercised, to the extent deemed 
appropriate, such right to inspect and 
to supervise Western’s manufacturing 
activities as that contract conferred 
upon it, that Western’s operations are 
and have been coordinated with the 
buying programs of the Bell Operating 
Companies, and that Western’s sales of 
articles covered by the 1882 contract 
were, until the amendment of April 8, 
1908, limited by the terms of said con- 
tract to licensees of AT&T. 
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telephone company was forced into the 
Bell System, it became subject to the 
terms of the manufacturing contract, 
AT&T and Western used the monopoly 
and control of AT&T in the telephone 
communications field to extend West- 
ern’s monopoly of the manufacture and 
sale of telephone equipment and used 
Western’s monopoly in the manufacture 
of telephone equipment to expand 
AT&T’s monopoly of local and long- 
distance telephone communication 
service. 

75. The manufacturing contract was 
amended on April 8, 1908, to permit 
Western to sell certain telephone equip- 
ment outside the Bell System. This 
amendment was made to eliminate 
manufacturers who were engaged in 
the sale of equipment to independent 
telephone operating companies. ‘The 
items released consisted primarily of 
cable, wire, small manual switchboards 
and telephone instruments. It ex- 
cluded such patented equipment as was 
essential to long distance toll line 
operation. On November 22, 1946, the 
manufacturing contract of 1882, as 
amended, was further modified. Under 
the terms of this modification, Western 
received a nonexclusive right to make 
and sell to the Bell Operating Com- 
panies, and to make, use, and sell to 
non-Bell companies upon payment of 
agreed upon royalties to AT&T under 
patents owned by AT&T and Bell Lab- 
oratories. AT&T received a nonexclu- 
sive right to make, use, and sell any 
and all inventions, for all purposes, un- 
der all patents owned by Western with 
the exception of those relating to man- 
ufacturing processes and equipment. 
As to manufacturing processes and 
equipment, AT&T’s rights were limited 
to use by the Bell System. The 1946 
modification has not changed the basic 
relationship between AT&T and West- 
ern, created by the manufacturing con- 
tract of 1882, as amended, since AT&T 
has not exercised its right to manu- 
facture, and since neither AT&T nor 
Western has issued any licenses which 
give others the right to manufacture 
under patents owned and controlled by 
AT&T and Western. 

76. AT&T has fortified Western’s 
manufacturing monopoly and unreason- 
ably restrained the competition of inde- 
pendent manufacturers of telephones, 
telephone equipment, and apparatus by 
prescribing specifications for the Bell 


Answer 


55. They deny the allegations con- 
tained in paragraph 75 of the com- 
plaint, except that they admit that the 
1882 contract was amended on April 
8, 1908, to authorize Western, among 
other things, to sell telephones and 
telephonic appliances covered by AT&T 
patents to others than the licensees of 
AT&T, but beg leave to refer to said 
amendment for the terms thereof, and 
except that they admit that the items 
then released included, among others, 
cable, wire, small manual switchboards 
and telephone instruments and did not 
include loading coils or repeaters, which 
were useful in long distance telephony, 
and admit the execution of two agree- 
ments dated November 22, 1946, one of 
which terminated the 1882 contract as 
theretofore amended and the other of 
which defined the relations of the 
parties with respect to patents for the 
future, but beg leave to refer to said 
agreements for the terms thereof. 


56. They deny the 
tained in paragraph 76 of the com- 
plaint, and refer to paragraphs 9 
through 12 of this answer for a correct 
statement of the development of 
Western. 


allegations con- 
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Operating Companies and the Long 
Lines Department of AT&T which in- 
dependent manufacturers cannot meet 
or produce; by refusing to permit in- 
dependent manufacturers to deal di- 
rectly with the Bell Operating Com- 
panies; by compelling independent 
manufacturers to conform to West- 
ern’s specifications and its supervision ; 
by instructing the Bell Operating Com- 
panies as to the equipment to be pur- 
chased from Western; by requiring the 
Bell Operating Companies to purchase 
in accordance with Western’s manufac- 
turing plans and schedules; by requir- 
ing the Bell Operating Companies to 
make regular estimates of needs for 
submission to Western for fulfillment 
and by denying all independent manu- 
facturers any of the rights, privileges 
and advantages afforded Western in the 
procurement of the manufacturing busi- 
ness of the Bell System. 

77. AS manufacturer and supplier 
for the Bell System, Western sells over 
90 percent of the telephones, telephone 
apparatus, and equipment sold in the 
United States. Independent manufac- 
turers are dependent on the purchases 
of Western for a substantial part of 
their business. About 40 percent of 
the net sales of the six major independ- 
ent suppliers who sell to Western, have 
consisted of sales to Western. These 
six companies are the Automatic Elec- 
tric Co., of Chicago, Illinois; Leich 
Electric Co., of Genoa, Illinois; Gray 
Telephone Pay Station Company, of 
Hartford, Conn.; Kellogg Switchboard 
& Supply Co., of Chicago, Ill.; North 
Electric Company, of Galion, Ohio; and 
Stromberg-Carlson Telephone Mfg. Co., 
of Rochester, N. Y. Western takes a 
profit on all purchases from these six 
independent manufacturers when the 
Bell Operating Companies are billed 
for the equipment. Western has exer- 
cised its power to control the market 
in the purchase of telephone equipment 
by fixing the prices, terms, and condi- 
tions under which these independent 
concerns manufacture and sell. In a 
recent contract with the Automatic 
Electric Company for the supply of au- 
tomatie telephone equipment, Western 
set the prices it would pay and then 
provided that the prices to Western be 
at all times as low as the lowest prices 
charged for similar apparatus to cus- 


Answer 


57. They deny the allegations con- 
tained in paragraph 77 of the com- 
plaint, except as stated in paragraph 
29 of this answer, and except that they 
admit that Western makes purchases 
from many other manufacturers, that 
the six companies named in said para- 
graph 77 are among the manufacturers 
from which Western makes purchases, 
the prices being arrived at by negotia- 
tion, that Western includes in its prices 
to the Bell Operating Companies an 
amount intended to compensate for its 
inspection, warehousing and other serv- 
ices in connection with such purchases 
and that Western has from time to 
time entered into purchase contracts 
with Automatic Electric Company and 
Stromberg-Carlson Telephone Manu- 
facturing Company, certain of which 
contracts have contained provisions de- 
signed to prevent price discrimination 
against Western, and they beg leave to 
refer to such contracts for the terms 
thereof. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3849 


SUMMARY OF 
Complaint 


tomers of the Automatic Electric Com- 
pany or by any company which the 
Automatic Electric Company might au- 
thorize to manufacture and sell in the 
United States. Similar contracts have 
been enforced between Western and 
Stromberg-Carlson Company and be- 
tween Western and the Kellogg Switch- 
board & Supply Co. 

78. During the period from 1901 to 
1913, Western entered into certain con- 
tracts with the Bell Operating Com- 
panies which are still in effect and 
which are commonly referred to as 
standard supply contracts. These con- 
tracts make Western the purchasing 
and warehousing agent for all supplies 
required by the Bell Operating Com- 
panies and have resulted in the termi- 
nation of purchasing arrangements 
with independent manufacturers of 
electrical supplies and _ substituted 
Western for independent manufacturers 
as the seller of supplies to the Bell 
Operating Companies. Under the terms 
of the standard supply contracts, West- 
ern is authorized to prepare specifica- 
tions and install all equipment and ma- 
terials required by the Bell Operating 
Companies. All surplus equipment and 
material not needed by the Bell Operat- 
ing Companies is shipped to Western’s 
nearest branch house where it is either 
(1) purchased by Western, if capable 
of being repaired and resold; (2) 
stored by Western until reissued to the 
Bell Operating Companies; or (3) sold 
by Western as junk to Nassau Smelting 
and Refining Co., Western’s wholly 
owned subsidiary, for salvage or dis- 
posal. The standard supply contracts, 
and the practices and arrangements 
which have grown up pursuant thereto, 
inake Western and Nassau the exclu- 
sive market for all surplus, obsolete, 
and scrap equipment and other mate- 
rials of the Bell Operating Companies. 

79. The manufacturing contract of 
1S82 between Western and AT&T, to- 
gether with the standard supply con- 
tracts between Western and the Bell 
Operating Companies made Western the 
manufacturing, purchasing, and supply 
branch of the Bell System. In connec- 
tion with its purchasing and supply ac- 
tivities Western is also the developer, 
storekeeper, installer, repairer, sal- 
vager, and junker of the Bell System. 
As developer, Western and Bell Labo- 
ratories develop devices needed by the 
Bell Operating Companies for the ren- 


DEFENDANTS 


; 


POSITION—continued 


Answer 


58. They deny the allegations con- 
tained in paragraph 78 of the com- 
plaint, except that they admit that from 


1901 to 1913 Western entered into 
standard supply contracts with the 
Bell Operating Companies and that 


contracts of this character are still in 
effect, but beg leave to refer to such 
contracts, as from time to time in force, 
for the terms thereof; they admit that 
equipment and materials owned by the 
Bell Operating Companies, only a minor 
portion of which is classified by them 
as surplus, are shipped to Western at 
various locations and are dealt with 
generally as alleged in the next to the 
last sentence of paragraph 78; equip- 
ment and materials delivered to West- 
ern for disposition as junk, however, 
are sold to various concerns, including 
Nassau Smelting & Refining Company, 
Incorporated (hereinafter called “Nas- 
sau’), a wholly owned subsidiary of 
Western; and they admit that Western 
and Nassau afford a inarket for a sub- 
stantial part, but not all, of the sur- 
plus, obsolete and scrap equipment and 
other materials of the Bell Operating 
Companies. They refer to paragraphs 
% through 12 of this answer for a cor- 
rect statement of Western’s services to 
the Bell System. 


59. They admit the allegations con- 
tained in paragraph 79 of the complaint. 
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dition of telephone service. As store- 
keeper, Western maintains large quan- 
tities of telephone apparatus, equip- 
ment, and supplies at conveniently lo- 
cated warehouses which are readily ac- 
cessible to the Bell Operating Compa- 
nies. As installer, Western maintains 
offices in principal cities to install cen- 
tral-office equipment purchased from it 
by the Bell Operating Companies. As 
repairer, Western maintains shops in 
principal cities where used equipment 
removed from service is reconditioned 
for service in the Bell Operating Com- 
panies. As salvager and junker, West- 
ern reclaims or finds a market for un- 
serviceable and obsolete equipment of 
the Bell Operating Companies. 


C. ELIMINATION OF COMPETING MANU- 


FACTURERS IN THE FIELD OF TELEPH- 
ONY 
80. Prior to the execution of the 


manufacturing contract with Western 
in 1882, AT&T was bound by contract 
for the purchase of telephone equip- 
ment and apparatus from the Post & 
Company of Cincinnati, Ohio; the 
Davis & Watts Company of Baltimore, 
Maryland; the Electric Merchandising 
Company and the Telephone & Tele- 
graph Construction Company. Pursu- 
ant to the terms of the manufacturing 
contract with Western, AT&T termi- 
nated its contracts with these concerns 
and established Western as the exclu- 
sive manufacturer and seller of tele- 
phone equipment and apparatus for the 
Bell System. As a result these con- 
cerns went out of business. 

81. On October 24, 1888, Western 
purchased the stock and eliminated the 
competition of the Standard Electrical 
Works, a corporation engaged in the 


manufacture and sale of telephone 
equipment. 
82. In furtherance of an effort to 


eliminate the Kellogg Switchboard & 
Supply Company of Chicago, Illinois, as 
a competitor in the manufacture and 
sale of telephones, telephone equipment 
and apparatus, AT&T and Western pur- 
chased a majority of its stock in 1902 
and 1903. The Illinois State Supreme 
Court held that the acquisition of such 
stock constituted an effort to destroy 
the competition of independent manu- 
facturers and nullified the purchase. 


Answer 


60. They deny the allegations con 
tained in paragraph 80 of the com- 
plaint, except that they admit that 
prior to 1882 American Bell had suc- 
ceeded to contracts made by its prede- 
cessors, Bell Telephone and National 
Bell, with the concerns named, under 
which the latter were licensed to man- 
ufacture and sell telephonic appli- 
ances; and that pursuant to the 1882 
contract such contracts with Post and 
Company and Davis and Watts were 
terminated. 


61. They deny the allegations con 
tained in paragraph 81 of the com- 
plaint, except that they admit that, in 
the year 1888, Western, then owning 
a majority of the stock of Standard 


Electrical Works, a corporation en- 
gaged in the manufacture and sale of 
telephonic appliances, purchased the 


balance of its stock. 

62. They deny the allegations con- 
tained in paragraph 82 of the com- 
plaint, except that they admit that 
AT&T purchased a majority of the 
stock of Kellogg Switchboard & Supply 
Company in 1902 and that such pur- 
chase was subsequently set aside by the 
Illinois State Supreme Court as viola- 
tive of the antitrust laws of that State. 
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83. In a further effort to eliminate 
the competition of independent tele- 
phone manufacturing companies, AT&T, 
on January 4, 1907, acting through its 
agent the New Jersey Title Guarantee 
& Trust Company, entered into an 
agreement for the purchase of the con- 
trolling stock of the Independent Tele- 
phone Company, which owned and con- 
trolled the Stromberg-Carlson Tele- 
phone Manufacturing Company of 
Rochester, New York. The Stromberg- 
Carlson Telephone Manufacturing Com- 
pany was a competitor of Western in 
the manufacture and sale of telephones, 
telephone equipment, and apparatus. 
The President of AT&T admitted that 
the acquisition of this manufacturer 
was not motivated by a need for addi- 
tional manufacturing capacity. An in- 
junction was issued against the execu- 
tion of this contract by the Supreme 
Court of Albany County, State of New 
York, as violative of the state antitrust 
laws. 

84. Prior to 1929, the Turner-Armour 
Corporation was engaged in the manu- 
facture of telephone booths at plants 
located in Queens and Brooklyn, New 
York. On November 1, 1929, Western 
purchased the plant located in Queens 
and leased the plant at Brooklyn, there- 
by eliminating the competition of this 
corporation in the manufacture and 
sale of telephone booths. 

85. Between August 4, 1911, and De- 
cember 31, 1933, the Gray Telephone 
Pay Station Company, hereinafter re- 
ferred to as “Gray,” was engaged in 
the manufacture of telephone pay sta- 
tions under contract with Western. 
Under the terms of this contract, the 
electrical parts of the telephone pay 
station were manufactured and shipped 
by Western to Gray’s factory. Gray 
assembled the parts shipped by West- 
ern, together with the mechanical parts 
manufactured by it, into a complete 
telephone pay station. Western termi- 
nated its agreement with Gray in 1934 
and began the manufacture of the com- 
pleted pay stations. Gray has made no 
sales of telephone pay stations to the 
Bell System since the termination of its 
contract in 1934, although it has offered 
to sell to Bell Operating Companies at 
prices lower than those quoted by 
Western. 

86. Prior to 1930, the Bell System’s 
requirements for insulated telephone 
wires were supplied, primarily, by 
Western through purchase from the 
Simplex Wire and Cable Company of 





Answer 


63. They deny the allegations con- 
tained in paragraph 838 of the com- 
plaint, except that they admit that in 
1907 AT&T, acting through the New 
Jersey Title Guarantee and Trust Com- 
pany as agent, offered to purchase the 
controlling stock of the U. 8. Inde- 
pendent Telephone Co., which con- 
trolled, among other companies, Strom- 
berg-Carlson Telephone Manufacturing 
Company, which was engaged in the 
manufacture and sale of telephones, 
telephone equipment and apparatus, 
and that such offer was withdrawn fol- 
lowing the filing of a complaint to en- 
join such purchase, as violative of the 
New York antitrust laws, such com- 
plaint having been filed by the State 
Attorney General in the Supreme 
Court, Albany County. 


64. They admit the allegations con- 
tained in paragraph 84 of the com- 
plaint, except that they deny that the 
purchase and lease therein referred to 
were intended to eliminate competition 
or in fact eliminated any appreciable 
competition. 


65. They admit the allegations con- 
tained in paragraph 85 of the com- 
plaint, except that they deny that since 
1934 Gray has offered to sell telephone 
pay stations to Bell Operating Com- 
panies at prices which, on a compar- 
able basis, were lower than those 
quoted by Western. 


66. They deny the allegations con- 
tained in paragraph 86 of the com- 
plaint, except that they admit that prior 
to 1930 substantially all the Bell Sys- 
tem’s requirements for rubber insulated 
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Cambridge, Massachusetts; the Whit- 
ney-Blake Company of New Haven, 
Connecticut; the Goodyear Rubber In- 
sulating Company of New York, New 
York; the New York Insulated Wire 
Company of New York, New York; the 
Habirshaw Cabic and Wire Company 
of Bridgeport, Connecticut ; the General 
Cable Company of Rome, New York; 
and The Detroit Insulated Wire Com- 
pany of Detroit, Michigan. In 19380 
Western began the manufacture of all 
insulated telephone wire required by 
the Bell System and cancelled all or- 
ders and purchases from concerns out- 
side the Bell System. All of the man- 
ufacturers who had supplied insulated 
wires for the Bell System prior to 1930 
were out of business by 1985, with the 
exception of the Whitney Blake Com 
pany and the General Cable Company. 


D. ELIMINATION OF COMPETITION FROM 
FOREIGN MANUFACTURERS IN THE SALE 
AND DISTRIBUTION OF TELEPHONES, 
TELEPHONE APPARATUS, AND  EQUIP- 
MENT 
87. Prior to 1925, AT&T and West 

ern owned extensive interests in tele- 

phone operating properties and com- 


panies manufacturing and selling tele- 
phone equipment in foreign countries. 


The foreign manufacturing interests 
were held by International Western 
Electric Co., Ine., a corporation or- 


ganized under the laws of the State of 
Delaware and owned by Western. On 
August 14, 1925, International Tele- 
phone & Telegraph Corporation, herein- 
after referred to as “IT&T,” purchased 
from AT&T and Western all of their 
foreign properties, businesses, and other 
assets, including International Western 


Electric Co., Inc., with certain excep- 
tions. International Western Electric 
Co., Inc., thereafter changed its name 
to International Standard Electric Cor- 
poration, hereinafter referred to as 
“ISEC.’ 


88. On October 1, 1925, Western and 
ISEC entered into an agreement which 
eliminated all competition between 
them in the manufacture and sale of 
telephone equipment. Under the terms 
of this agreement, Western received 
the right to manufacture and sell in 
the United States, Canada, and New 
foundiand under all patents relating to 
telephony and telegraphy which ISEC 
owned. Western was made the exclu- 
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JUSTICE 


POSITION—continued 
Answer 


telephone wire were supplied by West- 
ern through purchase from the com 
panies named in said paragraph 56; 
that in 1930. Bell System research and 
development having improved the qual- 
ity and effected savings in the manu- 
facturing cost of such wire, Western 
instituted a program whereby, over a 
period of years, it took over the manu- 
facture of substantially all such wire 
required by the Bell System and con- 
sequently purchases of such wire from 
other concerns were proportionately re- 
duced, resulting in substantial savings 
to the Bell System; and that New York 
Insulated Wire Company had discon- 
tinued business by 1935. 


67. They deny the ailegations con 
tained in paragraph 87 of the com 
plaint, except that they admit that 


> 


prior to September 380, 1925 Western 
owned the stock of International West- 
ern Electric Company, Incorporated, a 
corporation organized under the laws of 
the State of Delaware (hereinafter 
called International Western), which 
owned interests in companies manufac 
turing and selling telephone and other 
equipment in foreign countries ; that on 
September 30, 1925, pursuant to a con 
tract dated August 14, 1925, IT&T pur 
chased from Western all the stock and 
certain promissory notes of Interna 
tional Western; and that thereafter, 
pursuant to said contract, International 
Western changed its name to Interna 
tional Standard Electric Corporation 
(hereinafter called ISEC). 


68. They deny the allegations con 
tained in paragraph 88 of the com 


plaint, except that they admit that, as 


required by the contract of August 14, 
1925 referred to in paragraph 67 of 


this answer, and as a part of the same 
transaction, Western and _ Interna- 
tional Western entered into an agree- 
ment dated October 1, 1925, and that 
Western and ISEC subsequently en 
tered into an agreement dated March 
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sive selling agent for ISEC in this ter- 
ritory. ISEC received licenses under 
all Western patents to manufacture 
and sell for the remainder of the 
world, with the exception of patents 
relating to sound recording and repro- 
duction, sound film, submarine signal- 
ling, hearing aids, and direction find- 
ings. ISEC was made the exclusive 
selling agent of Western for all foreign 
sales of Western with the exception of 
Canada and Newfoundland. ISEC 
agreed to purchase a certain amount 
of telephone equipment from Western. 
With respect to the excepted patents in 
the 1925 agreement, ISEC agreed on 
March 30, 1928, to license Western un- 
der all patents owned and controlled 
by ISEC and further agreed not to 
make or sell any sound recording or 
reproduction equipment or sound mo- 
tion picture equipment. 

89. At the time of the agreement 
between ISEC and Western in October 
of 1925, ISEC was the wholly owned 
corporate subsidiary of IT&T. IT&T 
Was a corporation engaged extensive- 
ly in the operation of telephone com- 
munication systems and in the manu- 
facture and sale of telephone equip- 
ment in foreign countries. ISEC held 
majority and controlling stock interests 
in many subsidiary corporations and 
owned and controlled the bulk of 
IT&T’s properties and other assets em- 
ployed in the manufacture and sale of 
telephone equipment. Both ISEC and 
IT&T had agreements with various 
British, German, and other foreign 
manufacturers of telephone equipment, 
pursuant to which the various parties 
nilocated markets and territories to 
each other and agreed to refrain from 
competition in the markets and terri- 
tories so allocated. As a result of the 
1925 agreement, Western acquired and 
has subsequently maintained, despite 
the formal expiration of the agreement 
in 1940 and the establishment by IT&T, 
since 1940 of a manufacturing subsid- 
iary in the United States, the Federal 
Radio and Telephone Company of 
Newark, New Jersey, which sells tele- 
phone equipment to non-Bell operating 
companies, an immunity from any for- 
eign competition in the manufacture 
and sale of telephone equipment in the 
United States. 





Answer 


30, 1928, and they beg leave to refer to 
said agreements for the terms thereof. 


69. They deny the allegations con- 
tained in paragraph 89 of the com- 
plaint, except that they admit that, as 
required by the contract of August 14, 
1925, referred to in paragraph 67 of 
this answer, International Western he- 
came on September 30, 1925, and there- 
fore was on October 1, 1925, a wholly 
owned corporate subsidiary of IT&T; 
that, at the time of the transaction in 
question, IT&T was a corporation en- 
gaged extensively in the operation of 
telephone communication systems in 
foreign countries; that International 
Western, on September 30, 1925, held 
interests in numerous subsidiary cor- 
porations and had agreements with 
various British, German and other 
foreign manufacturers of telephone 
equipment, to which agreements they 
beg leave to refer for the terms there- 
of; and they admit that International 
Western, at the time of the transac- 
tion in question, held majority and 
controlling stock interests in many sub- 
sidiary corporations and, on informa- 
tion and belief, that its properties and 
assets employed in the manufacture 
and sale of telephone equipment which 
were then acquired by IT&T consti- 
tuted, upon such acquisition, the bu!k 
of the properties and assets of IT&T 
so employed, but they allege that they 
are without knowledge or information 
sufficient to form a belief as to what 
agreements, if any, IT&T may have 
had with foreign manufacturers of 
telephone equipment. 





| 


nn NN 
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E. PROTECTION OF THE BELL SYSTEM’S 
PLANT INVESTMENT AND ITS POSITION 
IN THE COMMUNICATIONS FIELD FROM 
COMPETITION OFFERED BY ALTERNATIVE 
METHODS OF COMMUNICATION 


90. AT&T has used its monopoly of 
telephone patents, including those on 
alternative methods of operation not 
being used by the Bell System, to sup- 
press potential competition in the man- 
ufacture and sale of telephones and 
telephone apparatus and equipment by 
refusing to authorize manufacturers 
other than Western to manufacture and 
sell under patents controlled by it, or by 
issuing such limited patent licenses to 
manufacturers other than Western as 
to exclude manufacture and sale to the 
Bell System by such other manufactur- 
ers. From 1876 to 1912, AT&T secured 
and held exclusive rights under all pat- 
ents licensed or assigned to it in the 
telephone field. During this period the 
Bell System granted no licenses to oth- 
ers in the field of telephony. During 
the years 1912 to 1916, AT&T and West- 
ern entered into cross-licensing agree- 
ments with the North Electric Company 
of Galion, Ohio, and the Automatic 
Electric Company of Chicago, Illinois, 
manufacturers of automatic exchange 
and system apparatus. By 1923, AT&T 
and Western had secured agreements as 
to automatic exchange patents with all 
important telephone manufacturers. 
Under these agreements, Western was 
free to improve and sell all types of 
automatic and semiautomatic systems 
to the Bell Operating Companies. The 
independent manufacturers were lim- 
ited as to the size, type, and extent of 
improvements that they could make on 
such equipment. These restrictions 
prohibited the independent manufactur- 
ers from selling any equipment capable 
of meeting the needs of the Bell Operat- 
ing Companies and thereby deprived 
them of access to that market. These 
agreements have been extended and are 
still in effect. 

91. From their inception AT&T and 
Western have consistently acquired pat- 
ents on communications devices, and 
developed and commercially exploited 
equipment and processes based thereon, 
and denied any right therein to the 
telegraph companies, with the purpose 
and effect of suppressing competition 
on the part of Western Union and other 
telegraph companies in the general 
field of wire telegraphy. In 1913 AT&T 
purchased all patent rights to the De- 


Answer 


70. They deny the allegations con- 
tained in paragraph 90 of the com- 
plaint, except that they admit that dur- 
ing the period from 1876 to 1912 AT&T 
obtained a number of important patents 
upon inventions relating to telephony 
made by it, and also acquired patents in 
the telephone field from others and se- 
cured exclusive and non-exclusive li- 
censes under certain patents in that 
field ; that during the years 1912 to 1923 
Western entered into cross-licensing 
agreements with North Electric Com- 
pany of Galion, Ohio, and Automatic 
Hlectric Company of Chicago, Illinois, 
manufacturers of automatic exchange 
and system apparatus, and with other 
manufacturers, and they beg leave to 
refer to these agreements, and any ex- 
tensions thereof, for the parties thereto 
and the terms thereof. 


71. They deny the allegations con- 
tained in paragraph 91 of the complaint, 
except that they admit that they have 
developed and commercially marketed 
equipment and processes relating to 
communications and communications 
devices and have obtained patents on 
some of the equipment, processes and 
devices so developed ; that in 1913, 1914 
and 1917 AT&T purchased certain pat- 
ent rights under DeForrest inventions 
concerning vacuum tubes and related 
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Forrest Audion vacuum tube and its 
related circuits. Additional rights 
under DeForrest inventions were se- 
cured in 1914 and 1917. The vacuum 
tube was applied in the development of 
telephone repeaters and carrier sys- 
tems. By 1920, AT&T and Western 
possessed patents and patent rights 
which were essential for the commer- 
cial use of radio. In 1920 these pat- 
ents were used as the basis for a cross- 
licensing agreement with the General 
Electric Co. under which AT&T ob- 
tained exclusive licenses in the United 
States under all General Electric pat- 
ents in the fields of wire telephony and 
wire telegraphy. This gave AT&T com- 
plete control of telephone and telegraph 
carrier and repeater development, use, 
and manufacturing. AT&T refused to 
grant licenses under these patents to 
Western Union and Postal Telegraph 
Co. Asa result these companies were 
unable to use carrier current systems 
until about 1933. The use of domestic 
carrier systems, with the exception of 
use by railroads and power companies, 
is still restricted by AT&T patents. 

92. After the acquisition of the De- 
Forrest vacuum tube patent, the Bell 
System in about 1918 began to engage 
in the business of construction, manu- 
facture and sale of radio broadcasting 
equipment It acquired and operated 
commercial radio broadcasting stations. 
It furnished the wire facilities and oth- 
er services in connection with such 
operations and related activities. Since 
the vacuum tube and other technology 
are to a large extent common to wire 
telephony and radio, AT&T and West- 
ern were actual or potential competi- 
tors of General Electric Company, 
Radio Corporation of America and 
Westinghouse Electric & Manufactur- 
ing Company, hereinafter collectively 
referred to as the “Radio Group,” 
which were engaged in the manufacture 
and sale of radio receiving and trans- 
mitting sets. AT&T and Western 
entered into agreements with the Radio 
Group which had the effect of reserv- 
ing to the Radio Group the manufac- 
ture and sale of radio receiving sets, 
and of vesting in the Bell System a 
monopoly in the manufacture, sale and 
use of equipment basic to two-way radio 
telephony, the supplying of wire fa- 
cilities in connection with radio broad- 
casting, and the exclusion of the Radio 
Group from the entire field of wire 
telephony. 
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Answer 


circuits, by agreements to which de- 
fendants beg leave to refer for the 
terms thereof and for descriptions of 
the patent rights granted; that the 
vacuum tube using DeForrest patents 
was applied in the development of tele- 
phone repeaters and carrier systems; 
that, by 1920, the defendants were 
possessed of patents and patent rights 
which were essential to the commercial 
use of radio; and that on July 1, 1920, 
AT&T and General Electric Company 
executed a cross-licensing agreement to 
which the defendants beg leave to refer 
for the terms thereof and for descrip- 
tions of the patent licenses granted. 


72. They deny the allegations con- 
tained in paragraph 92 of the complaint, 
except that they admit that in 1920 
Western began to engage in the busi- 
ness of construction, manufacture and 
sale of radio broadcasting equipment 
and that between 1922 and 1926 AT&T 
and The Chesapeake and Potomac Tel- 
ephone Company each established and 
operated one commercial radio broad- 
casting station; that AT&T and Bell 
Operating Companies furnished wire fa- 
cilities and other services in connection 
with those operations and related ac- 
tivities; that the vacvum tube and cer- 
tain other electrical communication de- 
vices and apparatus are useful both in 
wire telephony and radio; that Gen- 
eral Electric, Radio Corporation of 
America and Westinghouse Electric & 
Manufacturing Company have, since 
1920 or 1921, engaged in the manufac- 
ture and sale of radio receiving and 
transmitting sets; and they allege that 
they are without knowledge or infor- 
mation sufficient to form a belief as to 
the manufacture and sale of such ap- 
paratus by General Electric, the Radio 
Corporation or Westinghouse prior to 
1920 or 1921; and they admit that they 
have entered into written cross-licens- 
ing agreements with the so-called 
“Radio Group” and into written agree- 
ments and consents relating to the ex- 
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93. AT&T entered into an agreement 
for the cross-licensing of patents with 
the General Electric Company in 1920. 
This agreement is hereinafter called 
the 1920 Treaty. The 1920 Treaty ap- 
plied to Western because of its affilia- 
tion with AT&T. It also applied to 
Radio Corporation of America and the 
Westinghouse Electric & Manufactur- 
ing Company. Between 1920 and 1926, 
under the terms of the 1920 Treaty and 
by virtue of its controlled patents, 
AT&T claimed a monopoly of the man- 
ufacture, sale, lease, and use of radio 
transmitting equipment and the fur- 
nishing of wire facilities used in con- 
nection with radio broadcasting. In 
addition, AT&T for more than two 
vears held stock in Radio Corporation 
of America, and refused to license the 
commercial use of its radio patents un- 
til 1924. During this period, AT&T 
forced radio broadcasting stations to 
acquire noncommercial patent licenses 
from AT&T and to purchase transmit- 
ting equipment from Western under 
threat of patent infringement suits 
and the exercise of its monopolistic 
control over needed wire facilities 
through refusal to make such facilities 
available for broadcasting purposes. 


94. In further exercise of its monop- 
oly control over needed wire circuits, 
essential to distance radio broadcast- 
ing, AT&T, during the period 1923-1936, 
eliminated and suppressed the competi- 
tion of independent manufacturers and 
suppliers of wire circuits and other fa- 
cilities by prohibiting the interconnec- 
tion of Bell and non-Bell System wire 
facilities used in connection with radio 
broadcasting. In May 1924, AT&T in- 
structed the Bell Operating Companies 
to refer to it for approval all applica- 
tions made to them by radio stations 
for interconnecting Bell System wire 
circuits with privately owned wire cir- 


cuits or circuits furnished by other 
wire-using companies. In 1936 AT&T 
modified its noninterconnection policy 


to the extent of permitting radio broad- 
casting stations to interconnect non- 
sell wire circuits with local exchange 
circuits of Bell Operating Companies 


Answer 


tension, modification, amendment or ab- 
rogation thereof, which are referred to 
in paragraphs 73 through 75 of this 
answer and to which the defendants 
beg leave to refer for the parties thereto 
and the terms thereof. 

73. They deny the allegations con- 
tained in paragraph 93 of the com- 
plaint, except that they admit that on 
July 1, 1920 AT&T entered into a cross- 
licensing agreement with General Elec- 
tric, referred to in paragraph 71 of 
this answer, and an agreement relat- 
ing to the extension to others of the 
rights and obligations of said cross- 
licensing agreement, to which defend- 
ants beg leave to refer for the terms 
thereof; that, under the latter agree- 
ment, AT&T had the right to extend 
licenses received by it to Western and 
that General Electric was empowered 
to extend licenses received by it to the 
Radio Corporation and, by later agree- 


ment, to Westinghouse, and that cer- 
tain rights were so extended; that a 
dispute arose between the _ parties 


shortly after 1920, as to the scope of 
certain licenses granted, and that each 
party contended that it had been 
granted certain exclusive licenses un- 
der patents of the other parties, and 
that it had not granted such licenses 
to the other parties under its own pat- 
ents, for the manufacture and sale of 
radio broadcast transmitting equip- 
ment and the furnishing of wire facili- 
ties used in connection with radio 
broadcasting; and that AT&T owned 
stock of the Radio Corporation for a 
period of about two years beginning in 
August, 1920. 


74. They deny the allegations con 
tained in paragraph 94 of the com 


plaint, except that they admit that in 
May, 1924 AT&T made recommenda- 
tions in writing to the Bell Operating 
Companies relating, among other 
things, to applications made to them by 
radio stations for the interconnection 
of Beil System wire circuits with pri 
vately owned wire circuits or circuits 
furnished by other wire using com- 
panies, and that in April, 1937 AT&T 
filed a tariff modification with the Fed 
eral Communications Commission, and 
recommended that Bell Operating Com- 
panies file similar tariff modifications, 
which permitted the interconnection of 
Bell System program transmission 
channels with wire facilities of others 
under certain conditions, to which 
Written recommendations and_ tariff 
modifications they beg leave to refer for 
the terms thereof 
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It has continued its policy of prohibit- 
ing radio stations from interconnecting 
non-Bell wire circuits with Bell Sys- 
tem long-distance interchange facilities. 

95. The Bell System and the Radio 
Group entered into a new patent-license 
agreement in 1926, hereinafter called 
the “1926 Treaty.” Under the terms 
of the 1926 Treaty, each party received 
nonexclusive rights to manufacture, 
sell, lease, and use broadcasting equip- 
ment under the other party’s patents. 
The Bell System retained exclusive li- 
censes under its own patents and 
acquired exclusive licenses under the 
Radio Group’s patents for the furnish- 
ing of wire circuits and facilities to 
radio-broadcasting stations, subject to 
certain nonexclusive licenses held by 
the Radio Group which are of insub- 
stantial value. The legality of the 1926 
Treaty was attacked as a violation of 
the federal antitrust laws. As a re- 
sult the 1926 Treaty was replaced by 
“un agreement between the same parties 
in 1932, bereinafter called the ‘1932 
Treaty.” The 1982 Treaty did not af- 
fect the Bell System's monopoly of the 
furnishing of wire facilities to radio- 
broadcasting stations. 


%6. Through exercise of its patent 
control over the manufacture, sale and 
use of coaxial cable and its monopoly 
in the furnishing of wire facilities to 
radio broadcasting stations, AT&T and 
Western are vested with and have ex- 
ercised the power to control and pro- 
tect their position in telephony from 
the competition of persons engaged in 
long-distance transmission of radio 
television. The successful  transmis- 
sion of television over metallic circuits 
requires that all frequencies from the 
lowest to the highest be transmitted 
simultaneously at equal speed and with 
equal attenuation or loss of power. 
The only commercially practicable con- 
ductor so far developed which will meet 
these requirements is the coaxial cable. 
In the furtherance of its power to con- 
trol the development and competition 
of long-distance television transmission, 
AT&T has been engaged in the installa- 


Answer 


75>. They deny the allegations con- 
tained in paragraph 95 of the com- 
plaint, except that they admit that as 
of July 1, 1926, AT&T entered into a 
cross-licensing agreement with General 
Electric and made certain other agree- 
ments related thereto, to which agree- 
ments they beg leave to refer for the 
terms thereof and for descriptions of 
the patent licenses granted ; that a peti- 
tion under the federal antitrust laws 
was filed by the United States of Amer- 
ica in May 1930 against these defend- 
ants and others in which, among other 
things, the plaintiff attacked the valid- 
ity of the agreements of July 1, 1920 
and July 1, 1926 as constituting viola- 
tions of the Sherman Act; that, in the 
circumstances hereinafter set forth in 
paragraphs 103 through 109 of this an- 
swer and as part of an agreed disposi- 
tion of said suit, the cross-licensing 
agreements of July 1, 1920 and July 1, 
1926 were replaced by a cross-licensing 
agreement between AT&T and General 
Electric dated July 1, 1932, which 
agreement was expressly approved by 
the Department of Justice as being 
manifestly in the public interest and as 
removing all objection to the matters 
and things complained of as against 
these defendants in said puit and there- 
upon said suit was dismissed as to 
these defendants; and the defendants 
beg leave to refer to said agreement of 
July 1, 1932 and its extensions for the 
terms thereof. 

76. They deny the allegations con- 
tained in paragraph 96 of the com- 
plaint, except that they admit that the 
techniques now in use for the success- 
ful transmission of television over me- 
tallic circuits require that all frequen- 
cies, from the lowest to the highest, be 
transmitted simultaneously at equal 
speed and with equal attenuation or 
loss of power; that AT&T has been en- 
gaged in the installation of a nation- 
wide network of coaxial cable since 
prior to 1944; that this coaxial cable 
network is capable of transmitting sev- 
eral hundred simultaneous telephone 
conversations, and most of the network 
is also capable of transmitting televi- 
sion signals; and that approximately 
7,900 miles of coaxial cable had been 
installed by AT&T or were in process 
of installation as of July 1, 1948. 
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tion of a nationwide network of coaxial 
cable since 1944. In addition, this co- 
axial cable is capable of transmitting 
several hundred simultaneous _ tele- 
phone conversations. Approximately 
7,900 miles of coaxial cable has been 
installed or was in the process of in- 
stallation as of July 1, 1948. 

97. Under the 1920 Treaty, AT&T and 
Western received exclusive licenses un- 
der the patents owned or controlled by 
the Radio Group in the fields of two- 
way domestic and transoceanic radio 
telephony for public service purposes 
and acquired monopolies of the manu- 
facture and sale of equipment and the 
operation of services in those fields. 
The 1932 Treaty changed these licenses 
from exclusive to nonexclusive, but has 
not affected the Bell System’s monopoly 
in the field of radio telephony, since 
AT&T and Western have issued no 
patent licenses which would authorize 
other companies to engage in the manu- 
facture or sale of necessary equipment, 
or to engage in the operation of two- 
way radio telephony on a public service 
basis. 

98. On May 11, 1926, the Radio 
Group and AT&T entered into an agree- 
ment which vested in AT&T the ex- 
clusive right to furnish regular exten- 
sions, loops, and coordinating tele- 
phone and telegraph service used in 
connection with radio broadcasting net- 
works. The Radio Group terminated 
its contracts and agreements with non- 
Bell companies for the furnishing of 
such facilities and substituted Bell 
System wire and other facilities for 
those installed and furnished by other 
companies. This agreement was to be 
in effect until December 31, 1945, and 
continue thereafter unless terminated 
with five years written notice by either 
party. The agreement is still in effect. 


99. Since 1922 AT&T and Western 
have controlled, suppressed and monop- 
olized the manufacture, sale and use of 
loaded submarine telegraph and tele- 
phone cable. Under controlled patents 
and patent agreements made with West- 
ern Union in 1924, and with Interna- 
tional Standard Electric Corporation in 
1925, Western controls the exclusive 
right to manufacture and sell continu- 


Answer 
77. They deny the allegations con- 
tained in paragraph 97 of the com- 


plaint, except that they admit the exe- 
ecution of the aforesaid cross-licensing 
agreements dated July 1, 1920 and 
July 1, 1932 between AT&T and Gen- 
eral Electric, and the extensions there- 
of, to which agreements and extensions 
they beg leave to refer for their terms 
and for descriptions of the patent li- 
censes granted. 


78. They deny the allegations con- 
tained in paragraph 98 of the com- 
plaint, except that they admit that as 
of July 1, 1926, AT&T and the Radio 
Corporation entered into an agreement 
relating to the furnishing of wire facili- 
ties to radio broadcasting networks, 
which is one of the agreements referred 
to in paragraph 75 of this answer, and 
that certain tariffs have been filed by 
AT&T and Bell Operating Companies 
relating to the same subject, to which 
agreement and tariffs they beg leave 
to refer for the terms thereof; that 
AT&T and Bell Operating Companies 
have furnished wire network facilities 
for radio broadcasting to the Radio 
Corporation and other companies; and 
they admit, on information and belief, 
that members of the “Radio Group” 
terminated certain contracts and agree- 
ments with non-Bell companies for the 
furnishing of wire facilities to avoid 
infringement of patents of the Bell 
System. 

79. They deny the allegations con- 
tained in paragraph 99 of the com- 
plaint, except that they admit the exe- 
cution of patent license agreements 
with Western Union in 1924, with ISEC 
in 1925, with the Telegraph Construc- 
tion and Maintenance Co., Limited 
dated February 4, 1926, and with Sub- 
marine Cables, Limited, dated August 
14, 1936, to which agreements they beg 
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ously loaded submarine telegraph cable, 
loaded submarine telephone cable, and 
cable terminal equipment. It has not 
exercised or allowed others to use its 
patents for manufacture in the United 
States. Through agreements between 
Western and several foreign companies, 
including an agreement of February 4, 
1926, with the Telegraph Construction 
& Maintenance Co. Ltd., of England, 
and an Agreement of August 14, 1936, 
with Submarine Cables, Ltd., of Great 
Britain, Submarine Cables, Ltd. ac- 
quired, except as to China and Japan, 
the exclusive right to manufacture, sell 
and sublicense the manufacture of con- 
tinuously loaded submarine telegraph 
cable in the world. Western retained 
the right to manufacture, sell and issue 
licenses in the United States, subject to 
cancellation by Submarine Cables, Ltd., 
upon giving 12 months written notice. 
In 1925 in order to obtain two contin- 


uously loaded submarine telegraph 
cables to be used for trans-Atlantic 
communication, Western Union was 


forced to have the cable manufactured 
in England, pay Western a royalty of 
$0.20 per pound of cable and to pur- 
chase needed inductive loading mate- 
rials from Western. 


F. COORDINATION OF THE OPERATIONS OF 
ALL BRANCHES OF THE BELL SYSTEM 
SO AS TO FIX AND CONTROL THE 
PRICES, TYPES AND QUANTITIES OF 
TELEPHONES, TELEPHONE APPARATUS, 
EQUIPMENT AND MATERIALS MANU- 
FACTURED, SOLD AND USED IN THE 


UNITED STATES 


100. By combining under single own- 
ership and control the research and 
development, the manufacturing and 
operating branches of the Bell System, 
the defendants have fixed the prices 1s 
well the types and quantities of 
more than 90 percent of the telephone 
plants in the United States. This con- 
trol has been exercised in such a way 
as to produce monopoly profits for 
AT&T; to protect the Bell System 
plant investment from obsolescence; to 
retard the development and delay the 
introduction of less expensive and 
more efficient equipment and to control 
telephone rates subject to regulation 
by federal and state regulatory agen- 
cies to the extent of defeating the basic 
purpose of such regulation. 


as 


1. Absence of price competition 
101. Control by defendants of both 


the market outlet for telephone equip- 
ment as well as the manufacture of 


Answer 


leave to refer for the parties thereto 
and the terms thereof and for descrip- 
tions of the licenses granted; and that 
in 1925 Western, pursuant to a license 
agreement with Western Union, re- 
ceived a royalty of 20¢ per pound of 
loaded conductor in the cable made for 
Western Union, and sold inductive load- 
ing materials for such cable. 


80. They deny the allegations con- 
tained in paragraph 100 of the com- 
plaint, and refer to paragraphs 16 
through 18 of this answer for a correct 
statement of the effects of the unifica- 
tion of research and development, man- 
ufacturing and operation within the 
Bell System. 


81. They deny the allegations con- 
tained in paragraph 101 of the ccem- 
plaint, except as follows: They allege 
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such equipment prevents adjustment of 
Western’s prices to the requirements 
of a competitive market. The prices 
of individual items or types of equip- 
ment bear no direct or uniform rela- 
tion to the cost of production. The 
profit margins are higher on items 
manufactured exclusively for the Bell 
Operating Companies under AT&T 
patents than on items sold outside the 
Bell System. Western’s prices to Bell 
Operating Companies have been in- 
creased during periods of depression 
when prices in competitive markets 
have been reduced in an effort to re- 
tain business. 


2. Delayed introduction of more effi- 
cient and less expensive types of 
equipment 

102. The defendants have used their 

unified control over research and de- 
velopment, manufacturing and market- 
ing outlets, to delay the introduction 
into the Bell System of new develop- 
ments in the art of telephony ; develop- 
ments which would require substan- 
tially investment in plant and 
which could be operated more efficiently 
and expensively than existing 
equipment. The purpose of such de- 
layed introductions was to prevent ex- 
isting plant from becoming obsolete. 
Illustrative of this policy were the long 
delays in introducing as_ standard 
equipment in the Bell System the fol- 
lowing types of equipment: the anti- 
sidetone circuit; the hand telephone 
set: automatic toll switching and sub- 
scribers toll line dialing; automatic ex- 
change switching; the manual feature 
switchboard, and unattended dial cen- 
tral office equipment for small ex- 
changes. 


less 


less 


a. The Antisidetone Circuit 

103. The improvement in quality and 
reduction in cost of telephone communi- 
cation has depended to a great extent 
upon the development of efficient trans- 
mitting and receiving devices in the 
subscriber's telephone set. The trans- 
mitter converts sound waves into elec- 
trical waves, the telephone line carries 
the electrical waves to the receiver, 


Answer 


that Western’s prices are maintained 
at levels designed to provide earnings 
which, though fluctuating from year to 
year, will over a period of years aver- 
age a reasonable return on its invest- 
ment devoted to Bell System business, 
and that this policy has resulted in 
prices lower than the prices of other 
manufacturers of comparable equip- 
ment. They admit that Western’s 
prices in certain instances have been 
increased during periods of depression 
when prices generally were being re- 
duced, and have been reduced during 
periods of business activity when 
prices generally were being increased. 
They allege that cost of production 
generally controls Western’s prices of 
individual items or types of equipment, 
but admit that the relation of the 
prices of individual items or types of 
equipment to their costs of production 
has not been entirely uniform. 


82. They deny the allegations con- 
tained in paragraph 102 of the com- 
plaint and allege that the Bell System 
has made outstanding advances in the 
art of telephony, and has introduced 
new developments, with proper regard 
to improvement of the service and econ- 
omy of operation and at the same time 
to the avoidance of increased costs to 
the public from unjustified capital in 
vestment. 


83. They admit the allegations con- 
tained in paragraph 108 of the com 
plaint, except that they allege that 
improvement in quality and reduction 
in cost have also depended to a great 
extent upon developments other than 
efficient transmitting and receiving de- 
vices, and that there are, in addition 
to the efficiency of sound and electrical 
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which reconverts them into sound 
waves. The received sound must be 
adequate to make the received conver- 
sation readily understandable without 
effort on the part of the listener. The 
greater the efficiency of sound and elec- 
trical conversion in these instruments, 
the lower the cost of the line portion 
due to the fact that smaller sized wires 
ean be used without reducing the re- 
quired volume and without impairing 
the intelligibility of the received sound. 

104. Following the development of 
successful forms of the electromagnetic 
receiver and of the carbon microphone 
transmitter in 1879, the next major ad- 
vance was the development of the Anti- 
sidetone Circuit. The term “sidetone” 
is applied to the reproduction in the re- 
ceiver of the speaker’s own voice di- 
rected into the transmitter of the same 
telephone set. Sidetone gives the effect 
of very loud speech and tends to make 
the speaker drop his voice below ordi- 
nary conversational volume, thereby 
reducing the energy transmitted to the 
telephone line. Sidetone also interferes 
with telephone reception due to repro- 
duction in the receiver of room noise 
picked up by the transmitter. The 
antisidetone circuit eliminated these 
difficulties and improved the volume 
and quality of telephone transmission. 
The fundamental anti-sidetone patent 
was purchased by AT&T in 1890. Sub- 
sequent improvements were made and 
patented by Bell System engineers be- 
tween 1890 and 1906 when, despite its 
evident advantages, development work 
was stopped. Work on anti-sidetone 
circuits was resumed in 1916 and sev- 
eral alternative circuits were patented 
in 1918, thereby effectively excluding 
their use by others. The improved cir- 
cuit was incorporated in Bell System’s 
operators’ sets at that time but it was 
not made available for telephone sub- 
scribers’ use until 1934 when it was in- 
corporated in the new hand telephone 
set. 


b. The hand telephone set 


105. Bell System improvements in 
transmitters and receivers were related 
closely to the change in the design of 
the subscriber’s telephone set from the 
desk stand type to the hand set type. 
Unnecessary delay in utilizing these de- 
velopments has meant inferior service 
at higher costs. Development of the 
modern hand telephone set started in 
this country about 1898, primarily to 
meet Army and Navy demand for a 


Answer 


conversion in the transmitter and re- 
ceiver, other considerations which de- 
termine the size of the wire which is 
used. 


84. They deny the allegations con- 
tained in paragraph 104 of the com- 
plaint, except as follows: They allege 
that Bell System research and develop- 
ment has at all times been directed to 
the improvement of telephone transmis- 
sion; that, although control of sidetone 
was for many years subsidiary in im- 
portance to other transmission prob- 
lems, it was one of the problems suc- 
cessfully dealt with in such research 
and development; and that means for 
controlling sidetone have been made 
available as soon as it could be deter- 
mined that equipment for this purpose 
might be employed advantageously. 
They admit that the term sidetone is 
applied to the reproduction in a tele- 
phone receiver of sounds entering the 
transmitter of the same telephone set, 
including such reproduction of the 
speaker’s own voice and of room noises ; 
that when sidetone is excessive it gives 
the effects alleged ; that a patent which 
could be applied to the development of 
an anti-sidetone circuit was purchased 
by AT&T in 1890; that anti-sidetone 
circuits were patented by Bell System 
engineers between 1890 and 1906 and 
that several such circuits were patented 
in 1918. They allege that an anti-side- 
tone circuit was introduced in opera- 
tors’ sets about 1900 and that the mod- 
ern anti-sidetone circuit was stand- 
ardized, and made available for both 
hand telephone sets and desk telephone 
sets in 1931. 


S85. They admit the allegations con- 
tained in paragraph 105 of the com- 
plaint, except as follows: They allege 
that early efforts of Bell System en- 
gineers to develop a satisfactory hand 
telephone set met with serious tech- 
nical difficulties, and that the hand sets 
available in 1907 and for a number of 
years thereafter would have given in- 
ferior service. They admit that some 
Bell System improvements in trans- 
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mobile set Its development for sub 
scribers’ use was pushed rapidly by 
AT&T from 1903 to 1907, at which time 
its introduction into use by the oper- 
ating companies was started. The 1907 
set was apparently satisfactory to the 
operating companies, production was 


started by Western, and by July 31, 
1907, some 3,000 hand telephone sets 
were shipped to the operating com 


panies. At this time a change in man 
agement of AT&T occurred, anew 
chief engineer was appointed, and the 
introduction of the hand telephone set 
to Bell System subscribers was abrupt 
ly stopped. The change in plans was 
part of a general change in AT&T 
management policy from that of meet 
ing competition through improvement 
in service and reduction in cost, to that 
of eliminating competition by buying 


it out or by destroying it by other 
methods 

106. Development of the hand tele 
phone set as not resumed by AT&'l 


until 1917, when the great plant econ- 
omies to be attained through improve- 


ment of the subscribers’ telephone set 
again occupied the attention of the 
management. Introduction of the 


hand-sets, equipped with improved 
transmitters and receivers, was started 
on a limited seale in 1927. Further 
improvements were introduced in 1932 
and production was accelerated. 


107. Up to the end of 1927, AT&T 
owned the transmitters, receivers. and 
induction coils, which constitute the 


important parts of the subscribers’ set, 
and leased them to the licensee compa 
nies under the terms of the license serv- 
ice contracts described in paragraphs 
GS-71 of this Complaint. With the in 
troduction of the new hand set, which 
required rapid retirement from service 
and junking of the old type sets, AT&T 
sold the then obsolete transmitters, re 
and induction coils to its oper 
ating companies at a profit of $14,296 
OOO over and above its original invest 
ment less the depreciation reserve ac 
cumulated against them. AT&T trans 
ferred this protit and the reserve to 
surplus. No part of the accumulated 
reserve was transferred to the Bell op 
erating companies. The the 
change from desk sets to hand sets was 
largely passed on by the operating com- 
panies to their subscribers through an 


ceivel S. 


cost of 


DEFENDANTS’ 


JUSTICE 


POSITION—continued 


{yswer 
mitters and receivers were related 


closely to the change in design of the 
subscriber's telephone set from the desk 


stand type to the hand set type, but 
they allege that many such improve- 
ments were not related thereto. They 
deny that utilization of Bell System 


improvements in transmitters or re 
ceivers has been unnecessarily delayed 
or that there has been inferior service 
at higher costs as alleged ; that develop- 
ment of the modern hand telephone set 
started in this country about 1898; that 
the reason for stopping the introduc 
tion of hand telephone sets in 1907 was 
the alleged general change in manage 


ment policy or that there was such a 
change 

86. They admit the allegations con- 
tained in paragraph 106 of the com- 
plaint, except as follows: They allege 
that as a result of research and de- 
velopment work by Bell System engi- 


neers a hand telephone set was intro 
duced in 1927, and that improved sets 
were nade available in and after 19382. 


They deny that development of the 
hand telephone set was not resumed 
until 1917 and allege that it was re 


sumed as early as 1910, and allege that 
plant economies to be obtained through 
the improvement of subscribers’ tele 
phone sets have at all times occupied 
the attention of the management 


S7. They admit the allegations con 
tained in paragraph 107 of the com 


plaint, except as follows. They allege 
that the sale in 1927 to the Bell Operat 
ing Companies of transmitters, receiv 
and induction used by such 
companies in rendering telephone ser 


ers coils 


ice Was an appropriate and proper 
transaction, and that the accounting 
therefor was in accordance with the 


system of accounts then prescribed by 
regulatory authority; that the prices 
paid were fair and reasonable and that 
the transactions did not result in any 
increase in the cost to the user of tele 
phone service. They deny that these 
transactions had any relation to the in 
troduction of the hand telephone set or 
that its introduction rendered the trans 
mitters, receivers and induction coils of 
the desk or wall telephone sets obso 
lete; that the operating companies suf 
fered losses as alleged; or that the re 
duction in the fee paid under the license 
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extra monthly charge for the hand set. 
The loss to the operating companies, 
corresponding to AT&T's profit on the 
sale, together with the loss due to rapid 
retirement of the old type sets, which 
could not be reused, was also recovered 
from subscribers through increased de- 
preciation rates applied to the higher 
investment. AT&T's savings in carry- 
ing charges on its investment in trans- 
mitters, receivers and induction coils 
and in annual maintenance and depre- 
ciation charges was represented by a 
decrease in the license contract fee paid 
by the Bell Operating Companies from 
14% to 142% of gross telephone oper- 
ating revenues. 

108. In 1938 the standard type of 
sell System hand telephone set was 
modified to include the bell box, switch- 
hook, and hand set in a single unit. 
This improvement in design was intro- 
duced not by Western or AT&T, but 
by the Automatic Electric Company of 
Chicago in 1925, under the name *“Mono- 
phone.” Its advantages were greater 
convience for the user and substantially 
lower manufacturing cost as compared 
with the separate bell box and hand 
set or desk set. The Bell System did 
not adopt the improvement until 13 
vears later, after $50,000,000 had been 
spent by the Bell Operating Companies 
on the more costly type of hand set. 


10%. Prompt introduction into service 
of the antisidetone circuit and the hand 
telephone set with improved transmit- 
ter and receiver soon available 
would have forced the retirement of 
existing obsolete subscribers’ telephone 
sets, at a temporary loss to the Bell 
System, but it would have improved 
service and ultimately saved many 
hundreds of millions of dollars in out 
side plant construction, and in the 
large number of obsolete-type sets 
which were manufactured by Western 


as as 


and bought by the operating com- 
panies at higher prices, after the more 
efficient and lower priced hand _ tele- 
phone set was available. 

c. Automatic toll switching and 


subscribers dialing over toll lines 


110. Automatic and semiautomatic 
types of toll switching equipment were 
developed in 1928, and by 1934 the au- 
tomatic toll board was standard equip- 
ment with the Automatic Electric Com 
pany and the International Standard 
Klectric Company, with large installa- 
tions operating in various parts of 


DEFENDANTS’ 


POSITION—continued 
Answer 


service contract represented solely 
AT&T's savings in carrying charges on 
its investment in transmitters, receivers 
and induction coils and in annual main- 
tenance and depreciation charges; and 
they allege that said reduction was 
from 4% to 2% of gross telephone oper- 
ating revenues. 


SS. They admit the allegations con- 
tained in paragraph 108 of the com- 
plaint, except as follows: They deny 
that the improvements in the Bell Sys- 
tem combined telephone set, which in 
fact was introduced in 1936, were em- 
bodied in the “Monophone” introduced 
by Automatic Electric Company in 1925 
or that the “Monophone” represented 
any material improvement in design 
when it was introduced or had the 
advantages alleged: they deny the al- 
legations contained in the last sentence 
of paragraph 108 of the complaint, ex- 
cept that they admit that the Bell Oper- 
ating Companies had purchased hand 
sets in the amount of $50,000,000 be- 
tween 1925 and 1938. 

SY. They deny the 
tained in paragraph 
plaint. 


con- 
com- 


allegations 
109 of the 


90. They admit the allegations con- 
tained in paragraph 110 of the com- 
plaint, except as follows: They allege 
that direct nationwide toll dialing was 
impracticable until the development by 
the Bell System, starting about 1937, of 
suitable crossbar switching systems 
and signaling arrangements for this 
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Europe and South America. Very 
large savings could have been effected 
in the United States in the cost of toll 
operations by the use of automatic toll 
equipment, but large Bell System in- 
vestments in manual toll equipment 
would have been rendered obsolete. 
The development of a comprehensive 
plan for nation-wide automatic toll 
service was announced by AT&T in 
1946, twelve years after technical ad- 
vances in the art which were available 
to AT&T had made such a system pos- 
sible. 


d. Automatic 
equipment 
111. The Panel dial type of automatic 
exchange switching equipment, which 
was installed in all of the large ex- 
changes and in most of the medium- 
sized exchanges of the Bell System be- 
tween 1921 and 1938, was developed by 
Western and was adopted for Bell 
System use in 1917. Cost studies made 
at that time indicated large savings in 
operating compared with 
manual switchboards. The first instal- 
lations were made in 1921 and 1922. 
Actual costs so far exceeded the esti- 
mates, both because of underestimates 
of equipment quantities and produc- 
tion costs and because of increased ma- 
terial and labor costs, that the operat- 
ing companies actually suffered large 
losses from its use in place of manual 
equipment. Both the original cost and 
the of operation of the “Panel” 
type were substantially higher than 
those of the “Step-by-step” type of au- 
tomatic equipment, which had _ been 
successfully manufactured and sold to 
non-Bell companies by the Automatic 
Electric Company since 1904. 


erchange switching 


costs 


as 


cost 


OF DEFENDANTS’ 
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purpose, and that the comprehensive 
plan for nationwide direct dialing by 
operators, which was announced in 
1945, was made at the earliest practical 
date. Prior to the development of such 
switching systems and signaling ar- 
rangements, however, direct dialing of 
toll calls by operators and subscribers 
was practicable in limited areas and 
direct dialing of toll calls by operators 
in the Bell System was first introduced 
in 1918, and direct dialing of toll calls 
by subscribers in 1930. The defendants 
allege that they are without knowledge 
or information sufficient to form a be- 
lief as to whether installations of auto- 
matic toll boards in Europe or South 


America were, in 1934 or thereafter, 
large within the meaning of the com- 
plaint, but deny that savings could 


have been effected in the United States 
in the cost of nationwide toll opera- 
tions by the use of such automatic or 
semi-automatic toll equipment as was 
available prior to the development of 
crossbar toll switching equipment, or 
that savings could have been effected 
in the United States as alleged in other 
toll operations by the use of automatic 
toll equipment at an earlier time than 
such use was in fact made by the Bell 
System. 


91. They deny the allegations con- 
tained in paragraph 111 of the com- 


plaint, except as follows: 

They allege that automatic exchange 
switching became economically advan- 
tageous for use in medium-sized Bell 
System exchanges about 1919, at which 
time step-by-step automatic switching 
equipment (with appropriate modifica- 
tions developed by the Bell System at 
that time) was satisfactory for such 
medium-sized exchanges and was 
standardized for this use, the equip- 
ment being purchased from Automatic 
Electric Company. Although the need 
for automatic exchange switching had 
existed earlier in the case of large city 
exchanges, the step-by-step equipment 
then available was unsuitable for these 
exchanges and Bell System research, 
which had been continuously directed 
to the problem since the early 1900s, 
resulted in the development of the panel 
dial type of automatic exchange 
switching equipment which was stand- 
ardized for large city exchange use in 
1917. Production of this equipment 
was undertaken as rapidly as wartime 
conditions permitted and the first panel 
office was placed in service in 1921. 
Between 1921 and 1938 panel dial type 
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112. By 1922 both AT&T and West- 
ern had spent large sums in the de- 
velopment of Panel equipment and in 
preparation for its manufacture on a 
large scale. The management of AT&T 
was thoroughly committed to its use. 
There were available at that time sev- 
eral less costly alternate types, such as 
the Automatic Electric Company's step- 
by-step type, the International West- 
ern’s rotary type, and the Coordinated 
System of the Ericsson Company of 
Sweden, and others. The various types 
of automatic systems are quite similar 
in their overall functions, but differ 
in the mechanisms employed, which af- 
fect manufacturing costs and mainte- 
nance expense. There are no funda- 
mental reasons, except possibly patent 
barriers, which would prevent the oper- 
ating features of one system from being 
reproduced in any of the others. In 
spite of the high cost involved, the in- 
troduction of Panel type equipment 
into the Bell Operating Company plants 
was pushed as rapidly as possible and 
every effort was made by AT&T to show 
advantages for Panel equipment which 
would tend to justify its use. DPanel 
equipment development costs were load- 
ed by Western onto manual equipment 
and other products and their prices 
were increased in order to reduce the 
selling price of Panel. Lists of ad- 
vantages of Panel equipment issued to 
Bell System companies failed to men- 
tion the later improvements in other 
systems, which made them the equiva- 
lent of Panel in service features. In 
1938 Western discontinued the manu- 
facture of Panel equipment except for 
replacements and additions to existing 
Panel equipment installations, and the 
Crossbar type has been standardized 
for Bell System use. 





Answer 


equipment was installed in most of the 
large exchanges in the country. 

They admit that cost studies made in 
1917 and at other times indicated sav- 
ings in operating costs of panel dial 
type equipment as compared with man- 
ual switchboards; that the actual costs 
of panel dial type equipment for the 
first installations exceeded such esti- 
mates, for the reasons alleged among 
others; and that step-by-step equip- 
ment had been manufactured and sold 
to non-Bell companies by Automatic 
Electric Company since 1904. 

92. They deny the allegations con- 
tained in paragraph 112 of the com- 
plaint, except as follows: They admit 
that by 1922 both AT&T and Western 
had spent large sums in the develop- 
ment of panel dial type equipment and 
in preparation for its manufacture on a 
large scale, and that to this extent the 
management of AT&T was committed 
to its use. They allege that no satis- 
factory alternative equipment for large 
city exchanges was then available. 
They admit that the various types of 
automatic systems are quite similar in 
their overall functions, but differ in 
the mechanisms employed, which may 
affect manufacturing costs, mainte- 
nance expense and quality of service, 
but they allege that such automatic 
systems differ also in other respects 
and that the flexibility in providing 
the operating features necessary to the 
economical operation of a large city 
exchange, which is embodied in a send- 
er system such as the panel dial sys- 
tem, cannot be obtained in a non-send- 
er system, such as the step-by-step 
system was prior to 1923. They ad- 
mit that the Bell Operating Companies 
introduced panel dial type equipment 
into their large city exchanges as 
rapidly as possible because of the ur- 
gent need for such equipment. They 
admit that, along with the development 
of the crossbar type of switching equip- 
ment, Western in 1938 discontinued the 
manufacture of panel dial type equip- 
ment except for replacements and ad- 
ditions to existing equipment installa- 
tions of that type. 
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113. At the end of 1936 the Bell Sys- 
tem companies had invested nearly 
$400,000,000 in Panel equipment. <A 
portion of this had actually been sold 
by Western at a loss amounting to mil 
lions of dollars, and development ex 
pense amounting to about $11,000,000 
Was never recovered by Western 
through sales of Panel equipment 
Western did recover these 
through price increases on other equip 
ment and material sold to Bell Oper- 
ating Companies, thereby raising the 
operating companies’ investments in 
plant, which in turn have been used as 
justification for higher telephone rates 

114. It is impossible to determine the 
total increase in Bell System costs due 
to the Panel equipment program, be 
cause a part of Western’s costs of Panel 
equipment have been spread over ifs 
sales of practically all types of appa 
ratus, equipment and materials to Bell 
Operating Companies. Comparative 
cost studies by AT&T engineers showed 
that, after quantity production of Panel 
equipment had been established and af 
ter its prices had been reduced by the 
means above described, the price of 
Panel equipment was from 5% to 25% 
higher than comparable step-by-step 
equipment for various sizes of installa- 
tions, the higher saving being associated 
with smaller units. Analyses of oper- 
ating expenses made by Bell System 
Operating Companies indicated that for 
units of comparable sizes the mainte- 
nance expense of step-by-step automatic 
equipment was about 13.5% below that 
of Panel type. For the period from 
1925 to 1836 this would have amounted 
to a saving in expense of about $15,500,- 
000, 


losses 


e. Manual feature switchboard 


115. The manual multiple switch 
board was introduced into the Bell Sys- 
tem in 1890. Various improvements 
were made between 1890 and 1901. 
From 1901 to 1924, the manual switch- 
board, which formed the backbone of 
the Bell System exchange plant, re- 
mained virtually unchanged. In 1914 
the Kellogg Switchboard and Supply 
Co. of Chicago introduced into the non 
Bell market a manual switchboard 
known the “Feature Switchboard,” 
because it incorporated a number of op- 
erating features which, although not 


as 


new individually, had never before been 
assembled into a single switching unit. 
The Stromberg-Carlson Telephone Man- 
ufacturing Company of Rochester, New 


DEFENDANTS’ POSITION 


JUSTICE 


continued 


{nswer 
93. They admit the allegations con 
tained in paragraph 118 of the com 


plaint, except that they deny the allega 
tions contained in the last sentence 
thereof; they allege that Western’s loss 
on sales of panel dial type equipment 
occurred during the period when such 
equipment was first being introduced 
into the System and that subsequently 
costs and prices were reduced very sub 
stantially and most of the panel dial 
type equipment was sold profitably at 
these lower prices. 


con 
com 


allegations 
114 of the 


94. They 
tained in 
plaint. 


deny the 
paragraph 


95. They admit the allegations con- 
tained in paragraph 115 of the com- 
plaint, except as follows: 

They allege that at all times the Bell 
System has engaged in the development 
of more efficient and economical switch- 
boards to meet the varying require- 
ments of manual offices, and has from 
time to time introduced various operat- 
ing mechanisms designed to improve 
the speed and efficiency of service. The 
operating “features” referred to in 
paragraph 115 of the complaint in con- 
nection with the Kellogg switchboard 
are an unrelated group of operating 
mechanisms, some having little or no 
Value and some having value= only 
under certain limited operating condi 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3867 


SUMMARY 
Complaint 


York, followed shortly thereafter with 
a similar improved switchboard. The 
advantages of the new switchboard 
arose from the fact that the same sized 
board with the same number of oper- 
ators could handle from 5% to 50% 
more telephone calls per hour than the 
existing Western type of manual board. 
Starting in 1915, Western produced for 
sale to its non-Bell trade a switchboard 
employing many, but not all, of the 
features of the Kellogg board, and ad- 
vertized it as producing a clear gain of 
20% in operating efficiency and a cor- 
responding reduction in the cost of 
operation, as compared to the type then 
being sold to Bell System companies. 


116. Attempts by AT&T in 1917 and 
again in 1922 to introduce four impor- 
tant operating features into switch- 
boards for the Bell System Operating 
Companies were abandoned because of 
the unfavorable patent situation. 
These features were the flashing re- 
call, which a subscriber wishing to re- 
call the operator to get prompt atten- 
tion may automatic call registra 
tion, which gives an accurate count of 
the calls handled without interfering 
with the operator’s regular work; au- 
tomatic disconnect, which speeds up 
the service; and noninterfering oper- 
ators answering, which prevents time- 
consuming interference between oper 
ators attempting to answer the same 
call in different parts of the switch- 
board. 

117. In 1924 AT&T standardized the 
No. 11 manual switchboard for Bell 
System use. This board incorporated 
many of the desirable features of the 
Kellogg and Stromberg switchboards. 
Another Kellogg feature, the so-called 
straightforward trunking, was added 
to existing Bell System switchboards 
starting in 1925. Most of the features 
of the improved switchboard had been 
known to AT&T for 16 years, and had 
been available in switchboards manu- 
factured by others for 10 years before 
their advantages were made available 
to Bell System Operating Companies. 


use ; 
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tions, some of them being Bell System 


developments and others being inde- 
pendent developments. The Bell Sys- 
tem has not standardized and could 


not properly standardize any one man- 
ual switchboard incorporating a single 
set of “features” for all manual offices 
in the Bell System, because the require- 
ments of each office depend on numer- 
ous factors, among which are the num- 
ber of lines and the volume and dis- 
tribution of traffic. Where useful, the 
“features” referred to in paragraph 115 
of the complaint were used in Bell Sys- 
tem switchboards long prior to 1924. 

They deny that Bell System manual 
switchboards remained virtually un- 
changed from 1901 to 1924; or that the 
independent switchboard introduced in 
1914 could handle from 5% to 50% 
more telephone calls per hour than the 
existing Western type of manual board, 
with the same number of operators: 
and they allege that switchboards sold 
by Western to its non-Bell trade were 
not more economical than those sold to 
Bell Operating Companies for use under 
comparable conditions. 

%. They deny the allegations con- 
tained in paragraph 116 of the com- 
plaint, and they allege that all four of 
the operating features therein referred 
to were introduced into Bell System 
switchboards at various times, that the 
flashing recall and automatic call reg- 
istration were never abandoned, that 
automatic disconnect was abandoned 
because it proved to be unsatisfactory. 
and that the only such feature which 
was abandoned by reason of patent dif- 
ficulties was the feature referred to in 
the complaint as noninterfering oper- 
ators answering, the abandonment of 
which did not impair the efficiency or 
economy of the service. 


97. They deny the allegations con- 
tained in paragraph 117 of the com- 
plaint, except as follows: They admit 
that the No. 11 manual switchboard 
was standardized in 1924 for Bell Sys- 
tem use under operating conditions ap- 
propriate to such use, and that it in- 
corporated, among others, some fea- 
tures similar to those found in the 
Kellogg and Stromberg switchboards. 
They allege that the type of straight- 
forward trunking developed by Kellogg 
was unsatisfactory for Bell System use 
and was never adopted by the Bell 
System, and that the type of straight- 
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SUMMARY OF 


Complaint 


Since 1914, when feature’ switch- 
boards came into general use by non- 
Bell companies, over 900 switchboards 
of types made obsolete by this im- 
provement have been purchased from 
Western by Bell Operating Companies 
and installed in their plants, at a cost 
of about $240,000,000. Savings in traf- 
tic expense from adoption by the Bell 
System of the manual feature switch- 
board as soon as it was available 
would have been well over $100,000,000 


f. Unattended dial office 
equipment for exchanges 


118. In 1916 the Automatic Electric 
Company of Chicago, and in 1918 the 
North Electric Mfg. Co. of Galion, Ohio, 
began supplying to independent tele- 
phone operating companies, small auto- 
matic switching units which were de- 
signed to operate with minimum main 
tenance and hence were suitable for use 
without resident attendants in small 
telephone exchanges, or as small central 
office units in larger telephone exchange 
areas. Their field of application was 
largely in exchanges of less than 1,000 
stations where light traffic conditions 
made manual switchboard operation 
unduly expensive. The desirability of 
applying this type of equipment in the 
Bell System was evident from the fact 
that in 1928 there were 4,750 Bell ex- 
changes of under 1,000 subscriber’s lines 
each out of a total of 5,500 exchanges, 
and in 1933 approximately 3,800 of the 
6,000 Bell exchanges then in service 
were serving than 500 
each. Most of these small 
exchanges were operated by the Bell 
Companies at which were com- 
pensated by high profits in the larger 
exchanges. 


central 
small 


stations 
telephone 


less 


losses 


DEFENDANTS’ 


POSITION—continued 
Answer 


forward trunking adopted by the Bell 
System in 1925 was developed by Bell 
System engineers. They admit that 
since 1914 more than 900 manual cen- 
tral office switchboards, of widely 
varying types and for use under widely 
varying operating conditions, have 
been purchased from Western by Bell 
Operating Companies and installed in 


their plants at a cost of more than 
$240,000, 000. 

98. They deny the allegations con 
tained in paragraph 118 of the com- 
plaint, except as follows: They allege 
that research and development on un 


attended dial central office equipment 
was undertaken by the Bell System as 
soon as it was justified by prospective 
economies in the operation of small ex 
changes; that several types of such 
equipment, both of Bell System and 
independent manufacture and design, 
have been placed in service by the Bell 
Operating Companies, but that installa 
tion of available unattended dial central 
office equipment has not been practical 
for a number of Bell System exchanges 
of under 1,000 stations, for the reasons, 
among others, that such installation is 
practical only if the office can be eco 
nomically connected to a central office 
attended by operators, and only if the 
subscriber lines are short enough to 
come within the dialing and signaling 
capabilities of the equipment. They 
admit that in 1916 the Automatic Elec 
tric Company, and in 1918, the North 
Electric Manufacturing Company, be- 
gan to supply to independent telephone 
operating companies, small automatic 
switching units for use without resident 
attendants in small telephone exchanges 
or as small central office units in large 
telephone exchange areas; that the field 
of application of unattended dial cen 
tral office equipment was largely in ex 
changes of less than 1,000 stations; that 
in 1928 there were approximately 4,750 
Bell exchanges of under 1,000 subsecrib 
ers’ lines each out of a total of approx 
imately 5,500 exchanges, and in 1933 
approximately 3,800 of 6,000 Bell ex 


changes then in service were serving 
less than 500 stations each: and that 
many of these small exchanges were 
operated by the Bell companies at 


losses, 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3869 





SUMMARY OF DEFENDANTS’ POSITION—continued 


Complaint 


119. The types of automatic central 
office equipment manufactured — by 
Western were not suitable for appli- 
cation to these small exchanges of the 
Bell system. It was not until 1927, 
over ten years after automatic equip- 
ment suitable for small telephone ex- 
changes was available from independ- 
ent manufacturers, that Bell Telephone 
Laboratories, at the direction of AT&T, 
started active research on automatic 
equipment suitable for small ex- 
changes. Types developed by Bell Tele- 
phone Laboratories and manufactured 
by Western and installed for trial in 
1929, 1930, 1931 and 1932 proved too 
costly. By 1933, AT&T was ready to 
standardize for Bell System use the 
small step-by-step automatic units 
manufactured by the Automatic Elec- 
tric Co. and the small all-relay auto- 
matic units manufactured by the North 
Electric Co. Savings of $3.00 to $4.00 
per station per year were realized by 
the replacement of manually operated 
units by unattended automatic units in 
small exchanges, with total annual sav- 
ings to Bell System companies of 
around $1,000,000 per vear. These sav- 
ings would have been available to the 
operating companies some 147 or 18 
years earlier, had it not been for the 
refusal of AT&T to buy from independ 
ent manufacturers. 


G. PRICE DISCRIMINATIONS AGAINST INDE 
PENDENT TELEPHONE OPERATING AND 
MANUFACTURING COMPANIES 


120. Graybar Electric Company was 
organized under the laws of the State 
of New York in 1925 by Western for the 
purpose of selling telephone equipment 
and electrical supplies to purchasers 
outside the Bell System. Western does 
not sell to independent telephone com 
janies except through and by Graybar 
and fixes the prices charged by Gray 
bar. Western disposed of its common 
stock in Graybar to Graybar employees 
in 1928. Until recently, Western con- 
trolled the management of Graybar 
through ownership of securities includ 
ing preferred stock. Graybar'’s prices 
on similar products manufactured by 
Western and sold by Western to non 
Bell companies are from 10 to 25 per 
cent higher than Western's prices to the 
Bell Operating Comypanies. In rate 
case hearings before regulatory bodies, 
Graybar’s prices are used by Bell Op- 
erating Companies for comparative pur 
poses to show the reasonableness of 
prices paid by them for equipment 
manufactured by Western. 


Answer 


99. They deny the allegations con- 
tained in paragraph 119 of the com- 
plaint except as follows: They admit 
that the types of automatic central office 
equipment manufactured by Western 
during the period alleged were neither 
suitable nor intended for application 
to small exchanges of under 1,000 sta- 
tions; that one of the types of unat- 
tended dial equipment developed by 
sell Laboratories proved less economi- 
cal for Bell System use than other 
available types of such equipment: that 
small automatic units designed and 
manufactured to Bell System require- 
ments by the Automatic Electric Com- 
pany were standardized in 1933; and 
that other types of unattended dial 
equipment, designed and manufactured 
by Automatic Electric Company and 
North Electric Manufacturing Com- 
pany, were placed in service by various 
Bell Operating Companies at various 
times. 


100. They admit the allegations con- 
tained in paragraph 120 of the com- 
plaint, except that they deny that West- 
ern fixes the prices charged by Graybar, 
or that until recently Western con- 
trolled the management of Graybar 
through ownership of securities includ- 
ing preferred stock, and they refer to 
paragraph 42 of this answer for a state- 
ment of the purpose for which Graybar 
Was organized. 


| 
} 
; 
/ 
} 
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SUMMARY OF 
Complaint 


121. With respect to such telephone 
equipment as is permitted to be manu- 
factured or sold under AT&T patents 
outside the Bell System, independent 
manufacturers are required to pay 
royalties and Western is permitted to 
manufacture without patent charges. 
This patent royalty exemption allowed 
Western on non-Bell System sales gives 
Western a competitive advantage. In- 
dependent manufacturers and distribu 
tors of telephone equipment are pri- 
marily dependent on sales outside the 
sell System. 

122. AT&T requires Western to pay 
royalties on equipment manufactured 
under AT&T patents for sale to the Bell 
System. These patent royalties are in 
cluded in the prices paid by the Bell 
Operating Companies for telephone ap 
paratus and equipment and are includ- 
ed in the cost of telephone service paid 
by the Bell System subscriber. These 
royalties are in addition to the charges 
made to the Bell Operating Companies 
and hence to Bell System subscribers in 
connection with the license service con- 
tracts, described in paragraph 67-71 of 
this complaint, to cover the cost of the 
Bell System research, development, and 
patent program. In both of these ways 
the Bell Operating Companies and Bell 
System subscribers subsidize sales made 
by Western to non-Bell operating com 
panies. 


VI. EFFECTS OF CONSPIRACY 


23. The aforesaid agreements and 
concerted action of the defendants, pur 
suant to and in furtherance of the con 
spiracy alleged in this Complaint, have 
had the effects, as intended by the de- 
fendants, of unreasonably restraining 
and of virtually monopolizing the pro- 
duction, manufacture, distribution, sale 
and installation of telephones, telephone 
apparatus, equipment, materials and 
supplies in the United States in viola 
tion of Sections 1, 2 and 3 of the Sher 
Inan Act 

124. By combining under single own- 
ership the control of development, man- 
ufacturing and distribution of, as well 
as complete control of virtually the en 


tire market for, telephone equipment 
used in the United States, the defend 
ants have fixed the types, quantities 


and prices of telephone purchases and 
sales, and have controlled the plant in 
vestments and operating expenses on 


DEFENDANTS’ 


JUSTICE 


POSITION—continued 


{nsirer 


101. They deny the allegations con 
tained in paragraph 121 of the com 
plaint, except that they admit that in 
dependent manufacturers and distribu 
of telephone equipment are pri 
marily dependent on sales outside the 
Bell System. 


tors 


con 


126 


102. They deny the allegations 
tained in paragraphs 122 through 
of the complaint. 


[ Denied. | 


[ Denied. | 
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SUMMARY OF DEFENDANTS’ POSITION—continued 
Complaint Answer 


the basis of which federal and state 
regulatory authorities must fix rates to 
be charged subscribers for both local 
and long distance telephone service. 
The absence of effective competition 
has tended to defeat effective public 
regulation of rates charged subscribers 
for telephone service since the higher 
the prices charged by Western for tele- 
phone apparatus and equipment, the 
higher the plant investment on which 
the operating companies are entitled to 
earn a reasonable return. The non- 
competitive prices of Western’s manu- 
factured products have the dual effect 
of increasing manufacturing profits and 
of raising telephone operating profits 
by inflating the rate bases of the Bell 
operating companies. Both increases 
accrue to the benefit of AT&T. The 
difference between the apparent and the 
real costs of telephone service repre- 
sents hidden profits which are beyond 
the reach of public regulation. 

125. The defendants’ triple monopoly | Denied. ] 
of development, manufacture and sales 
market of telephones, telephone appa- 
ratus and equipment has been so used 
as to delay and retard the introduction 
of improvements in the art of telephony 
which would have made telephone serv- 
ice more efficient and less costly to the 
subscribers. 

126. In protecting their telephone | Denied. ] 
plant investment from the competition 
of other types of communication, the 
defendants have secured for themselves 
a monopoly in the furnishing of wire 
facilities for radio broadcasting, in- 
cluding the coaxial cable, which is also 
essential for the distance transmission 
of television. They have also secured 
a monopoly in the operation of two-way 
radio telephony and in the manufacture 
and sale of continuously loaded sub 
marine telegraph cable and submarine 
cable terminal equipment. 


[In addition to the foregoing answers to the allegations of the complaint, 
defendants interposed the following :] 


SPECIAL DEFENSE 


103. On May 138, 1930, the plaintiff herein filed a petition in equity against 
these defendants and others in the United States District Court for the District 
of Delaware, charging violations of the Act of Congress of July 2, 1890 (26 
Stat. 209), known as the Sherman Act. An amended and supplemental peti 
tion was filed in the same cause on March 7, 1932. Said cause is hereinafter 
called the Delaware suit 


26086 O—58—pt. 2. vol. 3 30 
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104. In the Delaware suit the plaintiff alleged, among other things, that in 
violation of the antitrust laws of the United States (1) these defendants had 
entered into certain agreements with General Electric Company, Westinghouse 
Electric & Manufacturing Company, Radio Corporation of America and others, 
as a result of which these defendants had exclusive rights under existing and 
future patents of all the parties to the agreements to make, use and sell elec- 
trical apparatus and devices in certain fields; and (2) these defendants had 
secured a virtually complete monopoly of the manufacture and sale in the 
United States of the class of electrical apparatus and devices with respect to 
which these defendants had such patent rights, expressly alleging that by a 
virtually complete monopoly there was meant the doing of 90% or more of that 
particular business in the United States. 

105. The class of electrical apparatus and devices as to which these defend 
ants were thus alleged to have secured an unlawful monopoly is the same class 
of electrical apparatus and devices comprised in the terms telephones, telephone 
apparatus and equipment as used in the complaint herein. Therefore, the allega 
tion in this suit that these defendants have monopolized the manufacture and 
sale of telephones, telephone apparatus and equipment in the United States in 
violation of the Sherman Act charges the same offense as was charged against 
them in the Delaware suit and asserts the same cause of action. Other matters 
alleged in the Delaware suit as violations of the Sherman Act are likewise 
asserted in this case as such violations. 

106. After extended negotiations between the defendants and representa- 
tives of the Attorney General of the United States seeking to agree upon action 
of the defendants which would satisfy the Attorney General that there was 
no longer basis for charges of violation of the Sherman Act, an agreement was 
reached under which the suit was to be dismissed as against these defendants 
and certain others and a consent decree was to be entered as to the remaining 
defendants. Pursuant to this agreement the aforesaid license agreements of 
which complaint had been made were replaced by substitute license agreements 
dated July 1, 1932, which had been approved by the Attorney General. 

107. The proposed disposition of the suit was submitted to the United 
States District Court for the District of Delaware on November 21, 1932. These 
defendants thereupon filed a second supplemental answer, setting forth the 
making of said substitute agreements, exhibiting copies thereof and praying that 
the suit be dismissed as to these defendants; and there was presented to the 
court a stipulation of the other parties agreeing to the dismissal as to these 
defendants and to the entry of the proposed consent decree. In open court 
the Special Assistant to the Attorney General in charge of the case set forth 
the proposed disposition of the suit and the reasons therefor. In support of 
the proposed dismissal as to these defendants, he stated that said substitute 
agreements were manifestly in the public interest and contained none of the 
features which were deemed objectionable in the earlier agreements: and that 
by reason of said substitute agreements the situation as to these defendants 
of which the government complained had been corrected. Upon motion of the 
plaintiff an order of dismissal was entered as to these defendants and certain 
others and the consent decree was entered as to the remaining defendants. 

108. Subsequently, on July 31, 1942, the plaintiff filed a motion in the Dela- 
ware suit, which was served on these defendants as well as on the parties 
to the consent decree of November 21, 1932, in which the plaintiff moved the 
court to vacate said consent decree and certain decrees subsequent thereto and 
to dismiss the suit without prejudice. The court upon consideration of the 
nature and effect of the adjudication of November 21, 1932, denied the motion 
for the reasons set forth in an opinion reported in 46 F. Supp. 654. 

109. The dismissal of the Delaware suit as to these defendants on November 
21, 1982, constituted a final determination of all causes of action then asserted 
against them, and is a bar to further litigation of such causes of action and 
all issues arising or which could have arisen in the determination of such causes 
of action. 


WHEREFORE, the defendants pray that the complaint be dismissed. 
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[The following tables were submitted by defendants: ] 


The Bell Operating Companies (as of March 31, 1949) 


Percent- 
age of Vot- 








Name of Company ing Stock Territory 
Owned by 
AT&T 
New England Telephone and Telegraph 68.92 | Maine, Massachusetts, New Hampshire, 
Company Rhode Island and Vermont 
The Southern New England Telephone 26.67 | Connecticut ! 
Company 
New York Telephone Company 100 New York and a small part of Connecticut 
New Jersey Bell Telephone Company 100 New Jersey 
The Bel! Telephone Company of Pennsv] 100 Pennsylvania 
vania 
The Diamond State Telephone Company 100 Delaware 
The Chesapeake and Potomac Telephone 100 District of Columbia 
Company 
The Chesapeake and Potomac Telephon 100 Maryland 
Company of Baltimore City 
The Chesapeake and Potomac Telephone 100) Virginia 
Company of Virginia 
The Chesapeake and Po ac 6 Telephone 100 West Virginia } 
Company of West Virgir } 
Southern Bell Telephone and Telegraph 10 Alabama, Florida, Georgia, Kentucky,' Louisi / 
Company ina, Mississippi, North Carolina, South } 
Carolina and Tennessee } 
rhe Ohio Bell Telephone Company 299.99 | Ohio 
Che Cincinnati & Suburban Bell Telephone 29. 7¢ Cincinnati, Ohio, and vicinity and Covington, 
Company Kentucky, and vicinity | 
Michigan Bell Telephone Company 299 99 | Michigan 
Indiana Bell Telephone Company 99.99 | Indiana | 
Wisconsin Telephone Company OO Wisconsin / 
Illinois Bell Telephone Company 99. 31 Ilinois,' and a small part of Indiana | 
Northwestern Bell Telephone Company 1p Iowa, Minnesota, Nebraska. North Dakota, | 
South Dakota 
Southwestern Bell Telephone Company 99. 99 Arkansas, Kansas, Missouri. Oklahoma, : 
rexas,' and a small part of Illinois 
Che Mountain States Telephone and Tel 77. 84 Arizona, Colorado, Idaho,!' Montana, New 
graph Company Mexico, Utah, Wyoming, and a small part 
of Texas 
Che Pacific Telephone and Telegraph Com 87.93 | California, Oregon, Washington, and a small | 
pany part of Idaho 
Bell Telephone Company of Nevada Nevada | 
/ 
\ small part of this State is served by one of the other companies | 
Balance held by directors . 
Stock owned 100% by The Pacific Telephone and Telegraph ( p / 
/ 


] 
] 
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I. Tele phone S, Telephone Apparatus and Kquipme nt 
a) Central office and associated equipment 
Equipment 
Equipment specifications 
Installation 


Total 
b) Telephones and other station apparatus 
c) Radio telephone apparatus 
d) Specialty products 


Total 


II. Telephone Materials 
i) Cables and wires 
b) Other outside plant 


Total 


Ill. Telephone Supplies 


IV. Repairs and Special Services 
tepairs 


b) Special services 





Total 
Grand total 


*Excludes sales of telegraph apparatus, equipment and associated materials an 
Total sales to Bell operating units in 1947 were $902,855,000 





Western’s 1947 Sales to Bell Operating Units of Telephones and 
ipparatus, Equipment, Materials and Supplies, and Related Services 


$351, 
18, 
114, 


SF: 
— 310 


$569, 


*$894, 


untir 


JUSTICE 


Tele phone 


255, 000 
189, OOO 
195, 000 


639, 000 


, 270, 000 
, 224, 000 


£50, OOO 


583, 000 


, 722, 000 
. 798, OOO 


520. (00 
, 092, COO 


102, COO 


279. (00 


381. (00 
576. OLO 


SR, 279. (HK 
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Western’s Larger Manufacturing Plants (as of March 31, 1949) 


Location of Plants 


Hawthorne Works 
Main Plant, Chicago, Tl 


Branch Shops 
Duluth Shops, Duluth, Minn 


St. Paul Shops, St Paul, Minn 


Lineoln Shops, Lincoln, Nebr 
Clearing Shop, Chicago, Il 

Archer Avenut Shons, Chicago, Il 
47th Street Shops, Chicago, Tl 


Kolmar Avenue Shops, Chicago, Ill 
Homan Avenue Shops, Chicago, Il 


Speedway Shops, Speedway City, Ind 


Kearny Works 
Main Plant, Kearny, N. J 


Branch Shops 
Queensboro Shop, Middle Village, N. ¥ 
Haverhill Shons, Haverhill, Mass 
Marion Shops, Jersey City, N. J 


Point Breeze Works 
Main Plant, Baltimore, Md 


Branch Shop 
Telephone Apparatus Shops— Airport 
Building, Baltimore, Md 
Tonawanda Plant, Buffalo, N. Y 
Allentown Plant, Allentown, Pa 


Radio Shops 
Winston-Salem, N.C 


Burlington, N. C 
Subsidiaries 
Teletype Corporation, Chicago, Ill 


Nassau Smelting & Refining Company, 
Incorporated, Staten Island, N. ¥ 


Complaint 


I. JURISDICTION AND VENUE 


1. This complaint is filed and these 


Principal Products Manufactured 


Panel, step by step and crossbar switching equipment, 
exchange area cable, copper line wire, switchboard 
lamps, loading coils 


Multi-contact relays, switches, and assembly and wiring 
of crossbar switching equipment 

Fuses, protectors, cable terminals, connector blocks, and 
step-by-step switching equipment 

Step-by-step switching equipment. 

Steei wire and strand, pole line hardware. 

Telephone sets and miscellaneous station apparatus 

Power boards, fuse panels, sheet metal fabrication and 
finishing 

Keys, jacks, heat coils, and message registers 

Panel switching apparatus and equipment, and local 
cable for both panel and step-bv-step switching equip- 
ment 

lelephone sets and protectors. 


Manual and toll switchboaras, carrier equipment, tele- 
phone and telegraph repeaters, exchange area cable, 
ind toll crossbar switching equipment 


Telephone booths and miscellaneous wood work 

Coils, transformers, networks and resistances 

Power boards, fuse panels, rectifiers and microwave 
radio relay equipment. 


Cords, Plugs, rubber covered wire, toll cable, including 
coaxial, and exchange area cable. 

Protectors, cable terminals, fuses, terminal strips, No. 755 
dial P. B. X. and key equipment 

Switchboard wire and cable, enameled wire, and factory 
cable for dial switching systems 

Vacuum tubes, glow, ballast and resistance lamps, 
varistors, resistors, thermistors and mercury relays 


Coils, power line carrier, mobile radio telephone sets and 
electronic equipment for the armed services 

Microwave and other radio communication equipment 
and sound reproducing systems. 


Printing telegraph equipment 
Reclamation of non-ferrous metals from Bell System scrap 
materials 


APPENDIX 


{nsirer 
SPECIFIC ADMISSIONS AND DENIALS 


20. The defendants are advised that 





i 
} 


proceedings are instituted under Sec- it is unnecessary to answer paragraph | 
tion IV of the Act of Congress of July 1 of the complaint, but they deny that 
2, 1890, entitled “An Act to Protect either of them has violated or intends | 
Trade and Commerce Against Unlawful to violate the Sherman Act. i 
Restraints and Monopolies” (15 U.S. €. i 
Sec. 4), said act being commonly known F 
and hereinafter referred to as the Sher | 
Inan Act, against the defendants named i 


herein in order to prevent further vio 
lations by them, jointly and severally, 
as hereinafter alleged, of Sections 1, 2, 
and 3 of said act (15 U. S. C. Sees. 1, 


«, and 3). 
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Complaint 


2. The alleged unlawful acts and vio- 
lations hereinafter described, including 
the unlawful monopoly, conspiracy to 
monopolize and conspiracy to restrain 
the hereinafter described domestic and 
foreign trade and commerce of the 
United States, have been entered into 
and carried on in part within the 
District of New Jersey. Many of the 
unlawful acts pursuant thereto have 
been performed by defendants and their 
representatives in said district. The in- 
terstate trade and commerce in tele- 
phone and other communications and 
noncommunications equipment, herein- 
after described, is carried on in part 
within said district. Defendants have 
places of business in said district and 
there transact business and are with- 
in the jurisdiction of the court for the 
purpose of service. 


Il. DEFINITIONS 


3. The term “telephone,” as used 
herein, means an instrument for the 
transmission and reception of speech 
by transformation of sound waves into 
electrical currents or waves and their 
reconversion into sound waves, and is 
used broadly to designate anything con- 
nected with the electrical transmission 
of speech. 

4. The term “telephone apparatus,” 
as used herein, means the telephone in- 
strument and the associated cabinets, 
coils, condensers, bells, and protectors. 

>. The term “telephone equipment,” 
as used herein, means the switching de- 
vices which enable any telephone to be 
connected electrically with any other 
telephone, including protecting devices, 
generators, transformers and convert 
ers of electric currents for telephone 
use, and the devices used for terminat 
ing and connecting together the wires 


used to carry electrical currents be- 
tween telephone’ instruments. The 
The term is also sometimes broadly 
used to include all varieties of tele- 


phone apparatus. 

6. The term “telephone materials,” 
as used herein, means all materials and 
manufactured products, other than tele- 
phone apparatus and equipment, which 
constitute the means of transmitting 
electrical currents between telephones, 
such insulators, 
cables, wires, and conduits. 

7. The term “telephone supplies,” 
used herein, means items in common 
use in business and industry which are 
required by telephone companies in the 
conduct of their business. 


as poles, crossarms, 


as 


JUSTICE 


Answer 


21. They deny the allegations con- 
tained in paragraph 2 of the com- 
plaint, except that they admit that each 
of the defendants has an office or place 
of business within the District of New 
Jersey, transacts business therein in 
interstate commerce and is within the 
jurisdiction of the Court for the pur- 
pose of service. The address of the 
American Company within said district 
is 286 Bay Street, Jersey City, New 
Jersey, and that of Western is 100 
Central Avenue, Kearny, New Jersey. 


22. The defendants are advised that 
it is unnecessary to answer paragraphs 
38 through 38 of the complaint. In 
order to make this answer fully re 
sponsive to the complaint, the terms 
defined in said paragraphs are herein- 
after used in the sense there stated, un- 
less otherwise indicated, except that 
this answer assumes throughout that 
the term “telephone” has only the 
meaning stated in the first clause of 
paragraph 38 of the complaint. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3877 


Complaint Answer 


8. The term “telephone exchange,” 
as used herein, means an area in which 
telephone service is given at a uniform 
schedule of. rates which do not vary 
with the distance called, usually, but 
not always, approximately coinciding 
with the territorial limits of a single 
city or town. 

% The term “telephone Central Of- 
tice,’ as used herein, means a single 
switching unit within an exchange. 
The size of a central office is limited by 
the capacity of the switching equip- 
ment. 

10. The term “telephone service,” as 
used herein, means the functions per- 
formed in supplying telephone appara- 
tus, equipment, materials and supplies 
for public use, in making the connec- 
tions between telephones desired by 
the users, and in carrying on related 
activities. 

11. The term “local telephone serv- 
ice,” as used herein, means the tele- 
phone service provided within a single 
exchange. 

12. The term “toll telephone serv- 
ice,” as used herein, means the tele- 
phone service between different ex- 
changes, usually at charges per mes- 
sage which are graduated in amount 
according to the distance. 

13. The term “long distance tele- 
phone service,” as used herein, means 
primarily the interstate telephone toll 
service carried over the lines of the 
American Telephone and Telegraph 
Company. 

14. The term “radio telephone serv- 
ice,” as used herein, means the tele- 
phone service wherein the transmis- 
sion of electrical currents is accom- 
plished by the use of radio waves. 

15. The term “telegraph service,” as 
used herein, means the transmission of | 
electrical impulses produced in accord- 
ance with a prearranged code, to dis- 
tant locations and the conversion of 
the impulses into audible’ sound, 
printed messages, or code symbols. 

16. The term “radio telegraph serv- 
ice,” as used herein, means the tele- 
graph service in which the transmis- 
sion of electrical impulses is accom- 
plished by the use of radio waves. 

17. The term “morse telegraph,” as 
used herein, means the apparatus for 
interrupting manually, in accordance 
with a prearranged code, an electrical 
current transmitted over wire lines 
and for converting the impulses re- 
ceived at distant locations into audible 
sound, or printed code symbols 
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Complaint 


18. The term “telephotograph serv- 
ice,’ as used herein, means the process 
of transmitting pictures by means of 
electrical currents or waves. 

19. The term “program transmission 
service,” as used herein, means the 
transmission of radio programs from 
studios to broadcasting stations in dif- 
ferent locations by means of electrical 
currents carried over wire lines, usu 
ally equipped with means of amplify 
ing the transmitted currents. 

20. The term “television,”” as used 
herein, means the art of transmitting 
and receiving visual images between 
distant locations by means of high fre 
quency electrical currents. 

21. The term “telephone plant,” as 
used herein, means all of the buildings, 
apparatus, equipment, materials, and 
supplies, including rights to locate 
wire lines, used or useful in the ren 
dering of telephone service. 

22. The term “telephone switch 
board,” as used herein, means the 
switching equipment used for connect 
ing together any desired combination 
of telephone lines. 

23. The term “telephone lines,” as 
used herein, means the wire connec- 
tion between the telephone and the cen 
tral office 

24. The term “automatic switch 
board,” as used herein, means a 
switching system for making conne« 
tions between telephone lines auto 
matically, the movements of the 
switches being controlled by electrical 
impulses generated by a hand-operated 
dial or keyboard. 

25. The term “dial system,” as used 
herein, means telephone system using 
automatic switchboards 

26. The term “crossbar automatic 
system,” as used herein, means a 
switching system characterized by re 
lays which make contact simultaneous 
ly between a multiplicity of terminat- 
ing points of telephone wires, the con 
tacts being made by the movement of 
“crossbars” actuated by individual elec 
tromagnets. 

27. The term “panel-dial automatic 
system,” as used herein, means a 
switching system characterized by an 
arrangement of terminating points of 
telephone wires on flat, vertical panels 
Connections with these terminals are 
made by contactors mounted on rods 
with a vertical motion actuated by 
frictional contact with continuously ro 
tating, motor-driven shafts. 


inswer 
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Complaint Answer 


28. The term “step-by-step auto- 
matic system,” as used herein, means a 
switching system characterized by semi- 
circular banks of telephone wire ter 
minals arranged in layers, one above 
the other. Connections with these 
terminals are made by flat metal con 
tactors mounted on rods having both a 
vertical and a rotating, “step-by-step” 
motion. Each vertical or rotating step 
is caused by the operation of an electro 
magnet responding to an electrical im 
pulse from the subscriber’s dial, or from 
“sending” equipment controlled by the 
dial. 

29. The term “rotary automatic sys- 
tem,’ as used herein, means the char- 
acteristic arrangement of terminal 
banks and switches similar to that of 
the step-by-step system. The shafts on 
which the contact brushes are mounted 
have a rotating motion only, and are 
actuated by frictional contact with 
continuously rotating, motor-driven 
shafts as in the Panel system. 

30. The term “manual switchboard,” 
as used herein, means a switching sys 
tem in which telephone lines are inter- 
connected manually by telephone opera- 
tors in accordance with Central Office 
designations and numbers transmitted 
verbally by subscribers to the operators. 

31. The terin “switchboard cable,” as 
used herein, means a multiplicity of 
pairs of insulated telephone’ wires 
wrapped in impregnated cloth, used for 
interconnecting various parts of man 
ual or automatic switching systems. 

32. The term “telephone cable,” as 
used herein, means a multiplicity of 
pairs of insulated telephone wires en . 
closed in and protected by a sheath, 
usually made of a lead and antimony 
alloy. 

33. The term “broad-band cable,” as 
used herein, means a telephone cable 
designed to transmit without distortion 
electrical currents of a wide range of 
frequencies 

34. The term “coaxial cable,” as used 
herein, means a telephone cable in 
which pairs of conductors are arranged 
concentrically, one conductor of a pair 
consisting of a wire located at the 
center of a metal tube which constitutes 
the other conductor 

35. The term “cable terminal,” as 
used herein, means a box of metal or 
wood wherein the wires of a telephone 
cable terminate on metal lugs for con 
nection to other wires. 





| 
| 
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Complaint 


carrier 
means 


36. The “telephone 
transmission,” used herein, 
an arrangement whereby electrical cur- 
rents of voice frequency are imposed 
upon and modify the form of (modu- 
late) high frequency electrical currents 
transmitted over wire lines, thereby 
making possible the transmission of a 
large number of telephone conversa- 
tions simultaneously over each pair of 
wires. 

37. The term “telephone repeater,” as 
used herein, means a device employing 
vacuum tubes to amplify or increase the 
energy of electrical telephone currents. 

38. The term “vacuum tube,” as used 
herein, means a device employing an 
evacuated glass tube, a heated filament, 
and various arrangements of electrodes 
within the tube, to act as a generator, a 
rectifier, or an amplifier of high fre 
quency electrical currents. 


term 
as 


III. DEFENDANTS 

39. Western Electric Company, Incor 
porated, a corporation organized and 
existing under the laws of the State of 
New York, is made a defendant herein 
It was organized in 1915 and assumed 
the assets, liabilities and functions of 
its predecessor, Western Electric Com 
pany of Illinois, which was incorporated 
in 1881. Western Electric Company of 
New York and its predecessor shall 
hereinafter be referred to, according to 
the time involved, as “Western.” 

40. American Telephone & Telegraph 
Company, a Corporation organized and 


existing since 1885 under the laws of 
the State of New York, is made a de 
fendant herein. In the order named 


from 1877 to 1900 the Bell Telephone 


Company, National Bell Telephone 
Company and the American Bell Tele 
phone Company, all organized under 


the laws of the State of Massachusetts 
were the American 
Telephone & Telegraph Company 
American Telephone & Telegraph Com 
pany and its predecessor companies 
shall hereinafter, according to the time 
involved, be referred to as “AT&T.” 


predecessors of 


Answer 


oy 


23. They admit the allegations con 
tained in paragraph 39 of the complaint 


24. They admit the allegations con 
tained in paragraph 40 of the 
plaint, but more particularly allege that 
the predecessors to the defendant 
American Company, as the principal 
company of the Bell System, were Bell 
Telephone Company, a Massachusetts 
voluntary association (hereinafter 
called Bell Telephone) from 1877 to 
1879, The National Bell Telephone Com 
pany, a Massachusetts corporation 
(hereinafter called National Bell) from 
IS79 to 1880, and The American Bell 
Telephone Company, a Massachusetts 
corporation (hereinafter called Ameri 
can Bell) from 1880 to 1900. For pur 
poses of responsive pleading, this an 
swer generally adopts hereinafter the 
use made in the complaint of the phrase 
A; referring to the American 
Company and such predecessor princi 
pal companies, according to the time 
involved (and hence not to the Ameri 
can Company itself during the period 
from 1885 to 1900), but the defendants 
reserve the right to refer specifically 
involved 


com 


as 


to the particular companies 
where clarity so requires. 
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APPENDIX II 


February 2, 1955 


Hon, Wilber M. Brucker, General Counsel 
Department of Defense 
Room 3-B-980, The Pentagon 
Washington 25, D. C. 
Dear Governor Brucker: 
As suggested in my telephone conversation with 
you yesterday, I am forwarding under separate cover, @ 
copy of a memorandm with an accompanying volume of 
appendices relating to the different classes of products 
manufactured by Western Electric Company. This is the material 


which was given to Judge Barnes and his staff last week. 
Yours very truly, 


/8/ T Brooke Price 
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DEPARTMENT OF DEFENSE 
GENERAL COUNSEL 
WASHINGTON 25, D.C 





Dear Mr. Price: 
I acknowledge receipt of your letter of 
February 2, 1955 together with a copy of the two 


volumes mailed under separate cover. 


Time has not yet permitted a reading beyond 
the Introduction to Volume I, but I plan to look 
at both volumes thoroughly. 


I appreciate your keeping me informed. 


Yours very truly, 





Mi dructew. 


Wilber M. Prucker 
General Counsel 


Mr. T. Brooke Price 

Vice President « General Counsel 
American Tfelephone & Telegraph Company 
195 Broadway 

New York 7, New York 
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February +, 1955 





Mr. <dward A. Foote 
Departwent of Justice 
Washington, D. C. 
Dear Mr. Frootes 

In considering the memorandum which was delivered 
with my letter of January 28 to Judge barnes, it should be 
helpful to have in mind the general scale of magnitude of 
the operation of Western as manufacturer for the Bell Syste 


in relation to the system as a whole. The broad statement 


| 


upon this point was made in our memorandum to the Attorney- 
General of April, 1953 that the amount of the Bell Systen 
assets invested in manufacturing facilities is less than 

5 percent. I think you may be interested in having more 
detailed figures upon this point. 

You will have in mind that a large part of Western's 
plant facilities are employed in production for the government, 
and substantial amounts of capital have been required over a 
period of years for this government work. Without the very 


| 
| 
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Mr, Edward A. Poote “2 


substantial adjustrent that might be proper to exclude 
the investment in this government business, some sig- 
nificant figures from 1953 year-end balance sheets are 


as follows: 


Bel) Syatem Western 
Net Plant 995975392 223,738 
Net Manufacturing - 187,821 
Plant 
Investuent* 10,426,433 553,59 
# Sum of capital stock equity, retained earnings and 


vorrowings. 

Upon comparison of Western's plant investment 
with Bell System telephone plant, each reduced by the 
applicable depreciation reserve, the ratio for Western's 
plant as a whole is 2.33 percent, or if only Western's 
manufacturing plant is used for comparison, the ratio 
to telephone plant becomes 1.96 percent. Either plant 
figure compared with total Bell System assets would, of 
course, give a still smallamtio. If instead of a com- 
parison based on the investment in plant facilities, 
Western's entire net investment is compared to the 
corresponding figure for the Bell System including Western, 
the ratio at the end of 1953 was 5.3 percent. 

I shall be glad to furnish any additional infor- 
mation that may be helpful in your consideration of the 
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Mr. Edward A. Foote =3 


memorandum or upon eny other aspect of the case, and we 
are hopeful of an opportunity for an early neeting for 
further discussion of the matter. 

Yours very truly, 


' BRU - 
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ADORESS REPLY To 
THE ATTORNEY @ 
AMD REFER TO 


Sonne ae eae UNITED STATES 


SNB:EAF DEPARTMENT OF JUSTICE 
————— WASHINGTON 25, D. C. 


February 14, 1955 


T. Brooke Price, Esq. 

Vice President & General Counsel 
American Telephone & Telegraph Company 
195 Broadway 

New York 7, New York 





Dear Mr. Price: 


Please forgive the delay in answering your 
letter of February 4, 1955, addressed to Mr. Edward 
A. Foote of my staff. We are happy to have the in- 
formation with respect to the general scale of magni- 
tude of the operation of Western as manufacturer for 
the Bell System in relation to the system as a whole. 


At the present writing, we expect to see you 
here on Monday, February 2ist, at 2:30 P.M. 


Sincerely yours, 


n/ Cg 
STANLEY N. BARNES 
Assistant Attorney General 
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January 28, 1955 


Koouracle »'aaley BF. Bariues. 
Aszteatant -ttermey C nerves 

Cepactaent of Jnctica 

earning Wn, 7. © 

Den? ,wice GuPrnes? 

At the meeting at your office on Peeenber 10, vo 
werz aske! to prepore a statrment about the different types 
of equipment memufacturesd by the VYestern lestric Company 
‘or use in the Bell Systea. I am mow delivering five seta 
of the material prepared purewant to this request consist- 
ing Of a mevoranéwm entitled “Heport *tegarding *qui pment 
Mamaractured by \estern for the Bell jystes” with an ec- 
ecapegying volume of appendices. Additiomal infermsticn 
whieh was requosted is a list of the sanufacturing plents 
of :cstern and of the prineipel produets marufaetured by 
eaeh. This is given by the sehedule exelosed with this 
letter ia duplicate. 

we shall hepe for an cccasion at an early date te 
diseuse the report after you and your a-soelates have bad an 
oppertunity to read it. 

Yours very truly, 


, 


ro ke rice 


26086 O—58—pt. 2, vol. 3 31 
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WESTERN'S MANUFACTURING PLANTS 
(As of Jamary 1, 1955) 


Lecation of Plants 


wthorne Works 
Main Plant, Chicago, Ill. 


Branch Shops 
Duluth Shops, Duluth, Minn. 


St, Paul Shops, St. Paul, Minn. 


Lincoln Shops, Lincoln, Neb. 
Clearing Shop, Chicago, Ill, 


47th St. Shops, Chicago, Ill. 
Kolmer Averme Shops, Chicago, Ill. 
Pullerton Aveme Shops, Chicago, Ill. 


Kearny Works 
Main Plant, Kearny, N. J. 


Branch Shope 
Queensboro Shop, Middle Village, MN. Y. 


Marion Shops, Jersey City, N. J. 


Haverhill Shops, Haverhill, Mass. 
Lawrence Shops, Lawrence, Mass. 
Hillside Shop, Hillsiue, N. J. 
Bayway Terminal, Elizabeth, N. J. 


Point Breeze Works 
Main Plant, Baltimore, Mi. 


Branch Shop 
Colgate Warehouse, Baltimore, Mi. 


Princina) Products Mamfactured 


Panel, step-by-step and crossbar switch‘~ 
equipment, exchange area cable, coppei 
line wire, loading coils. 


Switches and assembly and wiring of 
crossber switching equirment. 

Electronic products for the armed 
services. 

Step-by-step switching equirment. 

Steel wire and strand, pole line 
hardware. 

Power boards, fuse panels, sheet metal 
fabrication and finishing. 

Keys, jacks, message registers and 
panel equipment, 

Electronic equipment for the armed 
services. 


Marmal end toll switchtoards, 755 dial 
PBX, key equipment, exchange area 
cable, and toll crossbar switching 
equipment. 


Telephone booths and miscellaneous 
woodwork. 

Power boards, fuse panels, rectifiers, 
microwave radio relay equipment and 
cammnication equipment for the armed 
services. 

Coils, transformers, networks, resistences, 
and mobile radio telephone sets. 

Carrier equipment, and telephone and tele- 
graph repeaters. 

Submarines cuble repeaters. 

Repair of apparatus and factory cable for 
switching systems. 


Cords, plugs, cable terminals, terminal 
strips, rubber covered wire, toll cable, 
including coaxial, and exchange area 
cable. 


Spiral four cable for armed services. 
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WESTERN'S MANUFACTURING PLANTS - (Cont'd.) 
(As of January 1, 1955) 


lesation of Plants Principe) Products Manufactured 
adianapolis Works, Indianapolis, Ind. Telephone sets and protective apperatus. 
Tonawanda Plant, Buffalo, N. Y. Switchboard vire and cable, and enameled 
wire. 
Allentown Plant, Allentown, Pa. Vacuum tubes, switchboard glow, ballest 


and resistance lemps, varistors, 
resistors, thermistors, transistors, 
ary reed switches and mercury relays. 


Leureldale Shope, Leureldale, Pa. Electronic products for the armed 
services. 
North Caroline Works 
Main Plant, Winston-Salem, N, C. Electronic equipment for the armed services. 
Branch Shops 
Burlington Shops, Burlington, MH. C. Radio communication equipment and electronic 


products for the armed services. 
Greensboro Shops, Greensboro, N. C. Electronic products for the armed services. 
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UNITED STATES OF AMERICA 
-V- 
WESTERN ELECTRIC COMPANY, INCORPORATED 


and 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Report Regarding Equipment Manufactured 


by Western for the Bell System 


In discussions of the above case with representatives of the Department 
of Justice, the defendents have emphasized the unique advantages of a 
nationwide telephone system having an integrated manufacturing branch de- 
voted to its service objectives, rather than relying on outside suppliers for 
the specialized equipment it requires. As a consequence, Department 
representatives have requested the preparation of a report dividing the 
equipment which Western manufactures for the Bell System into manageable 
classes and stating as to each the considerations leading to manufacture 
rather than purchase. 

We have divided the equipment into seventeen categories which seem to 
us susceptible of coherent treatment in showing the reasons why the Bell 
System's experience and best estimates of the future have led to the con- 
clusion in each case that manufacture by Western results in better or 
cheaper telephone service. Each class or category will be treated sepa 
rately in sections A to Q following, but some general treatment will be 


useful by way of introduction. 


There ere certain basic facts which need to be borne in mind. First, 
the Bell System exists to furnish a communication service and the con- 
tribution it makes to the national welfare depends upon the speed, quality, 
volume and cost of its service. Second, the service which the System 


furnishes involves a public undertaking requiring that its operating plant 








ere A Ses 
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be expanded to meet the public demand, even though conditions are such as 
would not be likely to induce the requisite expansion of capacity by an out- 
side manufacturer of telephone equipment. Third, the System's operating 
plant is, and must be maintained as, a single operating mechanism. Each 
new piece of equipment must function with all existing equipment of what- 
ever age or design. This plant is now exceedingly complex and will become 
ever more so with such things as nationwide toll dialing by the customer, 
now being introduced, and the future development of electronic switching 
and other improvements made possible by the System's invention of the 
transistor. Fourth, we are not dealing with the manufacture of products in 
the usual sense, but with the manufacture of equipment which constitutes 
the subassemblies, components and piece parts of this complex mechanism, 
and the rate of design obsolescence is high. Fifth, from the inception of 
telephony the Bell System has developed, designed and manufactured most 
of the equipment going into its operating plant and both its research and 
development organization and its manufacturing organization have knowledge 
and experience in the field of telephony which are not to be found elsewhere. 
They are smoothly working units of a coordinated team governed by the same 
service objectives as the operating units of the System and it is not sur- 
prising that there are compelling advantages in using this team to supply 


the Bell System with its plant. 


As we have shown in our discussions, the advantages flowing from the 
internal manufacture of the Bell System's equipment are technological, in 
the sense that they bear on the speed, quality and volume of telephone 
service, and economic, in the sense that they bear primarily on the cost of 
the service. In most instances manufacture is called for by both techno- 


logical and economic considerations. Usually they are inseparable. In the 
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case of some equipment, however, the advantages may be largely economic. 
Cases where purely economic advantages predominate are not many, be- 
cause normally there are also significant service and technical advantages to 
be derived from Western manufacture not otherwise available. 

The economic advantages of internal manufacture, though very great, re- 
quire little explanation. It is perhaps unnecessary to say that it is the long- 
term annual cost of equipment to the Bell System that is significant - i.e., 
the sum of the initial cost and maintenance and repair costs divided by years 
of service. On the contrary, the scope of the technological advantages is 
much broader. We have used the adjective ''technological"' to encompass all 
advantages of internal manufacture which bear on the speed, quality and 
volume of telephone service. 

In appraising the technological reasons for the internal manufacture of 
seventeen categories of equipment, an important factor will be lost sight of 
unless their mutual interdependence is kept in mind. The Bell System is 
much more than the owner of a large amount of discrete equipment scattered 
about the country. To strike a modern scientific analogy, the Bell System 
is like a vast nationwide electronic digital computer. 

Digital computers, sometimes involving whole rooms full of electronic 
equipment, are designed to derive quick answers to a variety of problems. 

In the Bell System the equipment covers the entire country, but as in the 
computer the customer dials his communication problem and the machine 
promptly produces the answer by connecting him with the called telephone no 
matter where it is located. 

For this result to be obtained promptly and reliably, every part of the 
system's equipment must function accurately. Seemingly simple and in- 
consequential items are vital in the overall scheme of rendering nationwide 


service which is dependable, fast and reasonable in cost. 





| 
| 
| 
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It is impossible, therefore, completely to isolate individual types or 
categories of telephone equipment. This does not mean that the System 
should or does attempt to manufacture for itself everything going into the 
telephone plant or required in its operation. Articles in general com- 
mercial use are used extensively in the Bell System where there are ade- 
quate supplies of requisite quality. The Bell System makes vast purchases 
of such items. In 1953 items purchased outside and delivered without 
significant change to the operating companies aggregated nearly $220 
million. Another $200 million of raw material, expense supplies and 
apparatus and components were purchased in 1953 for use in making pro- 
ducts for the Bell System, making total 1953 purchases from outside 
suppliers for use in Bell System operations in the neighborhood of $420 
million. * The guiding principle is simply that the overall technological 
advantages inherent in the Bell System's integrated engineering and manu- 
facturing arrangement generally lead to manufacture internally of equip- 
ment peculiar to telephony unless there are countervailing technological or 
economic disadvantages. 

While it is difficult if not impossible, therefore, to treat various cate- 
gories of telephone equipment as completely unrelated entities, there are 
differences in the extent and variety of the technological and economic 
advantages derived from internal manufacture. These differences are 
often hard to evaluate definitively but we shall endeavor to reflect them in 


the discussion of the respective classes of equipment which follows 


‘ This $420 million of purchases from outside suppliers compares with a 
total value of all equipment and materials delivered by Western to Bell 
companies in 1953 of around $820 million. 
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There are a number of pervasive considerations present in some de- 
gree in all categories of equipment which Western manufactures for the 
System. These it may be well to treat broadly at the start. 

1. Development of improved products, We assume that no demon- 
stration is required of the fact that the constant development of new and 
improved equipment is the cornerstone of the Bell System's ability to 
perform its undertaking properly. It is here that intimate collaboration 
between development and manufacturing people is absolutely essential. 
The design engineers must be thoroughly familiar with shop problems, 
and indeed help develop new manufacturing techniques. Conversely manu- 
facturing engineers contribute vital improvements in designs that can be 
produced effectively and cheaply. This relationship requires a complete 
community of interest, unimpeded by either patent considerations or 
bargaining complications. An effort to use outside sources of supply would 
at best create conflicts of interest resulting in delays and increased costs, 
and at worst make it impossible for the System to obtain improved equip- 
ment of the desired type and quality 

At all times, Western knows intimately the direction which develop- 
ment is taking and can both expedite production and develop appropriate 
manufacturing methods and techniques in a coordinated way. It can start 
production and thereafter make changes and eliminate troubles without 
contractual involvements and delays. Its centralized records of all the 
existing telephone plant furnish guidance and complete technical informa- 
tion in planning for and executing additions to, or changes in, existing 
plant. These advantages are consistent only with internal manufacture. 

Revolutionary developments now in progress promise drastic changes 
in the technical character of Bell System equipment and service, but the 


realization of such advances will depend in large measure on the 
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continuation of the present working relationship between Bell Laboratories 
and Western. New electronic components such as the transistor, known 
as solid state devices because they are predominantly constructed of solid 
matter, will perform most of the functional operations of the present 
thermionic high-vacuum tube. Invention of these devices by the Bell 
Laboratories has opened the way to the development of a new family of 
equipment for Bell System plant. The improvements in present service, 
the new services and the great economies which these developments make 
possible can be realized, however, only if the design and development of 
specific equipment employing the new art, together with the manufacturing 
techniques required for mechanized mass production, can be coordinated 
with the same effectiveness as at present. Today, largely because of 
expected future developments in equipment design, it is planned to in- 
crease the opportunities for the closest collaboration by locating certain 
Bell Laboratories groups at the factories with Western's manufacturing 


engineers, For a broader appraisal of these future advances, see page 


95 of this report. 

2. Meeting the demand for enlarged facilities. The Bell System 
has a legal duty to meet the public demand for service, however great. 
At present it has a manufacturer completely subservient and devoted to 
fulfilling that duty, without being tempted to schedule its production so as 
to maximize its own profits. It is too mucli to exnect such an attitude from 
unaffiliated manufacturers, Western nas knowledge of estimated require- 
ments long in advance, Organizes and tools up accordingly and begins pro- 
duction without orders or assurance that the estimated requirements will 
materialize. Outside competing suppliers could not foretell the demand 
on them unless contractually assured of definite business, and would be 


reluctant to invest money to meet even predictable demands without con- 


tractual protection. 
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Demand for telephone service, and hence for equipment, is highly 
volatile and responsive to general economic conditions. This presents 
not only the problem of scheduling particular types of equipment, but a 
vastly complicated problem of coordinating the availability of the various 
types of associated central office, outside plant and subscriber equip- 
ment which must all operate together or be useless. Western must and 
does make available maintenance and repair parts required in small 
quantities for old equipment still in service but no longer manufactured. 
It must and does devote its full resources to rapid replacement of equip- 
ment in time of emergencies. The introduction of competing suppliers 
into this complex and variable picture would seriously impair the 
System's ability to carry out its public duty. 

3. Quality of Equipment. Quality, in the sense both of ability to give 
the best service and of ability to give that service throughout a long, 
trouble-free life, is of the most fundamental importance both technolo- 
gically and economically. Western, both because of its common service 
objective and because of its long training and experience, is extremely 
quality conscious. Its quality standards, moreover, are established by 
Bell Telephone Laboratories in the interest of the telephone users, and 
its operations are inspected and its product checked by the Laboratories. 
There is no economic resistance to changes in methods of manufacture 
while the process is going on. The complete intermingling of design and 
manufacturing engineers enables the latter to carry out the true intent of 
the design in a way that could never be translated into specifications. 
These procedures, together with specialized machinery and highly pre- 
cise control of the manufacturing process, give assurance of quality in 
the only sure way for equipment of this type. This cannot be obtained 


by merely inspecting the finished product of competing outside suppliers. 


~“ 











3898 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


4. Systems engineering of the telephone plant he total plant must 


function as a single mechanism, yet must constantly grow and change. 
Standardization of component units is essential, both technologically and 
economically. But new standardized equipment still must be installed in 
the existing plant and must function with it. This frequently requires 
widespread changes in existing plant, to be coordinated precisely with the 
installation of the new. And even though components of new equipment 
are standardized, they commonly must be put together in tailor-made 
fashion to meet local physical conditions. All this is now coordinated by 
the internal manufacturer, which not only has made the equipment, new 
and old, but has full records as to the location of every piece of it. In 
the judgment of Bell System management, to carry out this job, which is 
a continuous one, through arm's length dealings with competing manu- 
facturers, would produce drastically harmful results on the availability, 
quality and cost of service. 

5. Practicability of alternatives. Beyond the technological and 
economic difficulties we envision in trying to depart from the internal 
manufacture of equipment peculiar to telephony, we see real trouble in 
finding adequate alternatives on any substantial scale, except at prohibi- 
tive cost in time and money and by departing radically from normal com- 
mercial arrangements. In order to manufacture equipment peculiar to 
telephony, large capital investments in specialized machinery are in- 
volved. Skill, experience and know-how are not readily transferable. 
Items produced in large volume might be attractive, but the production 
of thousands of parts in small lots for highly specialized equipment, 
both new and old, is equally essential and highly unattractive. We 


seriously doubt whether qualified suppliers are or could be made avail- 


able to do the job acceptably. Certainly the necessary manufacturing 
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investments would only be made after firm contract negotiations for 
specific quantities for a long period of time The effect of this on ability 
to meet estimated future demands, on the rapidity of development of new 
equipment, on manufacturing intervals and on costs and service would 
be such that such a proposal cannot be regarded as a practicable alterna- 
tive to the present system of internal manufacture 

A precise evaluation of the economic advantages resulting from the 
internal development and manufacture of each class of equipment is not 
feasible here Their general magnitude may, however, be indicated, 
Despite the sharp increase in the prices of goods and services since 1945, 
Western's present prices to the Bell System companies for apparatus and 


equipment which it manufactures average only 9% higher than on 





January |, 194¢€ In the same period, Western's basic labor costs have 
increased 867 During this period, copper and lead have increased in 
rice 150% and 133% respectively, but Western's prices for cables and 
wires, of which they are the principal components, are now only 71% 
higher. Averaging all of Western's manufactures, its prices are up 21% 
This may be ympared wit! 59% rise in general prices* since the 


The remarkabl« hievement indicated by these figures is not due 

solely t onomies of scal for Western's volume has been high 
t} ig he r rm tis esult of the coordinated efforts 
of the Bell Laboratories and Western to achieve maximum efficiency and 

onomy in providing the new and improved telephone plant which the 
Bell System m e to meet its public undertaking This is one of 
the important reasons why telephone rates have increased much less than 
the pri of n oods an vices 

9 
Bureau of Labor Statistic nde 
All commodities tther th and food 
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Sections A to Q, which follow, are designed, in the light of the fore- 
going general considerations, to indicate the reasons which have led the 
Bell System to its present method of filling its needs for 17 categories 
of equipment, which between them cover all types of Bell System equip- 
ment manufactured by Western. A number of these categories of course 
include several related types of equipment. Where any substantial 
quantity of equipment falling within a particular category is presently 
purchased rather than manufactured, the appropriate Section so indicates. 
Some material which we thought of interest, but which would unduly 
lengthen this report, is in an accompanying volume of Appendices. This 
material in every instance is referred to in this memorandum in such 
fashion as to enable the reader to decide whether or not he wishes to 


examine it. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3901 


A. SWITCHING EQUIPMENT 


This equipment comprises the switching facilities used for intercon- 
necting telephone customers living next door to one another or thousands 
of miles apart. Switching equipment is manufactured chiefly at the 
Hawthorne and Kearny Works and deliveries in 1953 totaled 215 million 
dollars. 

Switching equipment constitutes the largest element in the Bell System 
plant, having an aggregate value at the end of 1953 of $4, 250,000, 000. 
Broadly speaking it is the equipment housed in the central office exchanges, 
some 9500 of which are scattered throughout the country. It also includes 
the somewhat similar types of equipment in toll offices to interconnect all 
the various communities in the country. 

The types of equipment involved are many and varied. Most of them 
today are of the so-called ''dial'' type, where the subscriber dials into an 
elaborate automatic machine in his local central office which completes 
the call with or without the assistance of a telephone operator, depending 
upon the nature of the call. In other communities where the so-called 
"manual" type of service is furnished, the telephone operator obtains the 
desired number either manually herself or through a train of machine 
switching mechanisms. Similarly many toll calls are handled by dialing 
into elaborate machines and others are completed through distant tele- 
phone operators. 

In view of the crucial function performed by switching equipment, it 
is not surprising that it has been the subject of intensive and continuous 
research and development work ever since the invention of the telephone. 


A number of major advances in telephony in the past, such as the progress 
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of dialing from its inception in local exchanges to the present operator toll 
dialing, have been possible only because of developments in the switching 
art. This will be even more true in the future, where the possibilities of 
nationwide customer dialing and electronic switching are already apparent, 
Some of the major early developments, such as the Strowger step-by-step 
switch invented in the 1880's, were made outside the Bell System. The 
equipment currently being produced, however, except for step-by-step, is 
the result of Bell Laboratories development and in most instances, particu- 
larly that of equipment for long distance telephony, is peculiar to the Bell 
System and is not available elsewhere in this country. 

In addition to telephone switching, equipment for handling many special 
services furnished by the Bell System are also involved, such as civil air 
raid warning, classified military installations, air traffic control, and 
television and broadcasting transmission. Included also are comparatively 
recent developments such as centralized automatic message accounting 


whereby the subscriber's bill 


for telephone service is accumulated and 


printed automatically. 


Appendix A-1 lists some of the major types of switching equipment, 


with pictures to give some idea of their character. Actually each of these 
is so large and complex that it is difficult to visualize its magnitude. Each 
is comprised of literally thousands of individual electrical, mec hanical and 


electronic parts, each of which must be designed and manutactured to per- 


1} 
+ r 


form its precise function in making the nillions upon millions of connec- 
tions which the Bell System plant must complete daily. 


4 ’ ‘ 
It is difficult to describe such equipment in terms of conventional manufac- 


t t 


ture for nowhere in industry does there exist a comparabie probiem Ol tur- 


St 
nishing such a great variety of tailormade assembiages ol standard and special 
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components that must become a part of an overall system. A typical 
order involves thousands of wired units, components and piece parts. 

As much as possible of the work is done at the factory. The complete 
assembly is so large - involving as many as thirty carloads of equipment 
for one job - that final assembly must be completed and tested by Western 
installers in the telephone building so as to meet in precise detail the in- 
dividual circumstances and requirements of the particular community, 
including flexibility for growth and interconnection. Not only must the 
requirements of the local community be met, but in addition the installation 
must function in harmony with all the other telephone equipment already in 
place, of all vintages and wherever located. 

To appreciate the overall problem of design, planning, manufacture 
and installation of switching equipment in the Bell System one must have 
in mind the unique requirements of a nation-wide telephone system with 
such widely dispersed and varied operations, involving the interconnection 
of thousands of individually engineered central offices of different periods 
and designs. Because such equipment spread throughout the country must 
operate without fault with all other switching equipment it can not be pro- 
cured as one would procure a complicated machine for a factory. The 
added equipment really becomes part of the vast machine already in opera- 
tion, which must continue in operation while additions are made and must 
remain adaptable to future growth. Moreover, it must remain adaptable 
to future technical advances bringing about changes either in the immediate 
central office or others with which it is connected. The process called for 
is one in which extreme specialization and detailed requirements to fit 
local conditions as well as those for continued and expanding nation-wide 


operation must be achieved. 


26086 0 58 pt. 2, % 1.3 2 
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Perhaps no class of equipment better illustrates the great advantages 
of the coordinated action of operating, research and development, manu- 
facturing, supply and installation people with a common objective. Im- 
portant as those advantages have been in the past, they are being realized 
in the greatest degree today in the solution of the problems involved in the 
introduction of nation-wide toll dialing by the customer. Their importance 
will be equally vital in the future introduction of electronic switching. 

The introduction of facilities designed to mechanize the handling of toll 
traffic, like many other advances in the art, has introduced new and com- 
plex problems involving overall project planning and coordination, in addi- 
tion to those problems having to do with the engineering and production of 
the more complicated equipments themselves. 

In converting from manual service to dial in a local exchange area, the 
problems, while complex and involved, are generally confined to the local 
area. Inthe case of installations which mechanize the handling of toll 
traffic, however, the effect on other locations is extremely widespread, 
involving in most cases many of the Bell System companies and generally 
many divisions within Western. The problems of project planning and 
coordination of these operations to meet a common cutover date and hour 
are part of the responsibility which Western undertakes. 

Before outlining these coordinating activities, however, it might be 
well to review the progress made to date in the use of the basic equip- 
ment involved. The production of facilities for customer dialing of toll 
calls on a national basis necessarily had to await major developments in 
the art by Bell Laboratories. It was not considered feasible until 1941, 
when plans were made for a trial installation at Philadelphia on an operator 
dialing basis. A No. 4 crossbar installation was cut into service there in 


August of 1943. This trial was successful, but subsequent installations 


14. 
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were delayed due to the war and subsequent scarcities of critical materials. 
The second office, in New York City, was completed in November of 1948. 
As of the end of 1954 there were some 32 installations spread across the 
country, with some 22 new installations remaining for the period ahead, 

as shown on Appendix A-2. In this national dialing network some switching 


functions will be handled by crossbar tandem offices. The system now 





contemplated for 1965 is shown in Appendix A-3. 

In order to cope with the many coordinating problems, it has been found 
necessary to establish Systemwide committees, in addition to local coordi- 
nating committees. Appendix A-4 illustrates the committees now con- 
sidered essential. 

A recently completed installation was at White Plains, New York. The 
first coordinating committee meeting for this project was on September 11, 
1951, followed by periodic meetings at all levels, to establish a time 
schedule for placement of all orders from the companies, looking toward 
the service date desired, and recognizing the engineering and manufactur- 
ing and installation period required. All parties involved must perform 
within the time schedule and Western coordinates these activities. Ina 
project involving so many locations there are always unavoidable changes 
in plans, which Western must fit in with as little disruption to the schedule 
as possible. 

The White Plains project, cut into service in 1954, required 263 cross- 
bar frames and about 200 relay rack bays for trunks and signaling equip- 
ment, together with large quantities of standard toll terminal equipment, 
including broadband and "'N"' type carrier and radio relay equipments, 
over 35 freight car loads of material in all. In addition, substantial 


quantities of a wide variety of equipment were required in 15 different 


telephone company areas at about 130 distant city locations, most of which 
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are shown in Appendix A-5. The project involved the placement by tele- 
phone companies of about 240 separate orders for major central office types 
of equipment and many other miscellaneous orders. 

The new equipment installed at White Plains terminates about 2, 700 
inter-city toll trunks, with machine capacity for about 6,000. These 
terminate in relatively nearby points in some cases and in others as far 
away as Los Angeles and Sacramento. 

Not only must this large amount of complicated equipment be designed 
to fit with all other equipment, of whatever type or vintage, in the thousands 
of locations with which it will be directly or indirectly connected, but all of 
it must be manufactured, tested, delivered and installed at the hundred or 
more locations involved in the project without interruption of service and 
on a schedule which will enable it to be cut into service simultaneously as 
planned. Successful completion of such a complicated and widespread under- 
taking requires, in addition to great technical skill and experience in the 
telephone art, an intimate and detailed knowledge of the switching network 
into which the new equipment will fit and a close living relationship between 
those performing the many functions necessary to bring the project to 
completion. The task is difficult enough where design, manufacturing, in- 
stallation and operating people are members of a single organization. As- 
suming that outside manufacturers with equal technical and manufacturing 
skill and experience were available, that they were familiar with the 
equipment and possessed the other qualifications which today are to be 
found only in the Western organization, nevertheless the use of outside 
manufacturers would mean loss of that close control of all the steps from 
design to the final installation of such a project which is essential to its 


successful completion. 


16. 
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To make possible such precise nationwide control, Western's equip- 
ment engineering organization prepares and keeps up to date plans, speci- 
fications and drawings of virtually every Bell System central office. These 
indicate the type and location of every piece of framework, the type and 
location of every piece of apparatus or equipment mounted on the frame and 
the terminations of each and every wire and cable used to interconnect them, 
Such records are maintained for about 9500 central office units. Ina 
typical year, more than 35,000 new drawings will be issued and more than 
425,000 changes will be made on existing drawings to keep them up to date. 
These drawings and specifications are used by both the Western and the 
telephone companies for engineering and reference purposes. 

In addition to the economies obtained, having a common record in the 


books of both the operating and manufacturing people is particularly advan 


tageous in cases of emergencies, where an office is wholly or partially 
disabled due to fires, earthquakes, floods, etc. Western's engineers and 
the telephone company engineers can determine almost immediately the 
equipment needed for replacement and thus minimize the time required to 
restore telephone service. 

Even the probiems of integrating a new office into the network are 
dwarfed by those presented by a-new design of switching equipment, or a 
new design of some major component of an existing type. Here, in addition 
to all the ''shakedown'"' problems involved in the manufacture of any new 
equipment, is the requirement of testing and assuring its compatibility 
with all other equipment currently in use, regardless of vintage. Also, 
the switching art is so dynamic and the equipment so complex that improve- 
ments, changes and modifications flow in a steady stream even on those 
types of equipment which have been in use for years, and present similar 


problems. 


1B 
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The nationwide mechanized switching plant makes much use of elec- 
tromechanical devices such as relays and switches. Bell Laboratories 
research and Western technique have brought these to a high state of per- 
fection; many thousands of them operate to complete a single call and they do 
this with a minimum of maintenance over periods of many years. Yet, 
by modern electronic standards these devices are slow. Their operating 
time is measured in thousandths of a second so that when thousands are 
operated, the overall time is measured in seconds. 

In a switching office where hundreds of customers are being served 
simultaneously, these devices must be provided in sufficient duplicate to 
insure that no customer need wait for more than a few seconds for service. 
Electronic devices such as vacuum tubes, however, can perform the neces- 
sary operations in fractions of a millionth of a second so that overall times 
of thousandths of a second are possible and therefore no duplication is 
needed. But vacuum tubes require much power, are expensive, large and 
unreliable as compared to relays. Transistors, on the other hand, which 
Bell Laboratories pioneered, are small and promise low cost and relia- 
bility. Already, Laboratories and Western engineers are working on an 
electronic switching system using transistors which promises to be about 
half the cost, one-third the bulk and at least as reliable as comparable 
electromechanical systems. To achieve this objective, it is necessary to 
take full advantage of the most advanced methods of mechanized manu- 
facture made possible by miniature components. 

As to the entire switching plant, new or old, Western assumes respon- 
sibility for taking care of the System's anticipated future needs, making 
preparations sufficiently in advance so that the equipment will be ready 
when required. This has entailed major capital investments by Western, 


long before the receipt of orders, to expand its facilities to meet peak 


18, 
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demands. It also requires advance scheduling of Western's production, 
purchasing, installation and distribution activities. 

Estimates of each operating company's expected requirements for the 
principal switchboard items involving a relatively long interval of procure- 
ment are obtained quarterly. These forecasts, covering but a skeleton 
outline of the many thousands of items that will be required, are used as a 
basis for planning all of Western's operations. Its manufacturing, pur- 
chasing and installing operations are geared to meet these estimated needs 
for central office equipment and the associated cable, loading coils, wire, 
poles, pole line hardware, conduit, etc., as are prospective shipping and 
installation schedules transmitted to the operating companies. Thus, de- 
livery schedules from date of order are substantially shortened, and the 
operating companies are enabled to arrange most advantageously their 
engineering, construction, and traffic operations. 

Western must stand ready at all times to make additions to and to supply 
repair parts for existing installations of obsolete design, many of which 
must be manufactured in very small quantities. Such requirements are 
daily occurrences and are most burdensome from a manufacturing stand- 
point, but their fulfillment is essential to good telephone service. 

Wide fluctuations in demand for equipment are commonplace.* They 
must be accommodated in current manufacture because it would be pro- 
hibitively expensive to maintain large stocks and modify many items to 
meet the needs of specific installations. Such fluctuations are accepted 
by Western as a matter of course; it would be a vastly different problem 


with an outside supplier. Western's experience during the 1930's in 


* Appendix A-6 shows shipments from 1933 through 1953 for a 
variety of dial systems. 
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3910 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


purchasing step-by-step equipment from Automatic Electric Company is an 

illustration. A purchase contract was in effect with Automatic when the 

depression developed. Even though Western went entirely out of production 
on step-by-step equipment, Automatic refused to cut its production below 
the minimum rate specified in the contract. As a result, Western had to 
accept $5, 000, 000 worth of stock for which there was no current demand and 
further incurred substantial expense in modifying the equipment in later 
years to apply it on orders. 

Western now manufactures all step-by-step equipment used by the Sys - 
tem, and indeed substantially all switching equipment of every type. Pur- 
chases of switching equipment from outside manufacturers in 1953 approxi- 
mated $750,000, practically all of which were for maintenance and addi- 
tions to equipment originally made by them. 

In summary, the more important considerations which call for the in- 
ternal manufacture of switching equipment are: 

1. The technical arts involved are so difficult as to require intimate and 
continuing cooperation of designer and manufacturer commencing well 
ahead of actual production. Quality cannot be adequately described in 
purchase specifications. It must depend on mutual understandings as 
between designer and maker; on controls of materials and processes; 
on numerous in-process inspections; and generally on a quality con- 
sciousness which cannot be specified or compelled in purchase con- 
tracts. Manufacture must often be started before designs are com- 
pleted. Numerous design changes must later be promptly accommo- 
dated. At times, manufacture must be undertaken of items so new 
and difficult that manufacturing methods and difficulties must be 


worked out as production proceeds. 








? 
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The furnishing of such equipment involves a complex chain of actions 
in preparation of job specifications, order analysis, shop loading and 
scheduling, preparation of drawings, sequence of shipments, service 
to installers, and central recordkeeping which requires the use of 
specialized personnel, organizational procedures, and methods such 
as Western maintains. The complexity is inherent in the design, the 
individual orders, and the variety which exists from order to order. 
Shop loading and scheduling require delicate balances between stocking 
and manufacturing, and flexibility for changes in equipment components 
and schedules. These requirements can be met efficiently only where 
there is fore-knowledge of telephone programs, long experience as to 
content of orders, and producing ahead of receipt of orders. 

Changes in operating company requirements during manufacture must 
be taken as a matter of course, and require flexibility and speed best 
obtained from service-minded personnel. Service to installation 
forces and scheduling of shipments in sequence to meet field needs 
demand close dovetailing and checking. To this end there are needed 
both special organizational procedures and service-minded personnel 
trained in each other's fields by a planned interchange between organ- 
izations, 

The manufacturer must be alert to field experience, and quick to 
adapt or improve to meet field situations. Shops must be prepared to 
make any or all needed items, including those of old design on which 
regular manufacture has been discontinued. 

The history of these systems has been characterized by extensive cost 
reduction work, much of which depends upon close teamwork of the 


Bell Laboratories and Western. 
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6. 


Of the many millions of dollars of capitalized manufacturing equipment 
(other than buildings) a very large percentage represents special design 
machines, equipment, test sets, and test fixtures. These are economi- 
cally supportable only on a continuous, ready-to-serve basis as opposed 
to specific purchase commitments, but are necessary to precise and 
economical manufacture. 

Emergency requirements of the telephone companies, involving special 
engineering effort, shorter-than-normal production intervals, and close 
coordination, would be difficult to handle under competitive purchase 
contracts. The wide swings from year to year in volume of manufac- 
ture would make it difficult to maintain available, within competing 
companies, adequate facilities and trained personnel to give prompt 

and efficient service. This is aside from the interfering effects of the 
demands of other customers of such companies. Even within any one 
year, the production outlook may change substantially from quarter to 


quarter, 
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B, CARRIER, REPEATER, AND TRANSMISSION EQUIPMENT 


This type of equipment covers a wide variety of highly technical facili- 
ties that make possible long distance telephony as it exists today in the 
United States and without which nationwide transmission of radio and tele- 
vision programs could not take place. Deliveries to the Bell System in 
1953 of products of this type manufactured by Western aggregated about 
$79,000,000. They are largely manufactured at Western's Kearny Works. 

The speed, reliability, economy and high quality of long distance serv- 
ices are to a large extent the result of advances in the carrier art and par- 
allel improvements in methods of manufacture and production. Complicated 
mathematical, engineering, manufacturing and logistical problems are in- 
volved, including the need of coordinating the development and production of 
entirely new types of cables to keep step with changes in the transmission 
facilities. 

Carrier permits the simultaneous transmission of more than one tele- 
phone message over a Single pair of conductors. This multi-channel oper- 
ation has resulted over the years in savings of many millions of dollars to 
the telephone using public as evidenced by the reductions in long distance 
toll rates while price levels generally were rising. 

The earliest systems of multi-channel operation, starting around 1918, 
permitted the transmission of three telephone conversations simultaneously. 
As the frontiers of science were pushed back and new manufacturing tech- 
niques developed, the number was increased to twelve, first on open wire 
lines and later on lead covered cable conductors. Development by Bell 
System engineers of improved vacuum tubes contributed importantly to the 


progress made. 
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As the utilization of increasingly high frequencies became feasible, car- 
rier systems were developed, together with associated cable and other fa- 
cilities, using broader frequency bands which made it possible simultaneously 
to transmit 600 telephone messages. Today 1,800 telephone conversations 
are simultaneously transmitted over a pair of coaxial tubes, four pairs of 
which can be placed in a single coaxial cable. The same system, known as 
L-3 carrier, is being utilized for the transmission of television, both black 
and white and color. 

No field of telephony has been subjected to more aggressive and suc- 
cessful technical effort, both in product design and in manufacturing tech- 
niques. In the post-war period, the advances in cable and wire carrier 
systems have been paralleled by developments in microwave radio tech- 
niques involving the use of extremely high frequencies with propagation 
characteristics similar to those of light beams. Nationwide radio networks 
have been provided by the Bell System, using the TD-2 microwave radio 
relay systems. These afford facilities for the simultaneous transmission 
of 3,600 telephone conversations or, alternatively, a number of television 
circuits, 

Equipment falling in this category is also used in transoceanic radio- 
telephone and submarine cable transmission, 

Practically all of these facilities are specially made to meet the par- 
ticular needs of the telephone company and in many cases require the 
handling of a large number of individual installations on a project basis to 
achieve the required coordination of facility characteristics and to meet 
the needed service dates. The versatility of the techniques required has 
resulted in a great variety of systems, depending on kinds of traffic 


handled, route lengths covered, frequency ranges used, number of mes- 


Sages simultaneously conveyed, and interconnections of various facilities. 
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The tempo of long-distance transmission development ha8 required a 
high degree of coordination between the Laboratories and Western, Manu- 
facture has begun before finished designs were available, cost studies on 
proposed designs have assisted the Laboratories, design suggestions have 
been made by manufacturing people, personnel has been loaned between the 
two organizations, models have been built by Western and manufacturing 
facilities have been provided in advance of final equipment designs and have 
even anticipated future developments, Also there are inevitably a great 
number of product design changes after start of manufacture, for systems 
improvements, for reductions in cost, or to adjust for field experience. 

In the case of both L-3 carrier and TD-2 microwave, hundreds of design 
changes were made after the initial designs were released for manufacture, 
The history of these systems furnishes many examples of advanced 
component development. One example is that of quartz crystal resonating 

elements, requiring very difficult techniques, and art incapable of full 
description in specifications. Many manufacturing difficulties were over- 
come through process deveiopments. Design and manufacturing eiforts 
have reduced average unit costs to 1/10 the level of earlier years (Appen- 
dix B-1). Another example is that of precision vacuum tubes, specially 
designed for transmission needs. See section K, page 65. A third is 
that of elaborate testing equipments (Appendix B-2) to check quickly and 
accurately the intricate performance features of the product. Another is 
that of the mechanical design of apparatus assemblies, where space and 
cost economies of miniaturization, preservation of requisite electrical 
properties, ease of installation, adaptability to changing operating con- 
ditions, and accessibility for testing or repair, have combined to produce 


a unique result (Appendix B-3). 
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Because of the great variety of types and uses of transmission equip- 
ment, the complexity of the systems, and the interrelations with local 
transmission, switching and power apparatus, the ordering of such equip- 
ment by telephone companies typically demands of Western a highly organ- 
ized effort. One project may, for example, involve the compatibility of 
various carrier systems, the interconnection of coaxial cable with micro- 
wave, the use of separate voice and picture paths in television, the appli- 
cation of teletype facilities to voice frequency or carrier systems, as well 
as their interrelations with local plant. 

This equipment is normally supplied on a project basis with related 
switching equipment to be installed at a number of locations, and the 
problems are similar to those discussed in connection with switching 
equipment, Starting with telephone company requirements (which are 
frequently changed during the course of a job), Western's equipment engi- 
neers prepare individual, detailed specifications on each phase of the 
project. Detailed listings are made of all items, major or minor, * as 
well as associated drawings needed by the installation forces, and by the 
operating company for maintenance. These listings form the basis of a 
complex programming, scheduling and production control system within 
the shops; involved in this is the stocking of not too much and not too little 
of thousands of items, the rapid manufacture of those not stocked and the 
flowing together on required dates of all stocked, manufactured, or pur- 
chased items. 

Practical and economic stocking is undertaken and advance manu- 


facture of components is authorized based on Western's detailed knowledge 


* Over 8,000 varieties of wired equipment are in good standing, 
comprised of more than 31,000 different apparatus and piece parts 
components, many of which must also be available for maintenance 
purposes. 


26. 
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of the telephone companies' probable future needs, Manutacturing intervals 
must be strictly adhered to, to meet installation schedules and service re- 
quirements, and to avoid service interruptions. Joint conferences of tele-'° 
phone company and Western personnel are required to coordinate dates of 
manufacture and shipment, availability of installation personnel, and tele- 
phone service needs. 

During installation, many emergency requests from installers for ma- 
terial and information must be handled promptly, to care for damages in 
shipment, losses or shortages of any kind, or last minute changes in job 
conditions. The maintenance of a central record of specifications and 
drawings which identifies the detailed nature and location of all equipment 
delivered to the field facilitates order analysis, and permits efficient 
distribution of information to the field. 

The wide swings in volume of manufacture shown in Appendix B-4, and 
the constant need for new tooling and facilities for changes in design, 


emphasize the need for the highly developed organizational procedures, 





manufacturing facilities, and trained personnel which Western provides, 
and for the closest integration of the telephone companies, Western and 
Bell Laboratories. 

However, it is in the area of new systems and equipment, depending 
on new knowledge coming out of research programs, that the above ad- 
vantages of internal manufacture are most essential. For example, the 
transistor, with its small size, low power consumption and inherent 
reliability, offers promise of major improvement in the cost, bulk and 
performance of carrier systems. The transistor, in combination with 
transmission apparatus designed to take advantage of its low power con- 
sumption, is the basis for a new carrier system now under development 


for rural areas. To achieve the low cost necessary for rural application, 
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a Bell Laboratories-Western team is working on a final design which will 
take full advantage of the automatic manufacturing processes that are prac- 
ticable with miniature components. In connection with such developments 
Western must keep a steady flow of production of the current design while 
providing facilities for the new design. 

These same techniques will be applied in the future to other carrier and 
radio transmission systems, and significant improvement in their cost, 
power consumption and reliability are expected. To insure the closest 
possible collaboration, a Bell Laboratories organization is being established 
in the Lawrence Shop of Western and will be expanded and moved into the 
new Merrimac Valley plant when it is ready for occupancy. For more about 
possible future developments in this and related classes of equipment, 
see page 95. 

There are of course numerous outside manufacturers of electronic 
equipment. Some produce equipment of their own design which approxi- 
mately meets Bell System standards for a few of the many varieties of 
equipment covered by this broad category. The Bell System today pur- 
chases some of this equipment to be used mainly for short-haul, low 
density traffic. 

Purchases in 1953 of equipment of this general type amounted to slightly 
over $9,000,000. Mobile radio equipmént for installation in motor vehi- 
cles, similar to radio gear made in substantial quantities by several out- 
side suppliers, constituted about half of these purchases. The balance 
consisted about equally of open wire carrier equipment available from 
several outside manufacturers, which provided a stop-gap to fill the need 
for short-haul carrier facilities, and microwave radio equipment, princi~ 
pally for television pick-up purposes and for short-haul telephone instal- 


lations where the traffic rate is low. 
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In summary, the complexity of product and manufacturing programming, 
the involved tie-in with existing nationwide plant, the necessity for intimate 
cooperation of designer and manufacturer well in advance of actual produc- ™ 
tion, accommodation of changes in both product design and customers’ re- 
quirements during the course of manufacture, fullest realization of manu- 
facturing economies through the utilization of costly specialized manufac- 
turing facilities, the attainment of quality requirements not definable in 
purchase specifications, the immediate responsiveness to emergency re- 
quirements as well as the wide swings in production volume, which dictate 
the necessity for internal manufacture of switching equipment apply with 


equal force to carrier, repeater and other transmission equipment. 
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C, EXCHANGE AND TOLL CABLE 


Telephone cable is divided into two major classifications, exchange 
and toll, with deliveries to Bell Companies of $93,200,000 in 1953. Cable 
manufacturing facilities are located in three widely separated Western 
plants, the Hawthorne, Kearny, and Point Breeze Works, 

Exchange cable, of which more than sixty-five billion conductor feet 
were manufactured in 1953, is used to connect telephone subscribers’ 
premises to local exchanges and local exchanges to each other and to 
long distance exchanges. Production of toll cable, required for inter- 
connecting cities many miles apart, amounted to slightly more than three 
billion conductor feet during the same period. 

Subscriber sets in all parts of the country are connected to local 
telephone exchanges by means of cable and these exchanges must also 
be linked together irto one integrated system. Evidence of the impor- 
tance of this cable network to telephony lies in the fact that of the 
190,000,000 miles of wire in the Bell System's outside plant, approxi- 
mately 170,000,000 are in cable, requiring 400,000 miles of sheath, 
all of which must function properly to assure telephone service and must 
be operated around the clock, summer and winter and throughout storms 
of all kinds. Failure of this cable results in the serious interruption of 
telephone service. 

Exchange cable consists of copper conductors varying in gage from 
19 AWG to 26 AWG, insulated with paper pulp or with paper ribbon, 
twisted into pairs. These pairs are then grouped into larger units, 
which comprise the cable core, by the stranding process. The core is 
then protected by a sheath, either of lead or a composite of plastic and 


metal, 
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To meet crosstalk and noise requirements, properties of the two 
insulated conductors of a pair must be very nearly alike, Pairs which 
are near each other in the cable must have twists of different lengths. 
All pairs must be nearly alike in transmission efficiency. Insulation 
in the finished cable must be sufficiently free from imperfections to 
insure adequate dielectric strength. The sheath must be sufficiently 
rugged to withstand the hazards encountered in service, It must be 
water tight, since the insulation cannot tolerate moisture, and the 
sheath must serve as anelectrical shield against noise resulting 
from proximity of power lines or static. This requires high longitudinal 
conductivity which also is of value in protecting the cable against lightning. 

The requirements for toll cable are even more stringent. Toll 
cables are used for very long distances, so the requirements for 
balance against crosstalk and noise are much more severe, It is the 
practice to match accurately the two copper conductors which com- 
prise a pair and to insulate them with paper obtained from adjacent 
slits of the large roll of insulating paper. The original toll quad design 
involved two pairs twisted together with a long twist and these circuits 
were balanced to permit a third or phantom circuit. With demands for 
more toll circuits, design changes were made to provide for twelve 
carrier channels. This required improved twisting techniques and 
machines both for quality and economy, which were developed at 
Point Breeze. 

Most of the machinery required to produce exchange and toll cable 
is highly specialized and has been developed over the years by Western. 
Many of these machines are exceedingly complex and involve substantial! 
plant investment, but they are essential to assure the required quality 


at an economical price, 
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For example, our high speed full flier twisters, designed by Western 
are built to control the twists in a pair of wires accurately. This is 
necessary in order to keep crosstalk between circuits to an absolute 
minimum and also to minimize the adverse effects of high capacitance 
unbalance, These machines cost approximately $35,000 each, and 
nearly two hundred are required for our production. 

Another machine worthy of mention is the unit type strander, We 
provided six of these machines at a cost of approximately $335,000 
each, They operate at speeds up to 600 feet per minute, compared 
with 100 feet per minute for drum stranders which are normally used 
by other manufacturers. The unit type strander makes possible the 
manufacture of the unit type design cable, which greatly facilitates 
splicing in the field and results in a more flexible cable. Western 
also pioneered in the field of wire drawing, making it possible to 
draw copper conductors at speeds in excess of 10,000 feet per minute 

Traditionally all telephone cable was insulated with ribbon paper 
wrapped around each conductor. In the 1920's Western undertook a 
novel development of actually forming a coating of paper around each 
conductor, See Appendix C-1 for a description of this revolutionary 
development which has been so successful that the use of wrapped 
ribbon paper has been completely abandoned on the great bulk of 
exchange cables. The use of pulp insulation, a thinner insulation, 
has made it possible to include more wire in cable of the same size, 
Substantial manufacturing savings were realized as well as savings in 
the operating costs of the telephone companies because of the con 


centration of conductors. 
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Lead has been used almost universally for telephone cable sheath 
since the telephone was invented. It was so utilized in 1887 by first 
extruding a lead pipe and then pulling the cable core into it as a second 
and expensive operation. Development of stronger lead alloys and 
faster methods of extrusion followed over the years. A lead antimony 


sheath, far superior to other lead alloys in fatigue, became the stan- 





dard telephone cable sheath and Western pioneered in developing 
extrusion presses and die blocks so that cable could be jacketed in one 
operation at 150 feet per minute, faster than elsewhere in the cable 
industry at that time. 

By 1930, it was evident that lead would eventually become scarce 
and high in price. Development work started in Western, and was 
paralleled in the Bell Laboratories, to devise manufacturing methods 
for substitute cable sheath made of materials other than lead. The 
Bell Laboratories engineers assumed the responsibility of specifying 
the materials and design of the new sheath, and Western engineers 
were responsible for the fabrication. A composite sheath having 
aluminum and polyethylene as its main ingredients, and known as 
Alpeth, was the result. Production was started in 1947 and this 
sheath was used to cover 20,000,000 linear feet of cable in 1948, 
containing more than 20 billion conductor feet of wire. This was 
approximately 40% of the exchange cable produced in 1948, and the 
use of Alpeth has conserved a large amount of lead during a period 
of short supply. By the time this sheath had been developed and 
placed in production, Western had spent $800,000 in development | 
expense, $1,500,000 in plant facilities and $130,000 in tools. The 
Bell Laboratories spent a large additional amount for development. 


The Bell Laboratories had conducted basic studies on the compounding, 
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extruding and life of polyethylene during the course of their work. 

Concurrently with the development and manufacture of Alpeth, 
development on another sheath called Stalpeth was carried on. This 
was based on the need for a complete metallic barrier against the 
passage of moisture vapor, Manufacture was commenced in 1951 and 
the development and extension of Stalpeth sheath to cover more of 
Western's cable output is continuing. When the present program is 
concluded, it will cover 70% of cable produced. At the conclusion of 
this program, it is estimated that Western will have spent $566,000 on 
engineering effort to develop manufacturing processes for fabricating 
Stalpeth sheath and $3,940,000 on facilities with $255,000 on tools. 
Investment of the development and capital funds to develop and manu- 
facture Stalpeth sheath to replace lead has proved to be a good invest- 
ment in that it saves $4,500,000 in manufacturing cost annually on the 
basis of long term expected prices of raw materials, 

For toll cable, there is a need for a 100% moisture barrier because 
of the vital nature of continuous service without cable circuit failure 
over long distances. This emphasized the continued need for a lead 
sheath as a cable covering. Also, there was urgent need for protection 
of the lead sheath and cable core from hazards, one of the most critical 
being lightning damage to buried cables. Again, a joint investigation 
of a suitable design was undertaken by Bell Laboratories and Western 
engineers, This has resulted ina recent design wherein the cable core 
was insulated from the lead sheath by a polyethylene jacket and the 
sheath protected against mechanical and corrosive damage, This 
sheath, known as Lepeth, was introduced in 1948 and has resulted in 
an appreciable reduction in lead consumption during a period when 


lead has been scarce, The outer covering was a modified tape armor 
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which provided the necessary sheath protection. The manufacturing 
and field savings resulting from this development were substantial. 

For toll cable installed in ducts or buried directly in the ground a 
protection was required against both electrolytic and chemical 
corrosion, The standard design was servings of impregnated paper 
and tape for the duct installations with the tape being replaced by 
jute layers on buried cable. Because of the limited nature of this 
protection and usage of large amounts of lead, a substitute composite 
sheath design consisting of thin lead and polyethylene jacket was 
developed jointly by Western's and Bell Laboratories' engineers 
utilizing continuous lead sheathing in tandem with the polyethylene 
jacketing operation. This resulted in a greatly improved corrosion 
protection in addition to a more economical design with appreciably 
reduced lead requirements. 

Because of the importance of conducting cable development right 
on the floor of the manufacturing plant, the cable design engineers of 
the Bell Laboratories for years have actually resided at the cable manu- 
facturing locations of Western. The close liaison maintained in cable 
development, design and manufacture between the Laboratories group 
and Western manufacturing engineers would be impossible if the two 
groups were separated and the development of cable limited by the 
issuance of written specifications by the Bell Laboratories to outside 
suppliers 

The need for exchange cable during recent years has been at new 
all-time high levels. Western repeatedly had to expand its production 
facilities, Since 1944 major increases in cable facilities have been 
made at five different times at a cost of approximately 13 million 


dollars, and additional facilities costing two million dollars are 
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planned for 1955, 

Nowhere in the world is there an adequate alternative source of 
supply for the large quantities of cable of the types needed by the Bell 
System. During recent years the production facilities of practically 
all cable producers have been operated to capacity, Other manufac- 
turers' production capacity for telephone cable is relatively small. 
Nevertheless, in the years 1945 through 1949, the System's purchases 
from other cable manufacturers aggregated about 7.5 billion conductor 
feet. In the peak year of 1948 these purchases amounted to 2.1 billion 
of the total of 63.0 billion conductor feet shipped to Bell companies, 
Most of this came from the General Cable Corporation and was of 
their regular commercial design, which is importantly different from 
Western's product, The operating companies encountered substantial 
difficulties with it, and had to pay higher prices than they were paying 
for cable of Western's manufacture of superior quality. 

[The present outlook indicates that the Bell System's cable require- 
ments in 1955 will be by far the greatest in its history. The present 
prograrn calls for 91 billion conductor feet as compared with 73 billion 
in 1954, 65 billion in 1953, and 63 billion in 1948, the highest prior year. 

Notwithstanding the above additions to Western's facilities, and 
operations around the clock, seven days a week, Western's total pro- 
duction will fall short of meeting the System's requirements by about 
7 billion conductor feet, Outside cable manufacturers have been 
canvassed and arrangements completed to purchase 5-1/2 billion con 
ductor feet from four of them, one each in the United States and Canada, 
and two in England, This was the maximum obtainable, although an 
eftort was made to buy more. Because of the troubles previously en- 


countered with outside manufacturers’ cable of regular commercial 
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design, this cable will be made from Bell System specifications for paper 
ribbon insulation, The System would, of course, prefer to have pulp in- 
sulated cable, as made by Western, but none is available elsewhere. As 
shown in Appendix C-2, the average price the System actually will have 
to pay three of these four suppliers (detailed price data on purchases 
from the second English supplier are not yet available) is 40% higher 
than Western's published price, 

The design of cable is constantly changing, and these changes often 
require the development of new facilities, rendering obsolete present 
production machines. For example, while pulp insulation has been used 
for the bulk of exchange cable for many years, considerable development 
work has been carried on using polyethylene as an insulating material 
for the conductors. These cables are designed to provide better trans 


mission characteristics, htgh dielectric strength for increased protec- 





tion against lightning, and greater service reliability due to the moisture 
resistance of the insulation and mechanical properties that are attractive 
from a maintenance standpoint. Large scale use of polyethylene insulated 
conductor cable will require new facilities in place of pulp machines and 
other machinery. Development work being conducted in the manufacturing 
plant will be used to assist the Bell Laboratories in evaluating the best 
jesign, 

[The principal reasons for not depending on outside suppliers for 
exchange and toll cable are: 
a Quality is of utmost importance and must be obtained through rigid 

process control and inspection, End requirements cannot be pre 

isely defined in specifications. The fact that one serious defect 

in a single cable sheath can put over 2,000 lines out of service is 


evidence of the importance of quality control, 
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~m 


Experience has shown the interdependence of the telephone companies, 
Bell Laboratories and manufacturing engineers, and the need for de- 
velopment work to be performed in the factory on pilot and production 
machinery and tested under operating conditions, without interference 
because of patent restraints or contractual requirements. 

Western provides essentially all equipment for experimental cable 
manufacture, even to the extent of building or improving special 
machinery to make the initial samples. This could hardly be done 

by utilizing competing factories. 

In time of disaster, Western must be ready to furnish immediate 
service in the form of cable for the afflicted area. A notable ex- 
ample occurred last year when hurricanes Carol and Edna struck 

in close succession, See Appendix C-3, 

The demand for shipments of both exchange and toll cable fluctuates 
widely. (See Appendices C-4 and C-5). Outside manufacturers would 
not find it commercially feasible to go to the lengths to which the 
System has gone to build up the manufacture of cable to the pedks 

of production necessitated by demands for expanding telephone ser- 
vice, 

There are approximately 700 variations in coded exchange cable 
alone, and practically an infinite variation available in composite 

and toll cable. To purchase these widely different types from 
outside suppliers would involve the preparation and maintenance of 
innumerable specifications, drawings, test requirements, and other 
related material, 

The high output of cable in the Bell System justifies the develop- 
ment of specific cable designs and special machinery aimed 

solely at producing high quality telephone cable at the lowest 
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possible cost within the shortest possible time. Western has 
provided approximately $25,000,000 worth of facilities. The 
cost of duplicating these facilities today would be substantially 
greater. Nowhere else in the world is there an adequate source 


of supply for the large quantities of cable of the types needed by 


the Bell System. 
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D. SWITCHBOARD CABLE AND WIRE 

This class consists principally of switchboard wire, switchboard cable, 
inside wiring cable, distributing frame wire, and lead covered textile in- 
sulated cable. Shipments of switchboard wire and cable products to the 
telephone companies in 1953 amounted to approximately $24, 300,000 and 
large additional quantities are used in assembled equipment supplied to 
those companies. Western manufactures these products at its Tonawanda 
plant. 

The function of switchboard wire and cable is to interconnect the var- 
ious pieces of apparatus and equipment in the central office so they will 
operate as one integrated system. Distributing frame wire then connects 
the systems to the lines going to the subscribers. Inside wiring cable is 
used primarily in large buildings to connect the subscribers' telephones 
to the PBX boards or other switching equipment. These cable and wire 
products are essential components of all telephone central office, and all 
subscribers' installations. 

Switchboard wire consists primarily of 22 and 24 gauge copper con- 
ductors, tin plated and insulated with two helically applied layers of 
cellulose acetate yarn and one of cotton yarn, the latter containing the 
color coding. A cellulose acetate lacquer coating is applied to the out- 
side of this wire to enhance its moisture resistance, electrical proper 
ties, fire resistance, and to reduce the fraying tendencies of the 
textile. 

The service life of switchboard cable and wires must be equivalent 
to the 20 to 40 year life of the installations in which they are used 
This is necessary if the System is to avoid tremendous annual repair 


and replacement costs. The cost of replacing any appreciable percentage 
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of the switchboard cable or wire annually would be virtually prohibitive, to 
say nothing of the interruptions to service There are over 40, 000, 000 
telephones in use in the Sell System requiring multitudinous wire and cables 
and millions upon millions of electrical connections, and the failure of any 
one of these connections renders inoperative for varying lengths of time 
one or many telephones It is thus apparent that quality and service life, 
with a minimum of maintenance and repair, are of paramount importance 
to the continuity of telephone service 

Many of the characteristics of cable and wire which are essential to 
long life cannot be satisfactorily measured or defined in specifications to 


insure the quality of final product. To control elements such as purity of 


i 
q 
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textiles or chemical properties of plastics and plasticizers, it is necessary 


to control basic raw materials and the processes applied to them. It would 
not only be very difficult and expensive but impractical to exercise this 
type of control on purchased products, with the result that many of such 
produc ts would be inferior in service or excessively costly 

he characteristics and properties of this group of products are under 
constant scrutiny by the Bell Laboratories and Western engineers with a 
riew to achieving quality improvement or reduction in cost 

1rough the years the fruits of this effort have been most gratifying 
and have influenced the production of better products of this type univer- 
sally The cellulose acetate treatment of textile insulations is an out- 
standing example of this sort of development and is described ir 


Appendix D-! In addition to the great improvement in quality which 


iis development achieved, the speed of the machines applying the coat- 


ing has been increased so that they today handle 1300 feet of wire per 


minute compared with an initial 75 feet per minute, thus reducing costs 


substantially Large manufacturing and field economies have accrued 











3932 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 

to the Bell System and improved and more reliable service to the telephone 
users has resulted from this and similar efforts, but Western found it nec 
essary to make very substantial expenditures for plant facilities to enable 
such developments to be reduced to manufacturing practice. A novel hot 


by 


tin coating process, wherein the excess tin was wiped from the wire 
high velocity jets of steam, was developed and reduced to practice to save 
tin. Another development was the use of tin plated wire coatings in place 
of hot tin coatings to improve quality. Resulting in savings in the critical 
tin material, savings in labor, and heavier plant facilities costs, this 
development has had substantial quality and economical advantages which 
have been evident and accessible to the entire wire manufacturing trade, 
but have not been employed extensively by others. 

There are over 100 different varieties of switchboard cables, and the 
varieties of wires going into them and those used without cabling exceed 
3,000, when differences in coloring are taken into consideration, and all 
must be produced in quantities small and large at the right time to fit into 
installation schedules. Purchasing these from outside sources would in- 
volve costly tracing effort by Western, would multiply the factory sched- 
uling in suppliers' plants in proportion to the number of sources employed, 
and would greatly increase the inspection effort. 

Outside suppliers, if they were to attempt to provide products of com- 
parable quality to those of Western, would need to acquire specialized 
machinery for the production of the Bell items just as Western has done. 
It seems likely that suppliers could not economically justify such steps 
in order to make only portions of the Bell requirements. During 1954 
when the Tonawanda Plant was closed by a strike for nearly five months, 
it was necessary to buy over 3 billion conductor feet of switchboard 


wire and cable from outside suppliers. These manufacturers produce 
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not only for the communications industry, but also for other industries 
such as radio, television, automotive, utilities, building and mining. 
Although the wire industry cooperated wholeheartedly, its costs were 
substantially higher and Western had to accept product which did not 
meet Bell System standards and to move semiprocessed materials sev- 
eral times for lack of all the required facilities in a single mill. 

Western is again confronted with a major redesign of substantially 
this entire line of products, for the newer developments in plastics hold 
out promise of improvements in quality as well as economies, which 
calls for a whole new development program 

This category exemplifies a product under constant development, re- 
quiring specialized facilities to meet a wide variety of needs. Outside 


purchases would be both technologically and economically unsound 
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E. COAXIAL CABLE 


Coaxial cable, made at the Point Breeze Works, is used in carrier 
systems to provide multi-channel telephone and television transmission 
over long distances. In 1953, $3,500,000 of such cable was delivered to 
the Bell telephone companies. 

As we have seen, the latest carrier systems using toll cable will ac- 
commodate a maximum of twelve one-way voice channels per pair of con- 
ductors. On the other hand, each coaxial unit will carry simultaneously 
as many as 1800 one-way voice channels, or one black and white televisior 
program and 600 voice channels, or one color television program Thus 
a cOaxial cable may be constructed to handle 7000 two-way talking chan- 


nels which can be used for that many simultaneous telephone conversa- 





tions, or part of its capacity may be devoted to television transmission ar 
the remainder to telephone calls 

The coaxial cable developed by Bell Laboratories and Western resulted 
from a search for the means of providing a great number of cheaper char 
nels for long distance telephony which might also be used to carry televi 


sion signals. When the development of coaxial cable was started televisio 


was crude and had not reached the commercial 





future possibilities were seen and Bell System experiments wi 
television signals over pairs of wires had demonstrated the need for a 
new method of transmissior Bell Laboratories engineers saw that high 


frequency broad band transmission would be required if television was 


+ 


ransmitted over long distances to produce a satisfactory picture 


That realization, combined with the constant search for more economical 


voice channels, sparked the development of coaxial cable 
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The coaxial unit consists of a formed copper tube but little larger than 
a lead pencil with a concentric wire through its axis supported by discs of 
insulating material; each unit is encased in a spirally wrapped steel tape. 
The construction of coaxial type conductors with a solid dielectric was 
known before the Bell System development was started. Also there had 
been some experimentation looking toward the construction of coaxial cable 
utilizing spaced washers in place of the solid dielectric. However the Bell 
System research, directed toward the development of a coaxial type of 
cable and associated equipment that would permit high frequency broad 
band transmission on long distance networks, was new. The principal 
cable problem was development of a design, and manufacturing processes, 
which would permit the production of a unit of the extremely high quality 
required at reasonable costs. Appendix E-1 outlines, with illustrations, 
how these problems were solved and shows the composition of a coaxial 
cable. 

This cable has no standard design, but in each case is specially made 
to fit the particular transmission needs for which it is ordered. The 
number of coaxial tubes in the cable will vary with the particular instal- 
lation, as will the number of supplementary circuits, either order wires 
or quadded toll circuits, which are incorporated in the same sheath. 

The physical and electrical characteristics required of the coaxial 
units are far beyond those encountered in making any previous cable. 

For example, the tolerances required of copper tape were such that no 
manufacturer was capable of supplying the tape, nor was it customary 
to draw wire to the limits needed for the center conductor. Western 

purchased tape of the closest limits available, selected the best of this 


material and developed special machinery to further process it to meet 


requirements. Similarly, techniques were developed to draw and pol- 
ish the wire to the exacting limits required. 
45, 
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Development of the design and processes of manufacture for coaxial 
cable did not stop with the successful culmination of manufacture and use, 
but has continued ever since its introduction. Originally, a .27" inside 
diameter tube was specified, but Bell System research in the transmission 
field indicated that improved performance and added capacity could be ob- 
tained by enlarging this tube. The latest design has an approximate 3/8" 
inside diameter. Continued effort toward reducing the transmission losses 
which result from variations in processing has been carried forward and 
substantial improvement has resulted. See Appendix E-2. 

The history of coaxial cable exemplifies the dynamic character of the 
modern telephone art. In 1936, 1,000,000 tube feet of cable were produced 
for the experimental New York- Philadelphia installation. No more was 
produced until 1939, when an additional 2, 400, 000 tube feet were produced 
for the Minneapolis-Stevens Point experimental installation. Largely be- 
cause of the war no substantial amount was produced until 1944 when 
Western manufactured 17,000,000 tube feet. From then until 1947 there 
was a very rapid increase in use and in the latter year Western produced 
a peak of 103, 000, 000 tube feet to supply the demand for long distance 
telephone circuits and for television transmission facilities. However, 
from 1948 through 1952, annual production averaged only about 20, 000, 000 
tube feet, and for 1953 and 1954, production has fallen to 6, 000, 000 tube 
feet a year. The reason is that, in the meantime, TD-2 microwave sys- 
terms were developed and perfected. In most situations TD-2 affords a 
more economical way to supply the additional high frequency broad band 
transmission systems needed for multi-channel telephone and television 
transmission, but coaxial still has important advantages in some circum- 


stances. 
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Because of microwave the amount of future production of coaxial is very 
uncertain but approximately 400, 000, 000 tube feet have been installed in the 
Bell System network and in large part those installations have given the 
nation the large number of telephone circuits and the wide distribution of 
television programs which were demanded in recent years. 

We believe that this is a case in which all of the reasons for internal 
manufacture outlined in our introduction apply with particular force. The 
Bell System had need for cable and associated equipment of this type. 

There was no available source of supply. Only through the close working 
together of the Bell Laboratories engineers and Western engineers, and 
their determined efforts to develop this specialized equipment, was it pos- 


sible to fulfill the need. 
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F., RUBBER COVERED WIRE 





Among the products made at the Point Breeze Works are rubber 
covered wires, so-called because they were all electrically insulated 
with rubber when the plant was set up 25 years ago. These are used 
on or adjacent to the telephone customer's premises to connect the 
cable which brings his messages from the local telephone office to 
his residence, to continue the circuit inside his house to the telephone 
and to ground the telephone. 

The annual deliveries of these wires approximate $20, 000, 000, of 
which one half is drop wire, one third station wire, one fiftieth ground 
wire, andthe remainder specialized designs of other varieties used 
for the same general purpose. 

The wire is no longer all insulated with rubber, for through the 
years the newer insulating materials of polyethylene and polyvinyl 
chloride plastics were specially compounded and adapted to the re- 
quirements which the wire must meet, and applied as soon as quality 
or cost advantages could be demonstrated in their favor Changes 
from natural to artificial] rubbers were also important 

Wires of this type are exposed to the weather and the abuse of 
the telephone user's household. They must resist continuous daily 
exposure for periods of many years without risk of failure 

Before Western began manufacture of these wires, their per 
formance record in the field was not good. Failures due to storm 
damage and other exposure hazards were frequent and service inter 
ruptions common. The designs were limited by the capabilities of the 
commercial manufacturers, which were in turn controlled by the desire 


to make all sorts of rubber covered wires, industrial and domestic 
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power transmission, power extension, interior building wiring, cords 
and communication wires on common manufacturing equipment of 
simple, if not crude, forms. Bell Laboratories design engineers 
could not originate specialized designs of telephone wires, because 

no specialized facilities were available or in prospect to make them. 

Drop wires of commercial manufacture were then designed as 
follows: - 

Conductors - 17 gauge, hot tin coated bronze, of limited 

strength, and subject to snow and sleet load failure, as 
well as corrosion failure where tin was porous. 

Insulation - pan-cured, vulcanized rubber, of uncertain 
and limited life and loose dimensions, subject to current 
leakage prior to failure with consequent poor telephone 
transmission. 

Weatherproofing - insulation covered with a cotton braid, 
saturated with petroleum asphalt of quite limited life under 
exposure to the weather. 

Electrical Inspection - by immersion in water with a voltage 
applied. An uncertain method at the time. 

Furthermore, the costs of available wires were high in relation 
to the quality of the materials and workmanship. For reasons of 
both quality and economy, therefore, the Bell System established its 
own source of supply. The result has been a revolution in manufac- 
turing techniques as a consequence of Bell System developments in 
design and in manufacturing engineering. 


Modern organic accelerators were placed on the market in the 





early 1920's which permitted speeding up rubber vulcanization beyond 


anything previously considered practical. This made possible the 








| 
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development of high speed vulcanizing processes which could be 
combined with the application of the rubber compound to the wire. 

It is worthy of note that notwithstanding the fact that high speed 
vulcanization was generally used by the rubber industry, none of 
the rubber covered wire producers saw fit to avail themselves of its 
usefulness in developing radically different and much more efficient 
processes in their field. 

About the time that these high speed accelerators became 
generally available, Western started the development of rubber 
covered wire manufacturing methods which resulted in its well- 
known continuous insulating and vulcanizing process. This new 
method appeared capable of producing wire more economically than 
the older panning process and demonstrated its ability to produce 
higher quality levels of rubber insulated wire by permitting better 
conductor concentricity and more uniform vulcanization of the in- 
sulation. The fact that the thickness of the insulation can be con- 
trolled to closer limits by better centering of the conductor in the in- 
sulation results in considerable economy because it makes possible 
the use of smaller amounts of rubber to obtain the same quality. 

The present design of drop wire bears virtually no technical re- 
semblance to the original product. Contributing to this evolution 
have been the development of improved earlier weatherproofing 
materials; continuous extrusion and vulcanization of first the in- 
sulation and lastly the jacket; hot dip lead-tin-antimony alloy, 
electro lead-brass plating; electroformed copper-steel conductors; 
buna insulation, neoprene jacketing, simultaneous two-wire in- 
sulating and extruding; automatic fault testing; and the development of 


precise physical tests to insure uniform quality. 
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These developments have been accompanied by great reductions in 
manufacturing costs, in addition to conservation of national resources 
by the substitution of baser materials or reduced use of strategic 


materials. Tin, lead, copper, steel, cotton, natural and synthetic 


rubbers have been conserved. 


‘ 


But the most important result is a product having greater physical 


strength to withstand storms and sleet loads and to increase the length 


of the ''drops''; higher abrasion resistance; better resistance to sun- 


light, atmospheric pollution and moisture; reduced drop wire clamp 
failures; and greater uniformity in materials and dimensions. These 


advances result in longer life, more certain and improved trans- 


mission quality, greater re-use value and fewer service failures. 


The other items of this category have undergone a similar evo- 


lution. New and improved materials developments, improved manu- 


facturing processes and machine units, and methods of testing the 


products have been introduced There are 32 licensees utilizing the 


rubber covered wire shop developments in their present commercial 


wire factories. Thus the superiority of Western's methods of manu- 


facture is generally acknowledged Since we are still in the early 


Stages of an era of synthetic materials development, likely to be 


accompanied by technical improvements, one would look with 


misgivings on discontinuing manufacture of this line and relying 


on outside manufacturers for progress 


Furthermore, purchasing from outside sources is an insecure 


way of insuring that adequate quantities of these storm emergency 


items will be available when needed. Excessively high stocks would 


have to be maintained Western's manufacturing capacity has been 


kept flexible to insure adequate 


supplies and deliveries when the ox 
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casions demand relief. It 1s not beiieved that tte prompt 7-day 
round-the-clock operation of Point Breeze facilities to repair the 
damage of recent hurricanes could have been matched by outside 
purchases 

These manufacturing developments and improvements to make 
specialized wires to meet the service requirements of the telephone 
companies have come about only since, and only because, the Bell 
Laboratories and Western began working together on the problem 
Before Western entered the field to manufacture these materials, 
experience proved that the progress which has since been made was 
not achieved. We do not believe that the situation would be any dif 
ferent today if Western were to revert to outside purchases. In 
particular, future improvements would be most uncertain, The 
category is a striking example of the advantages of internal manu 
facture of a constantly improving product, and particularly brings 
out the reluctance of outside industry, having other customers 
with large requirements, to invest in specialized machinery and 
processes needed for Bell System use but not essential to their 


production for others 
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G. COPPER LINE AND Tih WIRE 
( oppe! line and tie wire is manufactured by Western at its Hawthorne 
Works to meet the requirements of the Bell System, In 1953 Hawthorne 


produced 3,448, 186 pounds of this product, and the total value of 
deliveries to the Bell System was $1, 800, 000 

This wire today is used primarily in rural circuits for open wire 
lines. Its use for tol] transmission lines and other heavily used circuits 
has practically disappeared with improvements in multi-wire cables, 
carrier current, coaxial] cables and radio relay, and its use in rural 
areas has been materially reduced by the use of lower cost steel and 
copper clad steel line wire, the great bulk of which is purchased from | 


outside suppliers. 


| 
Copper wire has long been an important element in the Bell System's } 
j 
j 
operations, not only for use as line wire but as conductors in cables and | 
as a component in the manufacture of a great many other products. Diffi- } 
1 } | 
ulties encountered in obtaining adequate supplies economically led to the | 
. . 1 
setting up of a wire drawing plant at Hawthorne in 1924 which greatly | 
7 | 
advanced the then existing art of wire drawing. | 
| 
The number of steps involved was greatly reduced, the speed of opera 
| 
sid | 
tions more than doubled, and the amount of floor space required was cut j 
down about seventy-five per cent. Manufacturing tolerances were im- j 
| 
proved with resultant savings in opper j 
Butt welding processes developed mad pos sible continuous operation | 
ind permitted Hawthorne to supply coils of wire of uniform length, which 
i 

was of con lerable advantage to the Bell elephone Companies in their 
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Prior to 1924 all of the Bell System's requirements were purchased 
from outside suppliers. While Western started to draw line wire about 
that time, a great part of the System's requirements continued to be 
purchased. Demand has tapered off so sharply in recent years, however, 
that all of the System's needs have been met by Hawthorne production 
since the end of 1948. 

While other suppliers have since improved their techniques, Western's 
prices to the Bell telephone companies have been generally lower than 
charged other large consumers by outside suppliers of copper line wire. 
Appendix G-1 shows such comparison forthe post-war period based upon 
the 0.104'' wire which is the predominant size. It should be noted that the 
outside price is based upon purchases in 100, 000 pound lots whereas 
Western's prices apply to any size lot, the average order on Western from 
Bell System companies being around 3,500 pounds. It should also be 
noted that purchased copper bars represent about 80% of the value of 
copper line wire. 

Were copper line wire purchased outside, the Bell System, therefore, 
would suffer an economic loss. In addition, internal manufacture has 
been of advantage to the telephone subscribers in times of storm or other 


emergency because of our ability to command all-out production. 
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H. STEEL LINE WIRE AND STRAND 


The bulk of steel line wire and strand is purchased from several out- 
side suppliers. Some is manufactured from purchased steel rod at 
Western's Hawthorne Works - Clearing plant. 

Total steel wire production at Clearing in 1953 was 2,680 tons as 
compared to 12,509 tons purchased, or 17.6% of the total. The total strand 
production at Clearing in 1953 was 40, 574, 000 feet as compared to 
117, 365, 000 feet purchased, or 25.7% of the total. In 1953 deliveries to 
the Bell System of steel wire and strand manufactured by Western aggregated 
$2, 100, 000. 

Steel line wire is used primarily in rural circuits for open wire telephone 
lines, and has largely replaced copper line wire because of the advantage of 
greater strength resulting in longer spans, fewer poles, etc. Strand is 
used primarily in supporting overhead cable and as guys for poles and is 
important primarily for its mechanical strength and permanence. 

Prior to 1930 all of the Bell System's requirements for steel wire and 
strand were purchased from outside suppliers. Internal manufacture 
facilitated product development and brought many improvements to the 
industry. 

Bell Laboratories and Western developed a line wire combining 
relatively high conductivity and high tensile strength which has permitted 
the use of longer spans in rural line construction and the joint construction 
and use of pole lines with power companies, which generally employ 
longer spans. It also permitted the use of smaller gauge wires on shorter 
length spans. Extra high strength 109” wire is now available for use in 


long span construction up to 600 feet. 





| 
| 
| 
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Western engineers also developed an improved wire drawing machine 
having appreciably higher operating speeds than those generally employed 
These machines were designed for continuous operation, with welding 
machines developed to provide a continuous supply of rod and with the 
drawing of the wire in a single machine rather than on a series of machines 
A welding method for joints in messenger strand was also developed incor- 
porating a welding and electrical heat treating process in the same machine, 
enabling the finished strand to meet the full specification requirements for 
tensile strength and elongation regardless of joints. These and similar 
developments have kept Western's product ahead of outside industry in 
both quality and cost and are continuing to do so New higher speed 
drawing machines are now in construction to replace the methods now in 
use. 

Internal manufacture of part of the System's requirements of steel 
wire and strand was undertaken in conjunction with strenuous efforts to 
reduce pole line construction costs, particularly in rural areas The 
product improvement accomplished by Western has resulted in sub- 
stantial economies being attained by cutting down the number of poles 
required, the size of wire, etc., with attendant savings in labor costs 
of installation 

These product improvements resulting from Western manufacture 
are reflected in purchase specifications placed on outside manufacturers 
furnishing the bulk of the steel wire and strand used in the System. As 
further improvements materialize they will likewise be incorporated in 


purchase specifications. 
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1. CABLE TERMINALS 


The Point Breeze Works manufactures a series of products classified 
as cable terminals. Their purpose is to provide terminal points for the 
conductors of cables so that these conductors become accessible at con- 
venient binding posts for making connections to other conductors (such 
as the telephone drop wire to the subscriber's home). There are 16 
general classes being produced, each class comprising a number of 
variations, for a total of 84 different designs. In 1953, the annual pro- 
duction for all classes was approximately 650, 000 having a value of 
close to $10,000,000. By far the largest production is in those varieties 
which are used to terminate distribution cables for connections to sub- 
scribers’ premises. Their annual production in 1953 was close to 
550,000, comprising about 85% of the total, and their value was about 
70% of the total. 
All the classes of this product are required to meet certain impor- | 
tant physical and electrical criteria. 
1. They must provide convenient terminal means for the cable 
wires so thai the installer may make reliable electrical con- 
nections between them and other wires, generally those lead- 


ing to the subscriber's telephone. 


2. They must provide high initial value of surface electrical re- 
sistance between terminals so that electrical leakage is nil, i 
i 
and this characteristic must have great permanence under all 
| 
conditions of use. } 
3. They must adequately seal the cable conductors which are | 


terminated so that their electrical resistance is not affected 


by moisture intrusion. 
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For certain applications, special features are required as follows: 

1. Protective devices for diverting dangerous lightning or power 
line voltages to ground in order to reduce hazards and protect 
connecting equipment. 

2. Absolute gas-tightness so that when used in pressurized cable 
systems, there is no leakage of gas from the cable to the out- 
side air. 

Since the cable terminals used on distribution cables are produced 
in large quantities and form a very important link in the transmission 
path between the subscriber and the telephone exchange, they have re- 
ceived considerable attention from the technological viewpoint. 

Prior to 1950, the design of these cable terminals consisted of a 
number of terminal posts mounted ina hollow, ceramic block, the 
cavity of which was filled with an asphaltic material to seal the termi- 
nals and the wires leading from them to the exterior. Although these 
served adequately in the telephone system, it was always difficult to 
insure moisture-tightness and as the gas pressurized cable systems 
came into more general use, it was found that they did not have suffi- 
cient air-tightness to be installed in the system without a special plug 
in the cable to seal off the gas pressure. Also, in certain installa- 
tions where protection from lightning and power line voltages was re- 
quired, it was necessary to add a supplementary protector since the 
cable terminal did not provide means for diverting high voltages. 

A study by Hawthorne engineers of the use of new casting resins 
just coming into the market opened up new horizons in the art of design 
and manufacture of this equipment. These casting resins are now 
employed in all cable terminals used to terminate distribution cables for 


making connections to the subscriber's premises. Pictures of two of 
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these terminals, known respectively as the N-Type and T-Type, are 
shown in Appendix I-l. The new terminals are now providing the im- 
provements desired, including freedom from moisture intrusion, 
reliable air-tightness, permanence of electrical and physical properties, 
and integrated protective means. 

The N-Type terminals were started in manufacture on a “pilot plant” 
basis, an arrangement employed by Bell Laboratories and Western 
where radically new and untried designs and processes are to be investi- 
gated. It permits design and processing to develop together with the 
greatest freedom with a constant interchange of information between design 
engineers and manufacturing engineers. 

During the period of development, a total of 160 authorized changes 
were put into effect, each of which contributed importantly to manufac- 
turing cost, quality or economy of use. 

Soon after complete manufacturing facilities for these cable terminal 
were established, a new idea for making a combination cable terminals- 
splice closure was proposed by Bell Laboratories. This is now the 
T -Type terminal 

As shown in Appendix I-2, estimates of savings which the System 
will realize in 1955 on the initial cost of the cast resin cable terminals 
employed on distribution systems which includes savings in the cost of 
the product and installation, are nearly $9, 000, 000. 

The new “N" and “T”" type cable terminals have enabled the telephone 
companies to realize very important service advantages over the pre- 
viously manufactured types in addition to savings in the first cost of 


these products. These are as follows: 
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1. The terminals are gas tight which permits filling the connecting 
cables with gas under pressure which keeps the moisture out and 


furnishes a means of detecting and locating leaks in the cable sheath. 


v 


They provide a convenient combination of protection and terminating 
facilities in one package as compared to the formerly used separate 
cable terminals and protectors linked together by bridle wire. In 
addition to the reduction of installation costs, maintenance is reduced 
because of better protectors and fewer interconnections. 

3. The method of sealing these terminals and their internal connections 
provides a greater permanence of the electrical and physical pro- 
perties and hence reduces maintenance. 

4. Since these terminals are arranged for strand mounting, they no 
longer need to be mounted on the telephone pole. With the former 
type, where protection was needed, it was necessary to mount the 
separate protection apparatus on the pole. Their removal from the 

poles not only facilitated the work of linemen but also avoided prob- 
lems encountered due to the necessity in some instances for installing 
them on poles used jointly by the power and telephone companies. 

5. In the case of the “T” type cable terminals and splice closures, 

costly and cumbersome methods which were required for joining or 


terminating plastic sheath cables are eliminated. 


We believe that these service advantages, as well as the great 
savings in initial costs, are the result of internal manufacture and that 
they would not have been realized if manufacture had been divorced 


from research and development and operation. 
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J. LOADING COILS AND CASES 


Loading coils are used to reduce electrical losses on cables, thus 
making possible improved transmission and longer telephone circuits 
Prior to the development of the vacuum tube, long-distance telephone 
transmission depended on the efficacy of loading coils, and so these 
coils were the subject of intensive engineering work Since the advent 
of the vacuum tube, repeater techniques for amplification and loading 
coil techniques for reducing losses have gone handin hand. This class 
of product is manufactured at the Hawthorne Works. Sales in 1953 
amounted to 5.7 million dollars 

The tremendous improvements in loading coils have depended upon 
pioneering the development of new magnetic materials, with parallel 
development of metallurgical techniques for making the cores of these 
coils in both Bell Laboratories and Western. 

Magnetic loading coil cores have gone through an evolution involving 
difficult and extensive technical advances, using: (1) iron wire cores; 
(2) powdered iron cores; (3) powdeied permalloy cores; with the latest 
development being the use of molybdenum permalloy cores. Appendix 
J-1 shows some typical loading coils and cases. 

Current designs of encased loading coils fall into these classifica- 
tions: Exchange, for circuits between central offices and customers; 
Toll, both phantom and non-phantom (a phantom circuit permits an 
additional conversation, by straddling two other circuits); Program, 
for broadcast networks; and Carrier, both phantom and non-phantom 

Generally, loading coils are installed in groups in substantial 
numbers in loading coil cases, and connected to cable stubs. Loading 


coil cases are commonly installed in the outside plant, either overhead 
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or underground 

Precautions are necessary to reduce to minute amounts cross-talk 
arising from electrical interference between coils. The large number 
of coils which may be used in any one circuit requires close attention 
to electrical characteristics of individual coils. Great care is taken 
to achieve permanence of performance and to reduce maintenance costs 
because of the relative inaccessiblity of coils as installed in the plant 

Thirty different types of coils, housed in 140 different kinds of 
cases, are required for use with the many kinds of transmission 
facilities in the Bell System. Because loading coil assemblages are 
governed by the cable installations they serve, the telephone companies 
specify the type of case, the length of cable stub needed, and the number 
and type of coils to be put in the case 

This custom-ordering requires keeping on hand a large inventory 
of piece parts and coils as well as raw materials for practically all 
types of cases. Western must be prepared to manufacture small quan- 
tities of older designs for replacements or additions. At times, spe- 
cial designs are required to permit additional cases to be placed in 
already overcrowded manholes in city areas. Manufacturing intervals 
are frequently short, because rights-of-way must be obtained before 
telephone companies can be sure of routings. When disaster strikes, 
or an urgent demand arises for other reasons, units are diverted from 
less urgent orders or else new ones are made on an emergency basis 
In addition, loading coil production must be geared to cable production 
programs, and rises and falls with the latter 

The electricai qualities of the new molybdenum loading coils have 
created a demand for similar coils for repeater networks and other 


transmission apparatus. The number of cores used for such equipment 


62. 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 3953 
is currently about equal to the number used for loading coils. 
Procurement of loading coils and cases through outside purchase 
would be disadvantageous to the telephone service for the following 
reasons: 

1. The transmission properties of loading coils are such as to 
require close technical attention, and a substantial amount of art 
not possible of inclusion in written specifications. 

2 The close association of loading coils with carrier and other 
transmission systems requires readiness to change manufacturing 
methods and production quantities, in line with the rapid develop- 
ment of transmission systems. Similarly, manufacturing tech- 
niques and processes used in loading coils are also required in 
carrier and other transmission systems, and provide a base from 
which further advances in such systems may be made. 

3. The manufacture of loading coils requires substantial amounts of 
specialized machinery and employee skills, which would not be 
economically supportable in outside manufacturing. 

4 Custom ordering of types of loading coils, cases, and stub lengths 

which must be assembled together is necessary for prompt service 

to the telephone companies. This involves close relations between 
factory and customer. 

Readiness to manufacture small quantities of special or old designs 

is imperative. This service type production would be difficult to 

achieve. Also, it assumes a manufacturing process which is mobile 


and responsive to special customer needs. 
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K, VACUUM TUBES AND ALLIED PRODUCTS 


This category of products, manufactured at the Allentown plant, 


includes vacuum tubes (miniatures, repeater, rectifier, cold cathode, 





planar triode, reflex oscillators, etc.), lamps (resistance, ballast, 
switchboard signal), varistors (silicon, germanium, copper oxide, sili- 
con carbide), transistors, and certain types of hermetically-sealed 
switches. These electronic components generally affect telephone, 
telegraph, or other transmission, circuit stabilization, or switching 
functions. 

The bulk of the manufacture is for the long-distance plant, and the 
chief part of this is in vacuum tubes. Deliveries direct to the telephone 
companies amounted to 7. 4 million dollars in 1953, but a considerably 
larger additional volume was furnished and incorporated into equipment 
} made by Western for the telephone companies. 

These products are characterized by two important objectives: 
| long life and high performance. The former is imperative to minimize 
| telephone operating and maintenance costs, and to insure high quality 
: 
. of service. The latter is illustrated in the long-distance problem, 
i 
where simultaneous transmission of many channels, economic spacing 
| of repeaters, freedom from circuit noise, reduction of transmission 
| 
] distortions, and uniformity of service usually combine to necessitate 

severe requirements. 

As an example of both objectives, as many as 1200 vacuum tubes 
may be used in a single circuit in carrying a conversation across the 
country, and service and costs depend on the functioning of all of them. 
As a general characterization of the contrast between the life of tele- 


phone and radio set tubes, the latter have an acceptance life of 500 
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hours (but may last from 2,000 to 10,000 hours, depending on circuit 
application), whereas 20,000 hours is a common Western objective (though 
some of its tubes exceed 100,000 hours). 

For 40 years, Western and Bell Laboratories have emphasized long 
life and high quality in such electronic products, and this has led to a 
class of products differing in large degree from their counterparts made 
in other industries. Their characteristics require close attention to 
chemical and physical control of materials and manufacturing processes, 
close control of electron flow within the devices, precise vacuum tech- 
niques (in many cases), and careful hermetical sealing. 

As one of hundreds of examples of problems encountered, in one case 
minute quantities of foreign substances (chlorides) in the glass supplied 
by a manufacturer caused ''poisoning'' of vacuum tubes. In another case, 
copper used in varistors has to be selected, through extensive tests, 
from among lots of a certain kind of Chile copper, the beneficial or 
harmful presence of impurities in such copper being only empirically 
known today. Ina third case, the control grid of a vacuum tube is made 
of brittle wire 3/10,000 of an inch in diameter, the grid is mounted 
6/10,000 of an inch away from the cathode. In certain tubes using the 
same small wire statistical distribution curves of tolerance variations 
are necessary as a means of keeping quality within bounds. 

Specifications are not wholly reliable to achieve desired results. 
Detailed control of materials and of process limits, numerous in-process 
inspections, and extensive product life testing are essential supplements. 
The technical and economic problems of design and manufacture are so 
interwoven that the Bell Laboratories' electronic component design engi-~ 


neers are located in the Allentown plant; this arrangement gives the 
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Laboratories insight into manufacturing possibilities, and Western in- 
sight into design intent. The arrangement facilitates continuous, per- 
sistent efforts to improve quality and reduce costs. The Allentown plant 
is especially designed for close controls, and to permit future scientific 
advances to be made. 

Western's manufacturing operations in this field are not large, dollar- 
wise, Or in numbers of units made, but these are important in the tele- 
phone plant out of all proportion to their numbers or cost. In fact, the 
long life of these products greatly reduces the number of units which the 
Bell System would otherwise require and Western has reduced its average 
1953 vacuum tube manufacturing costs below those of 1948, despite in- 
flation of wages and materials. 

Western purchases vacuum tubes from other manufacturers for Bell 
System use where they are deemed to be suitable for particular System 
needs. Thus, in 1953 a total of 176 different codes of electron tubes 
were purchased from 21 different manufacturers for field replacement 
use only. 

One of Western's most important functions is to provide small quan- 
tities of many products of older design, needed for field replacements or 
additions. Thus, it furnishes vacuum tubes for carrier systems designed 
thirty years ago. Appendix K-1 shows the quantities of its manufacture 
versus the number of types; and it will be noted that 50% of all electron 
tube types, 62.8% of varistor types, 53.4% of switch types and 45.7% 
of lamp types are made in annual outputs of 1000 or less. But the 
furnishing of those made in very small numbers, or those of old, or 
even outmoded design, is important to the rendering of telephone service. 
It is not expected that any commercial manufacturer would be interested 


in such types, for they would represent ''nuisance'' production. 
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Louis N. Ridenour * has said of vacuum tube life in the Scientific 
American for August, 1954: 


“To begin with, the vacuum tube is inherently rather shortlived and 
unreliable. Competing on a price basis for the mass market for radio 
and television sets, manufacturers have achieved prodigies of economy 
in design and production. But this has exacted its inevitable toll in 
quality. Most commercially available vacuum tubes are not as reliable 
as they could be if more care, meaning more money, were put into 
their design and manufacture. 





“In the telephone system the reliability of electronic equipment is 
far more important than its initial cost; a cheap device that requires 
much maintenance will be much more expensive in the end than a more 
carefully built apparatus that can work for years with no attention. 
Because of its extreme concern with reliability, the telephone system 
has gone to great pains to make the components of its electronic equip- 
ment as dependable and long-lived as the state of the art will permit. 
For the Bell Telephone System, the Western Electric Company manu- 
factures equipment to exacting specifications worked out by the Bell 
Telephone Laboratories. The vacuum tubes it produces are the most 
durable in the world. " 


It would be wholly impracticable for the Bell System to depend upon 
outside manufacturers for the tubes, varistors, transistors, and switches 
now made in the Allentown plant for the following reasons: 

1. As a general thing, it is impossible to specify performance fully 
through written specifications; dependence must be placed in sub- 
stantial part on the manufacturer's control of materials and processes, 
the character and maintenance of his machinery, the training of per- 
sonnel, in-process inspections, life testing, and quickness of response 


to difficulties noticed in manufacture or field use. 


2. There is needed the most intimate cooperation with Bell Laboratories, 
in exchange of design and manufacturing viewpoints and in access of 
Laboratories’ engineers to all stages of manufacture. 

3. Introduction of new electronic systems into the telephone plant would 


be slowed down, because advanced design depends on insight into 


*Formerly Consultant to the Secretary of War, Member of Radar 
Committee, Combined Chiefs of Staff, and later Dean of Graduate 
School, University of Illinois. 
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10. 


manufacturing possibilities, and on manufacturing preparations well 
ahead of final designs. 

The rate of change of the art militates against long-term quantity 
production of any one item; the rate of design obsolescence is high. 

A specialized manufacturing plant is required, adapted to close con- 
trol of materials and processes, fine dimensions, future advances 

in science, and production in most cases of small or moderate 
quantities. 

Persistent efforts to lengthen life and improve quality of performance, 
such as Allentown has displayed, are not to be expected equaily of 
the manufacturing entrepreneur. 

The procurement of numerous types of small-runners, many of them 
of older designs, would be difficult and impracticable. 

The potentialities of transistors (and of new types of tubes and 
varistors) is so great, the importance of design insight into manu- 
facturing possibilities is so necessary, and the value of controlled 
manufacturing experience is so high, that the System would run great 
risks of not achieving promptly and well maximum service benefits 
from transistors and like new products. 

Similarly, the potentialities of components for electronic switching 
are such as to portend great changes in central office equipment, 

and here again intimate manufacturing-design-operating relation- 
ships are essential if benefits are to be achieved promptly and well. 
There are certain situations, such as those on submarine cable 
systems, where outside procurement is wholly impractical simply 
because what is being attempted is so far beyond conventional 
techniques. The tubes for this use are designed for a minimum of 
20 years continuous use, no maintenance being contemplated because 


of their inaccessibility at the bottom of the ocean. 
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L. TELEPHONE SETS AND PARTS 
[he telephone set provides the means for converting the sound energy 


of the human voice into electrical energy for transmission over telephone 


circuits and retranslation into sound energy in a form intelligible to the 





human ear. The quality of the service is critically dependent upon this 
first source of electrical impulses and ultimate source of intelligible 
sound energy. The very best of switching and transmission facilities 
can only faithfully mirror the original electrical impulses. 

The telephone set consists of an instrument, made up of a transmitter 
and receiver mounted on a handset handle, and the ''bell box'' which incor- 
porates the balance of the essential apparatus. These include the switch- 
hook assembly for activating the circuit to the central office, the ringer, 
various other electrical components such as induction coils, capacitors 
and resistances, and the dial. Interconnection between the instrument 
and the bell box and in turn of the bell box with the circuit to the central 
office 1s provided by telephone cords which are assembled as parts of 
the telephone set. The telephone set is manufactured at the Indianapolis 
plant. 

Deliveries of this equipment to the Bell Companies in 1953 aggregated 
slightly over $62,000,000. This was divided into 365 different types of 
tele phone sets and 859 types ot component apparatus. 

The development and introduction into manufacture of the latest model 
of the telephone set, the 500 type s an illustration of the way in which 
Bell Laboratories and Western work closely together over a period of 
years to telescope the design, manufacturing planning, and production of 


a new instrument. Among the objectives were: better transmission 


quality, a lighter weight and shorter handset to bring the transmitter 
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nearer to the user's mouth, a superior dial, a ringer having a more 
pleasing tone and a volume control adjustable by the subscriber, and 
provision for automatic compensation for length of loop (distance from 
the subscriber's station to the central office) to insure relatively uni- 
form transmission levels. The high transmission efficiency of the set 
and an improved dial were specified in order to permit use both of longer 
loop lengths and of smaller gauge conductors in exchange area cable. 
This would produce large System savings as well as reduce the drain on 
the nation's copper resources. The attainment of these objectives re- 
quired a major development effort by Bell Laboratories. 

Very early during the design period there were frequent meetings 
between Laboratories' engineers and Western's manufacturing engineers 
which resulted in important suggestions to facilitate manufacture and 
reduce cost. These meetings also permitted superimposing product 
design and preparation for manufacture, including designing and building 
special machines and tools, which could not have been realized had it 
been necessary to prepare a complete design and specifications in order 
to make contracts with outside manufacturers. 

Seventy-five models for field trials were assembled by Bell Labora- 
tories in late 1947 and early 1948. Later in 1948 Laboratories’ drawings 
were released to Western and production was started on 5,000 sets for 
further field trials. These sets were modified to incorporate design im- 
provements suggested by the experience with the 75 models. They were 
shipped before the end of 1949. Commercial production was initiated 
early in 1950 and has increased progressively since then. 

However, design effort is not static. Changes continue to be made 
to improve quality, reduce cost or facilitate manufacture. Appendix L-1 
shows the great number of changes which have been made since manufac- 


ture started. It will be noted that despite five years of commercial 
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production (almost 2-1/2 million 500 type sets made in 1954) the rate of 
change has not fallen off significantly. 

Manufacturing economies such as Western realizes in its large scale 
manufacture of telephone sets are ordinarily and properly expected from 
quantity production. However, because of the great importance of this 
equipment to telephone service, the economies of quantity production 
must be realized without freezing the design. The manufacturing pro- 
cess must be sufficiently flexible to accommodate design changes with a 
minimum of delay and added expense. This requires a close and con- 
tinuing working relationship between the operating engineers of the 
telephone companies, the design engineers of Bell Laboratories and 
Western's engineers, and adds a complication which is not present in 
the manufacture of most things produced in large quantities. The 
difference lies in the compelling need to have an instrument with a long 
and trouble-free life of efficient operation. 

Western engineers made significant contributions to the final reali- 
zation of an effective design of the 500 type set by suggestions for the 
employment of both methods and materials. Examples include the per- 
fection of the metalized paper condenser (originally a German develop- 
ment) and the innovation of an entirely new and complex method of 
processing which made practical the use of the desired magnetic alloy in 
the receiver magnet which are discussed more fully in Appendix L-2. 

An instance of the length to which it is necessary to go to insure the 
highest quality involves the telephone transmitter. Carbon granules are 
the essential means of converting the sound energy into varying electrical 
impulses. They are a unique material, resulting from an extensive 
search among anthracite mines for a material having sufficiently high 
carbon, low ash and other impurities to permit production of granules 


capable of operation for years in the transmitter without serious deterio-~ 
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ration. Samples frorn 200 mines were tested and one finally selected 
[he output of a particular vein of coal was purchased. Each lump is hand 
selected [he coal is then carefuliy processed by grinding, washing, 
screening, magnetic separation hydrogen heat treating air tlotation 
to select particles of the proper size and shape, and mechanical 
vibration to stabilize the product. A special grade is tailored for each 
type of transmitter manufactured. Both the equipment and the manu- 
tacturing processes are highly specialized. 

The great importance of quality in the telephone set, both in trans- 
mission characteristics and ruggedness to resist hard usage, can be 
fully appreciated when it is realized that a service call to repair or 
adjust a Bell System subscriber's telephone - and there are more than 
44,000, 000 in use in the System - costs $5 or $6 as compared with 
about $13 for the imtial price of the instrument. That the required 


t rom other manutacturers of te le phone sets was 





Quality 1s not ava 
demonstrated by the experience with sets procured from others to 
supplernent the Western's own production in the early post war years. 
The quality of the purchased sets as measured by trouble rate data was 
far below that to which the System was accustomed. Appendix L-3, 
comparing similar data on Western manufactured sets with data on sets 
of other manufacturers operating in the same areas under identical 
conditions, shows that trouble rates on the outside sets were from 67% 
to 370% greater than on those manufactured by Western. 

Concentrating the production of telephone sets and parts at the 
Indianapolis plant has made possible maximum realization of the manu- 
facturing economies to be derived through the effective application of 
specialized machinery and processes which would not be econornical if 


there were not such large scale production The most spectacular of 


su applications is the conveyor line assembly, but there are many 
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others. The tooling for the base plate of the bell Lox is an example. 
The specially designed complex tools and machines required to maintain 
production on this single item turn out 1800 parts per hour. With con- 
ventional tooling, the output would be less than one-fifth as great. 
Similarly, special facilities to form as apparently simple an item as 
a small rectangular metal can resulted in a saving of 4¢ each on the pro- 
duction of more than 2,000,000 per year. The pole piece assembly of the 
receiver element is another example of designing special machinery to 
manufacture an apparently simple part to exacting requirements which 
could not have been met economically by conventional methods. Manu- 
facturing development on the test sets for process inspection of the product 
has been another fruitful source of manufacturing economies, one such 
automatic test set, for example, permitting one operator to do the work 
formerly requiring ten operators using manually operated sets. Such 
economies enable Western to furnish its set to Bell System companies at 
a price which is little more than half of the lowest price of any other tele- 
phone manufacturer (see Appendix L-4). 
The disadvantages to the Bell System of obtaining its telephone sets 
from outside manufacturers may be recapitulated briefly as follows: 
l. The present degree of telescoping of design, manufacturing, and 
production phases necessary to the early introduction of new 
designs would not be attainable in arms lengths relations between 
separate corporations, since conflict of interest and patent con- 
siderations would prevent early discussions of design information 
with manufacturing engineers This is particularly significant in 
a guantity production item such as telephone sets involving the 
lengthy interval associated with the elaborate machine and tool 


design for most economical production 
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2. The manufacturing engineers would be deprived of early oppor- 





tunities to study and suggest changes in design to facilitate 
manufacture. The design engineers would lose the benefit of 
suggestions of manufacturing engineers that would result in more 
effective product design. 

3. The existing flexibility permitting most economical and rapid in- 
troduction of necessary design changes in such a quantity production 
item would be lost because of contractual rigidities. 

4. Manufacturing process patents would be held by outside manufac- 
turers, to the probable detriment of the Bell System. 

5. Present quality would be unattainable because of art required beyond 
specifications. 

6. Advance planning of more economical telephone plant---anticipating 
improvement in transmission quality of new telephone sets -- 


H would not be practical. 


N 


The manufacturing economies resulting from the application of 

costly machines, tools, and processes made possible by 
centralizing the large scale manufacture of telephones would be 
lost to a great extent. Such manufacturing economies as might 
be realized would to a considerable degree inure to the benefit of 
the manufacturer, rather than to the Bell companies and hence to 
the telephone subscriber as at present. 

8. Independent manufacturers would be less responsive to the wide 


changes in the demands of the Bell companies. 
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M. CORDS 


Cords are the insulated flexible conductors used to make electrical 
connections between instruments, apparatus or equipment in the tele- 
phone system. Deliveries of cords to the telephone companies amounted 
to $6, 600, 000 in 1953. Approximately as large a volume was incorpor- 
ated into other classes of apparatus and equipment. Practically all cords 
used in the telephone system are made at the Point Breeze Works. 

Most cords are used on the subscribers’ telephone sets. Inadvertent 
abuse in their exposed locations in the subscriber's homes, as well as 
the adverse elements encountered in numerous installations, necessitate 
a high degree of specialized quality to assure long life and constant 
electrical characteristics. As each use of the instrument by the sub- 
scriber results in flexing the cord, only manufacturing skill, process 
control and rigid tests provide the quality required for low maintenance 
cost. The dispersion of more than 80,000, 000 subscriber cords over the 
United States necessitates long trouble-free life to assure reliable ser- 
vice as well as low maintenance costs. The other cords used in the sys- 
tem also require the same high degree of quality. 

There are ten sub-classes of cords. In these classes are over 900 
different types involving 1, 700 to 2, 000 variations due to length, color 
and terminating apparatus as shown in Appendix M-l. The telephone 
system requires a large number of variations in cord designs involving 
small lot production. Appendix M-2 shows for the year 1953 the large 
number of cord varieties for various lot sizes and production by months. 
Some varieties are made only at long intervals, quite often greater 
than a year and then only in small lots. Specification requirements 


vary substantially, particularly in the small lot category. Because of 
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extremely large production of some types, Point Breeze has been able to 
provide specialized types of facilities for low cost manufacture and a 
large number of these facilities, such as tinsel rollers, tinsel servers, 
cotton processors, knitters, compound mixers, insulators and jacketers, 
are used in the manufacture of the smaller running cords This results 
in lower cost and a higher quality product for cords than would be possi- 
ble if manufacture were divided between small and large runners 

Cords are constructed of two or more conductors covered either with a 
natural or synthetic textile, neoprene or plastic material To gain flexi 
bility, mechanical strength and crushing resistance each conductor is 
composed of two or more bronze ribbons called tinsel, wrapped spirally 
about a textile thread; one or more of these tinsel threads are insulated 
with a colored natural rubber compound by a continuous extrusion and 
vulcanizing process 

Prior to 1919 Western procured its tinsel conductor from an outside 
supplier which made it on machines used to produce decorative or orna- 
mental tinsel These machines produced a ribbon lacking uniform 
thickness and applied one tinsel ribbon to a textile core with a varying 
lay Western designed and built improved rolling and serving machines 
but the supplier was reluctant to replace or increase its facilities with- 
out a five year contract Thus Western was confronted with a funda- 
mental obstacle in the way of improving quality in addition to being at 
the mercy of one source of supply. This experience, which caused 
Western to undertake manufacture, is described in more detail in Appen 
dix M-3 

There followed a succession of technological advances, so that 
today's product is a vastly superior article. In those earlier days 


a switchboard cord's life was measured in months The life of the 
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same cord produced today is many years. Search for better quality at 
reduced cost has moved the design from a crude product of short life to 
a finished article with long life. In today's product the tinsel is a pre- 
cisely dimensioned bronze ribbon as contrasted to a poorly dimensioned 
copper ribbon, it is applied to the textile thread in a uniform helix 
rather than a variable one; the insulation and jacket are continuously vul- 
canized instead of the old unsatisfactory and more costly ''pan'' method of 
vulcanization 

It is to some extent speculative how much of this progress could have 
been made had manufacturing economies been disregarded through pur- 
chasing in the competitive market or even through subsidized or long-term- 
commitment relationships. However, our experience does not indicate 
that similar progress would have been made 

In summary, following are the disadvantages of obtaining cords by 
outside purchase 
1. It is impossible to specify performance expectations and acceptance 

requirements of cords by written specification or contracts; reliance 
must be placed upon knowledge of the manufacturer's control of ma- 
terials and processes, the character and maintenance of his equip- 


ment, and the maintenance of properly trained personnel 


2. All varieties of cords must be supplied, even those of old or obso- 
lete design, as well as those ordered in small quantities. Because 
cords are a low unit cost class of product, the size of lots would 
make their manufacture unattractive 

3. Western's developments in cord manufacture have resulted in spe- 

cialized machinery for telephone cords manufacture involving rela- 

tively heavy investments [This would not be feasible with multiple 


commercial suppliers 


~ 
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4. The cooperation between the Bell telephone companies, the Bell Labo- 
ratories and Western, which has contributed greatly to the advances 
made in our cord designs and manufacture, could not exist with several 
competing manufacturers. 

5. Approximately half of the sales value of cords made are used in our 
switching and transmission equipment and in station apparatus manu- 
facture. Because of the wide variety of types and lot sizes, produc- 
tion scheduling of this apparatus and equipment to meet service deliv- 
ery dates would be rendered more difficult, without integrated manu- 


facture. 


| 
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N. COIN COLLECTORS AND ACCESSORIES 


This is the familiar unattended telephone instrument found generally 
in telephone booths with arrangements for public telephone service upon 
the deposit of coins. 

Electrically and mechanically, these telephone pay stations must 
meet the same exacting requirements as all other telephones. In addi- 
tion, they incorporate a multi-slot coin collecting device. This must be 
designed and manufactured to give fool-proof service as nearly as possi- 
ble and safeguard the monies collected from pilferage or trickery in 
making calls. Long life and low frequency of maintenance troubles are 
particularly important in this class of product because of their scattered 
locations. Often they are located at isolated spots on public highways. 

In contrast to most vending machines, telephone coin collectors are 
not complete entities but most be integrated with complex central office 
circuitry. Distinctive individual signals audible to the operator must 
enable her to determine if proper payment has been made and means must 
be provided to collect or return coins. 

Approximately sixteen types of coin collectors are produced at the 
present time at the Indianapolis plant of Western. 1953 deliveries of 
these coin collectors and accessories amounted to $3, 300,000, almost a 
third of which were accessories including conversion kits and parts re- 
quired for field modifications of existing installations. 

Constant design vigilance and prompt action is necessary to meet a 
multitude of ingenious defrauding schemes involving forcible entry, 
slugs, washers, jamming, stuffing, grounding, etc., as they develop 
across the nation. The importance of this is emphasized by the fact 


that total revenues collected in 1953 from public coin boxes aggregated 
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over $300,000,000. Monetary losses from fraudulent slugs alone at times 


in the past have annually approximated as 
coin collector revenue 


Design changes to prevent fraud must 


customers to get needed telephone service 


Designs must be adapted to the coin collec 
tages already in service in the telephone f 
life and low maintenance 

rhe introduction within the last two ye 
an anti-jamming or coin freeing device, a 
ment on coin returns to prevent stuffing, 
the absence of manufacture of a stabilized 
major changes, over 100 other separate a 
necessary during the same interval 

As previously indicated, coin collecto 
including not only the apparatus componen 


sets'' but also additional special componer 


much as 2 per cent of the total 


not interfere with the ability of 
upon deposit of proper coins 
tors ol a great variety oi vin- 


slant They must assure long 


ars of a washer rejection device, 
s well as a pull bucket arrange- 
indicate the fluidity of design and 
design In addition to these 


nd distinct design changes were 


rs are moditied telephone sets, 
ts discussed under ''telephone 


its such as the inertia type of 


transmitter with exacting requirements that cannot be described adequate 


ly in specifications where the necessary q 


ualities must be obtained 


through rigorous process control during manufacture 


rhis transmitter must not only convey 


operator but must maintain this tone for a 


val with an unusually sharp cut-off at the 
interference with subsequent signals It | 
to describe in specifications the physical, 


point requirements of the characteristics 
mitters to provide satistactory field servi 


of the design intent and exacting control o 


the proper tone Signal to tne 


relatively extended time inter 


end oI the inter ai t avoid 
1as not been feasible adequately 
chemical and electrical end 


needed in inertia type trans 


e and life. Intimate knowledge 


{ the materials facilities and 
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manutacturing tec hnique S Wltlr careituul process inspection are required 


The Bell System's requirements for coin collectors vary widely with 


changing economic conditions (Appendix N-1) Volume not only fiuctuates 


from year to year, but production changes abruptly 


Design changes impose added abnormal production problems. Many 
‘ 
examples could be cited but need of changing from a 5 cent to a 10 cent 


charge for local calls affords a readily understandable illustration 





Internal manufacture of the coin collector by the Bell System has 
proven more economical and afforded a more reliable and better product 
with lower maintenance costs (Appendix N-2) with resultant reductions in 
fraudulent losses than when manufacture was divided with the Gray Tele- 
phone Pay Station Company ‘Appendix N- 3) Further improvements are 
anticipated from a current review being made jointly by Western and Bell 
Laboratories engineers of basic coin collector design 

Close relationships between the design and manufacturing people are 
necessary on coin collectors When the Gray Company was in the picture 


they took out the patents and used their position to charge high prices 


gh the Bell Latoratories' designers often advanced the basi« 


even thou 


ideas With Western the manufacturer, this difficulty disappeared 

In the case of coin collectors there is no need of speculation as to fhe 
etfect of outside manutacturée It would surely resurrect the difficulties 
experienced in the past Costs would undoubtedly increase Quality 


would suffer because of the impossibility of spelling out all of the end 
requirements in specifications. Costly delays would be introduced in 
making changes in design to cope with newly conceived fraudulent prac- 


tices, because of contractual rigidities The Bell System would lose 


its present ability to command all-out efforts to meet the needs of the 


public users of coin collecting telephone service 
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OQ. TELEPHONE BOOTHS 


The Bell System telephone booth is a functional enclosure for ''pay 
stations'' to insure the privacy of telephone conversations in public 
places. Two basic types currently are made, wood booths largely for 
indoor locations, and metal and glass booths for outdoor locations. 
Prior to 1954 both the indoor and outdoor booths were of wood construc - 
tion. Shipments of both types in 1953 totaled 36, 836 and together with 
associated products and spare parts made at the Queensboro plant 
accounted for sales of $6, 643, 000. 

Telephone booths illustrate the effect of changes in design, market 
availability, and economic considerations on the decision whether to 
buy or make. 

Prior to 1929, all booths were purchased from outside suppliers. 
The French Company which later became the Turner Armour Co. was 
the largest supplier, and in fact was the sole source for a period of 
years prior to 1924 because of a patent taken by them on a hinge re- 
quired for the folding door. In 1924 Bell System engineers developed 
a folding door with a hinge that did not need the Turner patent, thus 
permitting other companies to supply the booth. As it developed only 
one other supplier, the Churchill Cabinet Co. of Chicago became an 
effective competitor but as the volume of purchases increased the 
latter concern could not, or would not, build up its manufacturing 
Capacity appreciably. Asa result the Turner Armour Co. once again 
became the principal source of supply, accounting for approximately 
75% of the total. In 1929 the demand for booths became so great that 
a substantial increase in production capacity became essential. The 


Turner Armour Co, refused to undertake such expansion unless given 
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a fixed contract for a 5 year period. Western decided, and wisely so 
in the light of the greatly reduced demands during the depression years, 
that it could not enter into a 5 year contract, but did offer a 3 year 
commitment in an effort to obtain the required expansion of facilities. 
Turner Armour still resisted expansion and shortly thereafter revealed 
that they were considering the sale of their plant to a furniture manufac - 
turer and asked whether Western was interested in acquiring it. At that 
time telephone booth production represented about 90% of the plant's 
output. Faced with the prospect of losing its major source of supply, 
Western purchased the plant and it became the Queensboro plant of the 


Company. 





After its acquisition important improvements in manufacturing 
facilities and operating efficiency were introduced. Also design im- 
provements increased the popularity and usefulness of the booths. 
Western continued to purchase from Churchill for three years after 
acquisition of the Queensboro plant, but thereafter could not justify 
continued purchase because of economic considerations. Furthermore 
it was found that accurate process control of the lumber in all stages 
from kiln drying to the finished product and similar attention to the 
finishing process resulted in a longer useful life than was experienced 
with purchased booths, 

In the early 50's because of the increasing popularity of outdoor 
booths, and the difficulties experienced with wood booths exposed to 
the elements, the Bell Laboratories undertook the development of a 
metal and glass booth. The new booth, first shipments of which were 
made in 1954, is made up of sub-assemblies fabricated from extruded 
aluminum shapes, similar to those used in the sash structure of modern 


railroad car windows. Such extruded forms are available froma 
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number of large manufacturers. As a result of competitive quotations 
initial orders for 5,000 booths each were placed with the Aluminum 
Company of America and the Reynolds Aluminum Company who were 

the low bidders and within one dollar of each other on their individual 
quotations. Additional orders have been placed with the same suppliers. 

The various components are shipped to Western distributing houses 
throughout the country in knocked down form, the glass is placed in the 
frames, and the booths assembled as needed to fill telephone company 
orders. Under this arrangement stock and storage space is held toa 
minimum, consistent with overall requirements. 

During the year 1954 a total of 12, 000 aluminum booths were pur- 
chased as compared with a total of 15, 700 wood booths of the indoor 
type, and 6, 800 of the outdoor type manufactured by Western. It is 
anticipated that in the near future the metal booth will almost completely 
replace the wood booth for outdoor installations. 

Manufacture of the wood booths does not lend itself to the sub-assembly 
technique possible with metal structures and stocking of any appreciable 
quantity to take care of peak demands is too costly. Consequently, sharp 
and frequent changes in production rates at Queensboro to meet the 
System requirements, which vary widely not only between years but 
between months, are the rule rather than the exception. The same degree 
of flexibility of production is not present under contract purchase, and 
peak requirements could not be met through advance production without 
incurring prohibitive storage expense. 

One final major distinction between wood and metal booth fabrications 
is that of quality control. Full conformance with specifications can be 
determined for metal booth parts after completion of manufacture. This 


is not true of wood structures. Accurate process controls and process 
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inspections are necessary to assure quality. These controls are present 
at Queensboro; they would not be if the booths were purchased. 

The present arrangement, manufacture of wood booths, and purchage. 
of metal ones, appears sound on the basis of all the considerations 


involved 
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P. POLE LINE HARDWARE 


Pole line hardware comprises about 300 items of a kind generally in 
common use in the outside plant of the Bell System as well as in the plant 
of electric light and power companies and railroads. Included are such 
things as pole anchors, cable extension arms, pole brackets and braces, 
cable guards, cable racks, ground and guy rods 

Prior to 1929 all of these items used by the Bell System were purchas- 
ed from outside sources Currently, about one-half of the System's re- 
quirements are made internally at the Clearing plant of Western's 
Hawthorne Works. Production at Clearing in 1953 aggregated about 9, 50( 
tons with a sales value of approximately $3, 500, 000 

While many of the individual items are essentially commercial pro- 
ducts, a considerable number have been designed by Bell Laboratories 
to meet special needs of the Bell System. Studies made in the late 1920's 
indicated that lower costs and better quality could be attained with inter- 
nal manufacture. A pilot plant was set up in rented quarters to try out 
different methods of manufacture, with production starting in 1929. Later 
the buildings were purchased and the plant capacity increased because of 
the economies achieved. Those economies still exist. 

Western and Bell Laboratories' engineers have been able to effectuate 
improvements in quality and reductions in cost. Improvements thus 
worked out have been incorporated in the specifications placed on the out- 
side suppliers of these products 

The existance of the Clearing plant has also contributed substantially 
to the expansion of telephone service, particularly in periods when steel 
products generally have been in short supply, and to the prompt restora- 


tion of telephone service in cases of storms or other emergencies. 
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The Clearing plant also manufactures various other items specifi- 
cally designed to meet the requirements of the Bell System which had 
a sales value of approximately $3, 300,000 in 1953. Drop wire clamps 
and splice sleeves accounted for over 80 per cent of this business. 

The most important item - drop wire clamps - is a device used to 
attach drop wire (which runs from a pole to the customer's premises) 
both to the pole and to the customer's residence. It is used in very 
large quantities throughout the Bell System and contributes importantly 
to the life of the wire, particularly in the event of wind or sleet storms. 

Here also, the Bell System has made substantial improvements in 
quality as well as reductions in cost. An example of this is the recent 
substitution of aluminum and stainless steel for brass and copper in 
drop wire clamps, which reduced their cost by 27 per cent. 

In the introduction of the new insulated splice sleeve, 1,000, 000 
sleeves have already been produced although the design has not yet 
fully crystallized. Experiments are being continued in both the Labora- 
tories and the shop to arrive at the best design at the lowest cost while 
at the same time the operating telephone companies are getting advance 
delivery of this improved product. 

Steel splice sleeves were originally made on commercial screw ma- 
chines. Specially designed and built machines have been developed to 
reduce their cost and afford more uniform quality. 


Outside manufacture would put difficulties in the way of accomplish- 





ing these results since independent suppliers probably would not take 
the risk of providing the special equipment involved, with the business 


open to future competition. 
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Q. PROTECTORS AND PROTECTOR EQUIPMENT 


This category includes a variety of devices designed to meet the spe- 
cialized requirements for protecting the inside and outside telephone plant 
and subscribers from lightning and other voltage or heavy current surges. 
Because they are parts of telephone circuits and so many millions are in 
service, it is imperative that the quality of such devices be maintained at 
a uniformly high level not only to insure adequate protection, but to min- 
imize service interruptions due to their failure and to avoid the high main- 
tenance expense which would otherwise be involved. Outside suppliers’ 
types such as power and light fuses, circuit breakers, etc., are employed 
where they meet the Bell System requirements. 

The 150 varieties of these specially designed devices, largely made at 
the Indianapolis Works, are generally produced in relatively large quantities 
but included are types which are made in quantities as low as two or three 
annually. Many small running items are used to maintain existing instal- 
lations of apparatus or equipment no longer manufactured. This entire 
category of apparatus accounted for deliveries of approximately $9,000,000 
in 1953. 

One of the major manufacturing problems has been and is that of pro- 
ducing uniform quality precision protective devices at low cost. This has 
involved the development, over many years, of special machinery and 
means of controlling raw materials and methods of manufacture. 

These devices generally consist of a holder or mounting, with or with- 
out a housing, for the protective element or elements which are the heart 
of the unit. The entire assembly is usually called a protector when it is 
a complete unit. The protective elements are protector blocks, heat 


coils and fuses or fusible parts. The holders are generally critical as to 
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quality because they usually provide the spring action which moves the cir- 
cuit grounding part after it is released by the fusing medium. 

Protector blocks carry to ground instantaneous surges of abnormally 
high voltage repetitively through an air gap held within a few ten thou- 
sandths of an inch and permanently ground the line in the event of any ab- 
normal sustained current or voltage. They are installed both in outside 
and central office plant and on subscribers' premises. Improper function- 
ing can result in service failure at the subscriber's premises with a re- 
sultant time consuming and expensive maintenance call or even fire or per- 
sonal injury at the subscriber's home. Desired properties are obtained by 
cementing a specially processed composition carbon block in a tough heat 
resistant rectangular or round porcelain frame with a low melting glass. 

Desired results in carbon blocks were only achieved by Western con- 
ducting a process study of several years' duration to establish rigid con- 
trols over the basic materials and operations. Such controls coupled with 
special automatic testing equipment, which checks every assembled block 
of the millions made annually for five different requirements have sub- 
stantially reduced field difficulties. 

In the early 1920's, numerous unsuccessful attempts were made to 
prove in additional suppliers for the carbon blocks and the porcelain 
frames. Since no other manufacturer was willing or able to develop tol- 
erances beyond then existing commercial needs, engineering exploration 
of materials and new methods of manufacture was conducted by Western 
for several years. The resultant development of the art of controlling 
the physical and electrical characteristics of these parts and the use of 
automatic machines instead of conventional methods permitted the 


manufacture of improved parts to desired tolerances. The end result 





was the early utilization of the basic advantages of the improved 


89. 








3980 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 
materials and an improvement in field service which would have otherwise 
been delayed for years, as well as substantial savings in labor and mate- 
rial. 

Protector blocks, produced in quantities of 50,000,000 in 1953, exem- 
plify not only improvements in manufacturing arts which can be developed 
when long range high volume business warrants technical developments, 
but also the accompanying improvements in quality and the reduced field 
service costs that often result. Investigations and developments by the 
Western over the years have resulted in an investment of the order of 
$900, 000 for specially designed machinery which will produce superior 
quality protector blocks in 1955 at two-thirds of the 1922 shop cost despite 
the tremendous increases which have occurred in labor and material costs. 

Heat coils are used in central office talking circuits to protect expen- 
sive apparatus from extended current overloads. They are also used as a 
ready electrical check point in circuit maintenance and a means of dis- 
connecting service when necessary. A heat coil consists of a pin and 
sleeve soldered together by a low melting fusible alloy with an encom- 
passing coil of resistance wire all assembled in a hard rubber outer shell. 
A sustained current overload on the circuit heats the coil in turn melting 
the fusible alloy to allow movement of the ieaf springs so that the line is 
shorted to ground. Some 10,000,000 heat coils were made in 1953. 

The quantities of heat coils needed annually have warranted the devel- 
opment of special purpose assembly, winding, soldering, and testing 
machines. Engineering consideration is now being given to a completely 
new design of heat coils to permit an even higher degree of automation in 
manufacture to further reduce costs. Sucha study, involving a number 
of untried and new processes, tools and machines could not possibly be 


justified economically without assurance of continuing large volume 


business in future years. 
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Over 75 varieties of tubular and flat fuses, with and without alarm indi- 
cators, are made currently in annual quantities varying from 10 or 12 to 
over 3,000,000. In 1953, 2, 800,000 station fuses and 9, 200, 000 central 


offices fuses were made. 





The fuses consist of a suitable alloy in the form of tape or wire between 
terminals which are mounted in or on a variety of insulating materials. 
Visual and electrical alarm features are built into many of the fuses to 
indicate failure and to facilitate rapid replacement. 

The low currents involved in communication work, often less than one 
ampere, and the fact that the fuses are a part of telephone circuits create 
unusual problems in manufacture since very small wire sizes result and 
there is a need for sounder and longer lasting connections than for general 
industrial and domestic applications. Extreme diligence in control of raw 
materials and processes must be maintained to (1) secure soldered con- 
nections which do not result in noisy talking circuits, (2) avoid the possi- 
bility of even slight corrosion in the field, (3) prevent mechanical breakage 
before and during installation and (4) minimize interruptions to telephone 
service. 

A great deal of development has been done on special facilities for 
making fuses. Manufacture of the 11C fuse illustrates the wide scope of 
specialized machinery that has been developed for a heavy running fuse 
over a period of years. It was decided years ago that the volume of busi- 
ness in this fuse warranted the development of special machinery to as- 
semble and test the fuse completely; this would replace existing facili- 
ties. The objectives were to realize more uniform quality and to reduce 
costs. This development, extending over a number of years, resulted 


in machines that reduced the manual effort required in manufacture to 
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less than a fifth of the original labor. Only the confident expectation of long 
term high volume business justified undertaking such a development pro- 
gram. 

New design developments have now established a trend toward the elim- 
ination of fuses as protective devices in many applications even to the ex- 
tent of affecting the need for field replacements. Western will nevertheless 
be faced with a continuing but shrinking demand as long as installations re- 
quiring them are in service. 

In 1953, about 60 varieties of station protection element holders or 
mountings (protectors) totaling 13,000,000 units were made; and 15 vari- 
eties of central office holders and mountings also called protectors, totaling 
58,000 units were produced. These range from small units about the size 
of a thimble to central office equipment with over 300 contact springs. 

Heavy running small units are completely assembled and tested in multi 
station automatic machinery. Large requirements central oftice types are 
conveyor assembled with special fixtures. The springs are made on multi- 
slide presses with special tooling and controls over spring form to mini- 
mize later tensioning adjustments and assure the necessary reliability. 

Most protective products follow a pattern of continuously changing de 
signs For example, a 111A Protector was introduced in 1950 without 
field trials to permit early realization of substantial field economies even 
though it was recognized that further design refinements might be needed. 
This unit has gone through some 45 design modifications, some of them 
major in nature and involving significant changes in manufacturing facili- 
ties. During this same period, changes suggested by Western engineers 
resulted in annual labor and material savings of over $100,000 in the 


manufacture of 111A and 106C protectors which use similar parts. 
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Design work is now under way on a radically new type of central office 
protector. Certain work now done in the field, such as wiring cable con- 
nections, will be done in the shop by assembly line methods and provisions 
will be made to reduce field maintenance greatly by the elimination of con- 
tact cleaning and the provision of more positive and rapid identification of 
trouble points for field use. Advantage will be taken of many process im- 
provements previously realized in the manufacture of other products at the 
Indianapolis and other Western plants, such as automatic assembly methods, 
solderless connections, and cable stripping and testing. 

It would be disadvantageous to purchase telephone protectors and pro- 
tective equipment because: 
l The heavy penalty in service interruptions, in damage to telephone 


company and subscribers' 


property and in maintenance of plant which 
would result from lack of a uniformly high level cf quality, can only be 
avoided by a high degree of control of raw materials and manufacturing 
processes. Many of the quality requirements cannot be described in 
purchase specifications and it is impractical to cover the know-how, 
acquired from years of Western manufacturing experience, in a pro- 
cess specification for use by other manufacturing concerns. 
Emergencies such as floods and hurricanes increase the demand for 
this apparatus to such an extent that stocks are sometimes depleted 

in a matter of days. These situations can now be met by diverting 
personnel from other work This is now facilitated by the provisior 

of adequate capacity in the form of special machinery and also by the 
absence of any competitive business which has a higher priority. 
Procurement from competitive sources would make increases in stock 


mandatory. 
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Fundamental design work by the Bell Laboratories would be handicapped 

by 

(a) Loss of immediately available consulting service based on years of 
manufacturing experience 

(b) Not being able to plan on a definite manufacturer and, therefore, not 
being able to fit new designs to the maker's organization and manu 
facturing plans. 

The Bell System would suffer from prohibitive delays in implementing 

design changes This includes difficulty, due to variations in various 


supplier's products, in providin arts for field modifications of instal 
I p ae 


led products which have been manufactured over a period of many years 
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Since the close of World War II, the research programs of Bell 
Telephone Laboratories have made available a family of new electronic 
devices that give promise of a sweeping revolution in the technical 
character of Bell System equipment and telephone service in the decades 
ahead. 

These depart basically in their physical character from those pre- 

iously used in commuaications. The present art has been characterized 
predominantly by high-vacuum devices with hot thermionic cathode 
emission. The new devices are predominantly constructed from solid 
matter and may be designated as “solid-state electronic devices.” They 
perform most of the functional operations of the thermionic high-vacuum 
tubes They have basic advantages over the old art in the small amounts 
of power and low voltage they require in their operation, in their minia- 
ture size and in their promise of almost indefinite life. 

While it is too early to place an exact evaluation on the economic and 


service gains to be derived from this new electronic art, it is clear that 


Significant cost reductions will result for almost all types of equipment 


in the Bell System telephone plant In switching equipment, where studies 
and development work have made the greatest progress, ultimate reduc- 
tions of as much as in first cost of equipment, accompanied by size- 
able reductions in building space requirements and in maintenance expense, 
can be visualized For equipment and facilities for transmission over 
distances less than 20 miles, - typically the “local exchange area” - large 
avings, probably approaching the same magnitude, appear possible. 
Carrier, repeater and all other transmission equipment for communication 
over distances greater than 20 miles will also benefit. Here, however, the 
reductions in cost will probably be less significant 
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Judgments based on sound engineering, as well as research, have 
been applied in this look into the future. These judgments must foresee 
the specific development and design of equipment employing the new arts 
and the manufacturing developments essential to highly mechanized mass 
production at low cost. It has been assumed that this will be accomplished 
with the same effectiveness which Bell Laboratories and Western have 
realized in their team work extending through the years in the introduction 
of the new facilities made possible by the products of past research in the 
Laboratories. 

Since the initiation some eight years ago of the research programs 
leading to this electronic revolution, the Bell System has expended over 
twenty million dollars in research and basic development relating to such 
programs. About three years ago the engineering studies and specific 
development of the first systems and their components employing these 
new arts were initiated. The first two of these will be in production by 
Western early in 1956. They are a carrier transmission system for rural 
service, and a feature added to the No. 5 crossbar system, known as a 
concentrator, which will provide large economies as a result of future 
installations of such equipment. 

In succeeding years these should be followed by a succession of sys- 
tems employing solid-state electronics. The application of these new 
arts will continue to expand in the future until all types of Bell System 
equipment have been converted. While the time scale is difficult to esti- 
mate in the present stage of development, it can be reasonably expected 
that the design transformation will be nearing completion in about a decade 
At that time substantially all components and systems employing the present 
electronics will be obsolete for new installations. Scores of new systems 


and thousands of new components will have been developed and designed. 


96, 





CONSENT DECREE PROGRAM DEPARTMENT OF JUSTICE 3s 


« 





Equipment manufacture ina great many of the seventeen equipment 
classes that have been discussed will be affected. 

The economic gains to be realized from these new arts, if their intro- 
duction is successfully carried out, are so large that progress in their 
introduction should be paced only by the time scales inherent in the most 
etficient cycle of development, design and manufacturing. But in 
addition there will be gains to users of communication service and to the 
national economy beyond the savings affected in such services as are now 
provided to the public. Inherent in these new arts are possibilities for 
new and useful services at a cost that should assure public acceptance. 

An example is the furnishing of automatic answering service through 
the central office, the charge to the customer depending on the use made 
of the service. Others are the provision of an audible signal indicating 
to a talker that another call is trying to get through and arrangements ¢o 
that a busy number will be called automatically when it becomes free. 
There are many other possibilities. If provided by facilities dependent 
on the old art, the cost of these services would be so high that little 
demand could be expected. 

A brief comparison of the essential features of present telephone 
plant with the capabilities which the new art presents will suggest how 
striking are the improvements and economies that lie before us. 

Present switching equipment is almost entirely electro-mechanical 
The economics of the old art have prevented the employment of electron- 
ics in switching. Relays and switches of great variety are the principal 
components of the electro-mechanical systems. These devices require 
a few thousandths of a second in their operation. The components of the 
f 


new electronic art applicable to switching operate ina tew millionths of 


a second. Electronic switching operations can thus be a thousand times 
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faster than electro-mechanical. This greater speed in itself makes 
possible a large shrinkage in the size of major elements of the switching 
system. These new electronic components are also much smaller in 
size than the corre sponding electro-mechanical components for the same 
service, This brings about further reduction in the size of switching 
equipment. Thus, two factors, speed of operation and component size, 
will combine to produce at least a three-fold reduction in the size of 
switching equipment. 

For distances less than some 20 miles all transmission with present 
arts is performed at voice frequency. With the electronic devices made 
available by the new art, it is expected that either broad-band carrier or 
pulse modulation transmission will provide large economies in inter- 
office trunks. These trunk cables interconnecting central offices may 
well have their message capacity enhanced five to ten fold. A pair of 
wires is now required for each conversation, but with the broad-band 
technique a number of ''conversation paths'' will be provided over the 
single conduction pair. For transmission between the central office and 
the subscriber, smaller sizes of wire can be used with amplification by 
the new electronic facilities, affording a gain in economy over the present 
transmission without amplification. 

Present transmission systems for distances greater than 20 miles 
now employ broad-band carrier systems with circuitry based on the 
electronics of the present high vacuum tube art. The conversion of this 
transmission art into one employing the new solid-state electronic 


devices will also bring economies, although these will probably not be as 


large as those to be realized in switching and local transmission. 
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Western and the Laboratories have given much consideration to the 
most effective means for introducing these new arts into different fields 
of use in the telephone plant. Their joint experience with carrier, 
repeater and other transmission equipment, and with the present types of 
electronic devices for these areas, provides a background for their 
planning. The arts and techniques of manufacture and the degree of pre- 
cision required in production of such equipment and its electronic com- 
ponents are so much more exacting than for other classes of equipment 
that Western and the Laboratories over the years have evolved an even 
more intimate pattern of work relationships here than is required for any 
other class of equipment. To accomplish this, the Laboratories has 
placed a considerable part of the development and design organization for 
such electronic devices in the Western electronic plant at Allentown. 
Day-to-day, and almost hour-to-hour, contact between the development 
and design man of the Laboratories and the engineer of manufacture of 
Western is made possible by this common location. The carrier, re- 
peater and other transmission equipment employing these electronic 
devices have been manufactured in Western plants in the Kearny, New 
Jersey, area. These plants are at a distance from the Laboratories no 
greater than the distance between the New York and New Jersey locations 
of the Laboratories itself, where cooperation is also on a day-to-day 
basis. 

As the new electronic arts extend through the different equipment 
classes, every plant of Western will be concerned with manufacture re- 
quiring at least the precision and intricate art and technology developed 
in producing the present transmission equipment with its specialized 
electronic components. Plans have therefore been completed for estab- 


lishing during 1955 and 1956 large Laboratories units at three additional 
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Western plants, - the Merrimac Valley plant in Massachusetts, and the 
Indianapolis and Baltimore plants. The location of Laboratories per- 
sonnel in other Western plants will follow. This close relationship is 
considered essential to the effective introduction of the new arts in the 
minimum time and to the constant surveillance of the evolving new tech- 
nology. 

[he attainment of the required level of reliability in the components 
embodying the new art and their assembly into equipment, all accomp- 
ished at cost levels that insure the savings predicted, can be realized 
only through such intimate relationships between the Laboratories and 
Western. Shift of manufacture from Western to others would destroy 
this completely integrated teamwork. Bell Laboratories knows from 
broad experience with military electronic equipment the difficulties 
inherent in establishing new technical arts with manufacturing organiza- 
tions with varying backgrounds, motivations and capabilities, and 
importantly with different loyalties To realize in the shortest time 
possible the full benefits of the new arts resulting from the Laboratories 
research programs, it is essential that the Laboratories and Western 
perform the work in the effective patterns they have evolved. Any other 
irrangement will not only delay progress, but can well prevent the 


successful utilization of these important research advantages. 
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SWITCHING EQUIPMENT 


Attached are brief descriptions of some of the more 
important types of switching systems in service in the Bell 
System, together with a few photographs to illustrate the 
unique character of designs required to give telephone ser- 


vice under a great variety of conditions. 
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Appendix A-1 
Page 2 


PANEL DIAL SYSTEM 


This is the first dial switching system that was 
designed for operation in large metropolitan areas where 
the large number of central offices created complications 
in interconnecting them, 

It is a system that depends largely on motor driven 
mechanical devices, actuated by electrical means, for com- 
pleting subscribers’ calls, A subscriber's call is recorded 
by means of relays and switches within the central office. 

As sufficient information is obtained from the digits dialed, 
the call proceeds to completion through the use of common 
control equipment that then disengages itself so as to be 
ready to pick up another call, 

The first offices of this type were delivered in 
1920. Since the introduction of the No, 1 Crossbar system 
in 1937, the production of this equipment has been gradually 
curtailed and is now furnished only for additions to existing 
panel offices, Over four million lines are in service in 


the Bell Systen, 
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Appendix A-l 
Page 5 


NO, 1 CROSSBAR 


The No, 1 Crossbar system is a local switching 
system employing crossbar switches, and like the panel 
system was designed for metropolitan areas where heavy 
traffic exists on a high percentage of the lines, and com- 
plex switching occurs. 

Either crossbar switches or relays are used for 
most of the circuit functions, which makes it essentially 
an "all relay" system, It does not use motor driven parts 
and, therefore, is expected to give longer service than the 
panel system, 

The first office was shipped in 1937 and over 5 1/2 


million lines are in service, 
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Appendix A-1 
Page 10 


CROSSBAR NO, 5_ 


The Crossbar No, 5 system is a local switching system 
employing crossbar switches for connecting one telephone sub- 
scriber to another or to an outgoing talking path, It serves 
as an excellent switching system for fringe areas of cities where 
a large variety of types of offices exist. 

As in the case of No, 1 Crossbar systems, either cross- 
bar switches or relays are used for most of the circuit func- 
tions, which makes it essentially an "all relay” system, The 
initial design was arranged for automatic message accounting and 
this feature may be incorporated with a minimum of equipment, 

The No, 5 system is capable of operating directly with 
all types of local, tandem, and toll switching systems, In addi- 
tion, it is designed to serve as a tandem office or toll switching 
center for portions of its traffic, It is particularly well- 
suited to the broad requirements of nationwide toll dialing, 

This system may be used in isolated communities where the 
traffic is predominately intraoffice or in large cities where a 
large proportion of the traffic is interoffice,. 

The first job was shipped in 1947, Since then over 
1,800,000 lines have been produced. Much of this equipment is 
going into areas formerly considered either step-by-step or No, l 


Crossbar territory, 





JUSTICE 3997 


PROGRAM—DEPARTMENT OF 


DECREE 


CONSENT 


ONT HIM 
WaELSAS 


CNV 





SALVUVdd¥ ONIMOHS 


HVESSOUD S$ “ON JO LIND 


4 


° Tae z i: 


AER 
a 








< 998 aca aria 
399! CONSENT SORE 

NT DECREE PROGRAM—DEPARTMENT OF Jl 

d ME! © JUSTICI 


Showy * 





aemea 
“SP ae GREK EAS mY Sie 
SOT ea 











3999 


JUSTICE 


OF 


DEPARTMENT 


DECREE PROGRAM 


CONSENT 


r 
x “ - rer eee 
ee idle, 1 Mitch A! i J 


ey ay. 
: 3 mh 


wt 











4000 CONSENT DECREE PROGRAM DEPARTMENT OF JUSTICE 





Kage ” 


77 


Yb Soe , 





et 
. 
Ss i 
oO 
_— 
i Bs 
35 
— 
Ls ax 
Pn <«. 
so 
Fr 
88 
eG 
= 
« 
2. 





JUSTICE 4001 


-DEPARTMENT OF 


DECREE PROGRAM 


CONSENT 





= 





® ET 











eee —— aa wr Ore o Sa ee a ES SSS oP eee: ae 


i 


an! + 
Toa OF ” 2 ee SS oe. 


pee HES 


EPP . eee ’ aes 


Ber oggees 


eS 


* 


Se en] jennie 


i StinisuitnnbditecOdthotctetscrrebcmmelan bast 


7. ere 


- , SER hg” 


——— - 
een rodent 


Ce ane 


— 


vara. 


— 


TEP ee 


Sree eras 











JUSTICI 


OF 


DEPARTMENT 


PROGRAM— 


DECREE 


4002 CONSENT 






LIS 2S9aL dvessow) 
¥ dO AGIA HODDUAT 





JUSTICE 4003 


PROGRAM—-DEPARTMENT OF 


DECREE 


CONSENT 





HOLIAS YvEssowd 











4004 CONSENT DECREE PROGRAM—DEPARTMENT: OF JUSTICE 


Appendix A-1 
Page 14 


CROSSBAR TANDEM 


In order to make a local telephone tall between sub- 
scribers in two different central offices there must be a talk- 
ing path between these two offices, For example, in a community 
which might require twenty such offices, each of these offices 
would have a group of talking paths to each of the other 19 
offices to provide a subscriber access to any subscriber in the 
community, This leads to many small groups of talking paths 
which restricts telephone service since, when all of the paths in 
one of these small groups are busy, no other calls can be made 
between these two points until a path becomes available, 

To alleviate this condition, a tandem office is placed 
in the approximate geographic center of these twenty offices and 
paths from these twenty offices are set up to the tandem office, 
From each of the twenty offices, there may be only one large group 
of talking paths to the tandem office and calls to any office 
share the same group of paths which increases the chance of an 
available path and thus improves the telephone service, 

The apparatus employed, the general equipment design, 
and the fundamental circuit operation of the crossbar tanden equip- 
ment are similar to the corresponding features of the local cross- 
bar offices, 


This system is also being used quite extensively for 


switching toll calls in the nation-wide toll dialing program, 
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4A TOLL CROSSBAR SWITCHING SYSTEM 


The 4A Toll Crossbar Switching System provides means whereby re- 
quests for telephone service outside of the subscribers local exchange area 
may be transmitted and completed to a called subscriber, who may be lo- 
cated in a distant city or town. 

This equipment is arranged to work with all of the several types of 
dial equipment, such as, #1 and #5 Local Crossbar Systems, Step-by- 
Step, and Panel Dial Switching Systems, as well as with manual and pri- 
vate branch exchange switchboards. This system facilitates nationwide 
operator-dialed telephone service at the present time, and ultimately, it 
will serve as the means of providing nationwide customer-dialed telephone 
service. 

Essentially, the toll crossbar switching equipment consists of the same 
type of switching equipment employed in a local dial crossbar switching 
system, with added features that enable it to find appropriate paths from 
the dialed area, through various intermediate switching centers, into the 


terminating central office area. 
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STEP-BY-STEP DIAL SYSTEM 


As contrasted with panel and crossbar switching equip- 
ments, where the common control equipment stores up the digits 
dialed, completes the call and then disengages itself, step-by- 
step is a direct dialing type of telephone system, As a sub- 
scriber spins the dial, the equipment responds directly to the 
number dialed and remains tied-up until the call is terminated. 
Each number dialed causes the call to progress through another 
stage until the final digit is dialed, When the final digit is 
dialed, the called number is either rung or a busy signal is 
returned to the subscriber calling. 

The heart of this system is a complicated electro-mag- 
netic mechanism known as a step-by-step switch, It is one of the 
oldest mechanical switching systems and is made in a variety of 
sizes for both local and tandem use in telephone central offices 
and for use as a private branch exchange on the customers pre- 
mises, 

Nearly 12,000,000 lines of the step-by-step switching 


equipment is in service in the Beil System, 
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MANUAL SWITCHING EQUIPMENT 


Manual switching equipment provides a means of switching tele- 
phone calls using an operator at a switchboard to make the interconnec- 
tion which may be directly to the called subscriber, or may be only one 
step in the chain of connections to be made as in the case of toll calls. 
This equipment divides into broad categories: 

1. Local Manual Central Office Equipment 
This equipment encompasses the switchboards and auxiliary equip- 
ment such as that required for signaling, supervision of the circuits, 
dialing and interconnecting with other offices. This category of 
equipments is being rapidly replaced in the field by dial switching 
systems and is now predominately found in smaller communities. 
The large bulk of the demand is, and will be, for additions to and 
maintenance of existing offices. Many of these are more than 
thirty years old. Manufacture involves production of a great variety 
of equipment and apparatus in small quantities. 

2. Manual Toll Central Office Equipment 
At one time all toll switching was done by operators at switchboards. 
The use of No. 4 Toll Crossbar and Crossbar Tandem equipment for 
this purpose is gradually reducing the need for operator positions 
and associated equipment, but it is probable that such equipment 


will be used for many years at a greatly reduced rate, as operator 
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manual equipment, but to 
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required, Similarly to local 
a lesser extent, the future 
for diminishing quantities of 


for maintenance of remaining 
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AUTOMATIC MESSAGE ACCOUNTING CENTER 


Automatic Message Accounting, as used in conjunction with a sub- 
scriber's call, records the information necessary for billing purposes by 
means of a perforated tape. This requires a series of machines which can 
take the information contained on these tapes and put it in usable form for 
billing purposes. The equipment required to perform this task is quite 
extensive, and, since the tapes from any one central office require only a 
small portion of its time, generally only one such set of equipment is in- 
stalled for each sector of the country. This machine processes tapes from 
all central offices in that area; thus the name Automatic Message Account- 
ing Center. 

The tapes as received at the accounting center from local central 
offices contain the details of all AMA calls made in those offices during 
the time that these tapes were in use. Since the machine that perforates 
the tape is called into service for only a fraction of a second when the call 
is initiated, when the called party answers, and again when the call termi- 
nates, each call may be spread over considerable length of tape, and with 
details of other calls intermingled. Thus the accounting center equipment 
must not only decode the information portrayed by certain perforations, 
but must also assemble information for each call after which it is perfo- 
rated on IBM cards. The equipment is arranged so that after proper 
assembling, computing, and summarizing is completed, each subscriber's 
bill with listed calls can be printed directly from the IBM cards. 


The equipment in an Automatic Accounting Center consists essentially 


of relays and electromagnetic perforators. 
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The use of Automatic Message Accounting has removed the 
human element from the routine details of billing and results in 
@ more accurate method of recording. It also has made nationwide 
subscriber dialing possible since without automatic recording of 


calls an operator would always be required, 
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CIVIL AIR RAID WARNING SYSTEM 


In order to establish a national civil air raid warning 
system, the Air Force elected to employ the Bell System telephone 
communication network as an immediate means of providing the 
facilities for rapid intercommunication purposes, In collabora- 
tion with the Bell System Operating Companies and the Bell Tele- 
phone Laboratories, the Civil Air Reid Warning System was 
developed, 

This system provides a means for rapidly disseminating 
flight information received from aircraft ground observation posts 
located strategically throughout a given geographical area to 
indicate movements of aircraft within or over this area, This 
information is transmitted orally over these communication cir- 
cuits to centers at which this information is coordinated with 
reports received from other ground observation posts and displayed 
before military personnel on a master plotting board at Air 
Defense Control Centers, There are about 49 of these centers 
throughout the country. 

This system of reporting flight information to the con- 
trol centers essentially consists of an arrangement of timed red, 
orange, and green lamps located in the plotting table, which are 
controlled by a switching mechanism and associated with appro- 
priate telephone operator equipment, 

In addition to the private line communication facilities, 
the Bell System provides the timing equipment at the control 
centers and the specially-equipped dial telephone sets and alert 


signaling units at the warning stations, 
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SHIPMENTS OF PANEL SWITCHING EQUIPMENT 
TO BELL COMPANIES 


1933 - 1953 
(DOLLARS IN THOUSANDS) 
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SHIPMENTS OF #1 CROSSBAR EQUIPMENT 
TO BELL COMPANIES 


1933-1953 
(DOLLARS IN THOUSANDS) 
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SHIPMENTS OF #5 CROSSBAR EQUIPMENT 
TO BELL COMPANIES 


1933-1953 
(DOLLARS IN THOUSANDS) 
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SHIPMENTS OF STEP-BY-STEP EQUIPMENT 
TO BELL COMPANIES 


1933-1953 
(DOLLARS IN THOUSANDS) 
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[6 “ett El, >» A DECADE 20} PROGRESS 
td QUARTZ CRYSTAL MANUFACTURE 


a “om a BULLETIN 
1943 1947 1952] 1955 


QUARTZ CRYSTAL PLATES 


NUMBER of soe WHOM. O00Un J HHOUUOL 


POUND OF RAW QUARTZ if [ui (ie) bo 
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N\A T VN 
862 1850 2620 
THE CONTINUED IMPROVEMENT IN MANUFACTURING METHODS 
BY BETTER TOOLS, MACHINES AND TECHNIQUES COUPLED WITH 
EFFICIENT USE OF RAW QUARTZ BY THE REDESIGN OF PLATES 
HAS MATERIALLY REDUCED THE COST OF CRYSTAL UNITS 
DURING THE PAST DECADE. 


THE PRESENT CONTINUED DRIVE FOR FURTHER IMPROVEMENT 
IS EXPECTED TO EXTEND THIS TREND. 


PREPARED BY R.M4 DONALD €R.R.NOBLE,81I3 snp S.EIDE, SUS 
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SALES VOLUME BY YEARS 
CARRIER, REPEATERS, AND TRANSMISSION EQUIPMENT 
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Prior to the early 1920's the wires in Exchange Cable were customarily 
insulated with a high grade paper made from stock composed chiefly 

of manila and hemp fibers which were usually obtained from old rope, 

It was necessary to slit the paper into ribbons which were then wrapped 
spirally around the wire to form insulation. This method of conductor 
insulating has been replaced by a process known as pulp insulating. 

The paper mill is brought into the cable plant and paper is made directly 


on the wires continuously in the form of a seamless tube. 


Between the years of 1921 and 1931 effort was concentrated on developing 
the basic fvidamentals of our pulp insulating process. The first experi- 
mental machine consisted of a single wire cylinder type which was operated 
in the laboratory. Subsequently, to determine pulp flow on a multiple 
wire machine a ten wire unit was built and operated on a semi-commercial 
basis. This produced sufficient wire to make experimental cables for 


study and trial in actual service. 


The first full commercial machine was a fifty wire unit which was built 
in 1926, Techniques of machine operation were developed, and studies of 
various types of pulp were undertaken to determine optimum pulp fiber 


lengths, pulp density and consistency, and best types of wood. 


The most economical size machine unit was standardizedin 1931, a sixty wire 
machine, and several units were constructed and put in operation. Further 
development has been carried on over the years to improve the pulp pre- 
paration system, electrolytic cleaner, furnace and furnace control, polisher, 


main drive, speed, and the establishment of a water recovery unit. 
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Today we have twenty-seven machines in full scale operation around 


the clock, and two under construction, 


During this entire period the Bell Laboratories’ resident engineers 
worked side by side with Western's development engineers determining 


cable designs, characteristics and splicing techniques. 


This unique development has resulted in tremendous annual savings to 
the Bel] System due to both the reduced initial cost of the cable and 
the space saving effected through the use of thin pulp insulation 


compared with heavier paper ribbon. 
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WESTERN'S EFFORT IN TIMES OF DISASTER 


Hurricane Carol and Edna hit in close succession on August 31 and 
September 11, 1954 and were grouped as one emergency. From 
September Ist to the 15th the Kearny cable shop supplied 228 million 
conductor feet of emergency cable to the New England area. This cable, 
consisting of 1, 361,000 linear feet on 386 reels, was superimposed on a 
schedule of 710 million conductor feet per week. On October 15th 
Hurricane Hazel hit the eastern seaboard and 167 million conductor feet 
of emergency cable consisting of 1, 080,000 linear feet on 304 reels was 
superimposed on the Kearny schedule of 745 million conductor feet per 
week and shipped between October 16th and the 28th. During this same 
period Point Breeze shipped 16, 000 linear feet to the same area. 
Usually the plant normally servicing the area in which the emergency 
occurs is required to furnish the emergency cable. However, if 


difficulties should arise the plants can call on each other for support. 











BELL SHIPMENTS OF EXCHANGE CABLE 


(BILLION CONDUCTOR FEET) 
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BELL SHIPMENTS OF TOLL CABLE 
(BILLION CONDUCTOR FEET) 
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CELLULOSE ACETATE COATING OF WIRE 


The cellulose acetate lacquer treatment of textile insulated wire was 
an important new process developed through the joint efforts of Bell 
Laboratories and Western. It presented many new manufacturing prob- 
lems and required considerable foresight as well as engineering inge- 
nuity to effect its introduction. 

Many advantages were derived from this development, the most 
important being the great improvement in electrical characteristics of 
wire insulation to which it was applied, particularly under conditions of 
high humidity. In many cases, it permitted the use of lower cost insu- 
lating materials. Other advantages were its use as a flame proofing 
treatment for Distributing Frame Wire to replace the undesirable salt 
treatment and as a binder to hold the insulation fibres together and 
prevent unwrapping or fraying of terminals. 

The process consisted essentially of passing the textile insulated 
conductor through a thin solution of cellulose acetate dissolved in 
acetone, then through wiping dies to remove excess lacquer and finally 
into a heated drying chamber where the solvent was evaporated. Since 
acetone is highly flammable, its use created problems. 

Western started development of the manufacturing facilities in 1925. 
The period from 1925 to 1929 when the first machines were ordered, was 
devoted to experimentation, field trials of test runs and construction of 
experimental equipment prior to design. To minimize the hazards from 
possible explosion of the acetone air mixtures, elaborate precautions had 
to be taken and the equipment was installed in two specially constructed 
buildings remote from the standard factory buildings. The cooperation of 


the Bureau of Mines was enlisted in working out the safeguards involved. 
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In this original installation the insulated wire was drawn several 
times at a speed of 75 feet per minute through the cellulose acetate- 
acetone solution and into an electrically heated chamber through which 
air was drawn at a high rate to carry off the acetone in the form of 
vapor. The vapor laden air was then drawn through recovery equip - 
ment where approximately 85 per cent of the acetone was recovered. 
Coincident with the planning and construction of the original installation, 
a new type of coating machine was under development. A pilot model of 
this machine which used steam heat instead of electrical heating units 
was installed in 1930. By 1936, after considerable development, this 
type of machine entirely replaced the originals. Its speed was 310 feet 
per minute which was later increased to 340 feet as compared to 150 
feet per minute, the final spead of the earlier machines 

As a consequence of the development of a process utilizing a heavy, 
jelly-like solution requiring acetone in sufficiently small quantities so 
that its recovery was not economical, the steam heated machines at 
Kearny were modifiedin 1939-40, and wire speed increased to 1070 
feet per minute. Concurrently, new machines for a second installation 
were developed by Western which operated on the extrusion principle 
and were much simpler and more economical to build and operate then 
any of the previous types since all heat interchangers and auxiliary 
equipment were replaced by simple exhaust systems. The wire speed 
was increased to 1300 feet per minute. These machines were installed 
at the second location in 1940 and the older machines were replaced 
entirely by 1948. 


The use of cellulose acetate lacquered wire has been extended through- 


out the period the process has been in operation. Initially, it included 
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only Distributing Frame Wire, Non-lead Sheath Duplex Cable Wire, 
and a limited amount of Switchboard Cable Wire. About 1932 Inside 
Wiring Cable Wire and some Textile Insulated Lead Covered Cable 
Wire were added, and in 1934 Switchboard Wire. In 1938, the entire 
balance of the Switchboard Cable Wire output was changed to acetate 
coating construction. Considerable quantities of special and standard 
types of lacquered wires were manufactured for the use of the Armed 
Forces during the war years. In 1947, lacquering of Bank Wire was 
started. 

Several hundred thousand dollars in manufacturing and other System 


savings annually have been realized from this development. 


26086 O 5S pt. 2, vol. 3 41 











4048 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


APPENDIX E~-1 


GENESIS OF THS COAXIAL TUPE AND CABLI 


A large number of ideas for suitable structures were conceived for the 
coaxial unit and many were tried in the form of laboratory models, The 
following designs are representative of some of the many that were 
conceived and tried on a laboratory basis, 





ISOLANTITE INSULATING DISCS SLIPPED OVER COPPER CENTER 
CONDUCTOR AND HELD IN PLACE BY DEFORMING CENTER CON- 
DUCTOR ON EACH SIDE OF INSULATING DISC, THIS ASSEMBLY 
THEN PULLED INT® A SEAMLESS COPPER TUBING, 





SLOTTED RUBBER DISC INSULATORS, PUNCHED FROM FLAT 
STOCK, FORCED AROUND COPPER CENTER WIRF, THIS 
ASSEMBLY THEN COVERED WITH AN EXTRUDED LEAD PIPE WHICH 
FORMS THE OUTER CONDUCTOR, 


SS 


ACETYLATED COTTON INSULATION WRAPPED AROUND COPPER 
CENTER CONDUCTOR, NINE INTERLOCKING "Z" TAPES OF 
COPPER, FORMING THE OUTER CONDUCTOR, ARE STRANDED 
OVER THIS ASSEMBLY, FOR MECHANICAL STRENGTH AND 
ELECTRICAL SHIELDING TWO STFFL TAPES ARE WRAPPED 
OVER THE OUTER CONDUCTOR, 
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The first idea which seemed to meet the exacting electrical and 
mechanical] requirements and still have a physical form which lent it- 
self to factory production consisted of a center wire on which were 
placed cylindrical hard rubber insulators and over which was wrapped 
a series of interlocking "Z" shaped copper elements spirally wound to 
form a cylindrical tube as indicated by the following illustretion,. 


¥ 





. +912 9.001" 
& = .020 6.902" 
@ - «We $.%1" 
a+ 

@- .08f 9.%1" 
f + .0% $.001" 
. «163 6.002" 


The above design looked reasonably suitable for manufacturing 
purposes, and the now historic trial installation between New York 
and Philadelphia used the ccaxiel tubes of this kind manufactured 
on experimental facilities, as shown below, built at the Point 
Rreeze Plant of Western, 
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After the New York-Philadelphia installation was complete, the 3e1] 
Laboratories hesearch and Design group worked diligently to detervine 
the transmission characteristics of this new and untried system. Th 
Western engineers continued their effort to determine what cculd be 
done either to the cosxial tube design or the mechanical devices for 
making it, or both, to make it possible to mass produce this svecial 
tube at a reasonable cost, Close collaboration with the Pell 
Laboratories was necessary; so dependent were the transmission proper- 
ties on physical fectors that nothing could be done without thoroughly 
considering the electrical properties of the coaxial tubes before 
making physical changes, Out of this intensified study, the Western 
engineers proposed the idea of making longitudinelly folded copper 
tubing with specially designed interlocking seams which enclosed the 


centrally loceted and insulated copper wire conductor, as shown 
below, 


e 





The above design appeared to lend itself admirably to high speed, 
commercial manufacture on special machines which might be expected 
to maintain the physical and electrical properties necessary for it 
to operate as a reliable, integral part of the System, The semi- 
commercial machines illustrated were made to produce coaxial tubes 
of this new design, anc the next major trial, namely the Stevens 
Point-Minneapolis Preject, utilized this design, 
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The success of the Stevens Point-Minneapolis installation dictated the 
standardization of the folded tube design for future installations. 
From that point, the necessary Western Electric talent was brought to- 
gether as a team to develop the final commercial machines for forming 
the tubes, stranding them into groups to form cables, and sheathing 
and armoring the cables. The final machines developed for forming 
tubes for the latest design are shown helow, 





VIEW FROM SUPPLY END 





VIEW FROM TAKEUP END 
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Four, six or eight coaxial tubes are grouped to form cables with supplem 
conductors for toll or exchange purposes, and the following is a typical 


of eight tubes, which is the most common. 


COMPOSITE CABLE 





COAXIAL PAIRED OR QUADDED 
UNITS CONDUCTORS FOR 
TOLL CIRCUITS 


THE CORE GF A COMPOSITE CABLE IS MADE UP OF COMBINATIONS 
OF 22, 19 OR 16 GAGE WIRES WHICH ARE KNOWN AS SERVICE 
CIRCUITS AND ARE USED AS PILOT ALARMS, ORDER WIRES AND 


SPARES. 


THE QOAXIAL UNITS ARE STRANDED IN ONE LAYER AROUND THE 

CORE. THE INTERSTICES BETWEEN THE COAXIAL UNITS ARE FI 
WITH JUTE OR 19 GAGE PAIRED CONDUCTURS WHICH ARE USED FR 
CABLE TALKING CIRCUITS FOR INSTALLATION AND SERVICING WORK. 


A SINGLE LAYER OF 120 CONDUCTORS IS FREQUENTLY STRANDEI 
AROUND THE COAXIAL UNITS TO PROVIDE ADDITIONAL TOLL 
CIRCUITS. SOME DESIGNS UTILIZE A SECOND LAYER OF 144 
ADDITIONAL CONDUCTORS. 





e 
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Deviation from standard 
average impedance 

Deviation from perfect impedance 
match between cable ends 

Dielectric strength 

Rejection of coaxial tubes due 
to high voltage breakdown 


2102 ohm 


2170 chm 
2500 volts 


4% 


2066 ohm 


2107 ohm 
4000 volts 


1% 


APPENDIX 


E-2 


Improvement 
Current Mfr Actual Percentages 


-036 ohm 


2063 ohm 
1500 volts 


3% 


35% 


37% 
60% 


75% 








(A) 
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5=- 8-46 
5-20-46 
6= 3-46 
6-10-46 
11-11-46 
11-19-46 
11-20-46 
11-25-46 


le 1-47 
3= 8~47 
3-10-47 
9=30~47 


2= 2-48 
2-16-48 
8-11-48 
12=22=48 


4- 1-49 
ho25-49 
5= 6-49 
5-12-49 
5-13-49 
6-13-49 
6-17-49 


7= 1-49 
7-12-49 
B= 1-49 
9- 1-49 
ll- 4-49 
12- 5-49 


Prices are for 10C,900 1b. lots, based on prices published for commerciel 


PRICE COMPARISON OF 





—_Price ner Cwt, F.0,B.Mil]_ 


wor 
att 


$15.25 
17.10 
17.10 
19.70 
19.70 
22.85 
22.85 
2485 


25.40 
25.40 
27.60 
27.60 


27.60 
27.00 
27.00 
28.85 


29.10 
29.10 
29.10 
24.05 
24.05 
24.05 
24205 


22.15 
22.15 
23.75 

275 
22.75 
22.75 


Market(A) 


$18.155 
18.155 
20.723 
20.723 
244155 
24.155 
26.345 
26.345 


26.345 
28.545 
28.545 
27.745 


27.625 
27.487 
30.25 
30.25 


30.25 
26.75 
25.25 
25425 
24.75 
23.75 
22.75 


22.75 
24.375 
23.375 
23.375 
23.25 
23.50 





Apvendjix G.1 
~104 HARD DRAWN 
COPPER > WIRE 
— Price per Cwt. FOB MU1 
W.E. Under W.E. Under 
Market _ —Date WE. Market(A) —Market 
$ 2.905 2- 1-50 $23.50 $ 23.50 $ - 
1.055 4-18-50 23.50 242495 0995 
3.623 5- 1-50 24.50 24.495 ( .005) 
1.023 5-20-50 24.50 25.495 0995 
40455 6 1-50 25.50 25.495 ( .005) 
1.305 6 7-50 25.50 27.495 1.995 
3.495 6-12-50 27.50 27.495 ( .005) 
1.495 9- 5=50 27.50 292495 1.995 
9- 5-50 = 27.50 27.495 ( .005) 
0945 9-30-50 27650 29495 1.995 
3.145 10=- 1-50 29.50 29.495 ( .005) 
0945 ll- &50 29.50 30.245(B) +745 
0145 ll- 6-50 29.50 30.845 1.345 
11-13-50 29.50  30.245(B) 745 
2025 11-13-50 29.50 31.845 20345 
0487 12= 1-50 31.50 30. 245(B) 1.255 
3.25 12- 1-50 31.50 31.845 0345 
1.40 
T< 1-52 31.50 36.095 4.595 
1.15 B= 1-52 35.75 36.095 0345 
(2.35) 
(3.85) 2=26—53 35.75 38.445 2.695 
1420 3-12-53 = 35275 39.345 3.595 
70 4- 1-53 35-75 40.755 5.005 
( .30) Te 1-53 38.25 0S 402755 2.505 
(1.30) T= 9-53 38.25 =: 38.655 +405 
-60 5e 5-54 38.25 37.155 (1.095) 
2.225 Te 1-54 36075 37.155 405 
( .375) 
2625 
50 
075 





wire in the trade journal, Americen Metel Market. 
for less than 30,000 1b. lots are sbout $.4625 per Cwt. higher than the 
prices shown, 


Western's price is for any size lot. 


Currently, prices 


Subject to adjustment for proportional share of import duty applicable 
te foreign copper. 
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APPENDIX I-1 





YPICAL INSTALLA N OF NEW CA 
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APPENDIX I. 2 


SYSTEM FIKST COST ADVANTAGE OF USING NEW CAST RESIN N TYPE INSTEAD 
OF OLD DESIGN N TYPE CABLE TERMINALS AND ASSOCIATED 83A PROTECTOR 
ON LEAD SHEATH DISTRIBUTION CABLE 


Non=Protected Type 


Average Unit Material Cost Differential 0 
Average Unit Installation Cost Differential 3.00 
Net Unit Cost Advantage 3.00 
Number of Terminals Required in 1955 229,879 
Cost Savings $689 , 637 
Protected Type 
Average Unit Material Cost Vifferential (-4.00) 
Average Unit Installation Cost Lifferential 11.00 
Net Unit Cost Advantage 7.00 
Number of Terminals Required in 1955 123,781 
Cost Savings $866,467 
Total Cost Savings $1,556,104 


SYSTEM FIRST COST ADVANTAGE OF USING T TYPE INSTEAD OF N TYPE CABLE 
TERMINALS ON ALPETH AND STALPETH SHEATH DISTRIBUTION CABLES 


Non=Protected Type 


Average Unit Material Cost “ifferential (-1.00) 
Average Unit Installation Cost Differential 21.00 
New Unit Cost Advantage 20.00 
Number of Terminale Required in 1955 212,900 
Cost Savings $4,258,000 
Protected Type 
Average Unit Material Cost Differential 4.00 
Average Unit Installation Cost Differential 21.00 
New Unit Cost Advantage 25.00 
Number of Terminals Required in 1955 114,640 
Cost Savings $2,866,000 
Total Cost Savings $7,124,000 


Grand ‘otal First Cost Savings (1955) to Bell System $8,680,104 
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APPENDIX J—1 








Loadine Coil Cases 
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Bes. Loading Coil Cases Showing 
Difference in Size Due to Change 
from Powdered Iron Cores to 
Permalloy Powdered Cores 
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APPENDIX L. 1 


3 


500 TYPE TELEPHONE SET AND COMPONENT APPARATU 





BTL W.E. Originated W.E. Originated 
Change Engineering Shop Change 
Period Order Change Orders* Orders ** Total 
Last Half 
1948 45 32 16 93 
1949 92 4g 24 165 
1950 58 19 15 92 
1951 49 37 37 123 
1952 Ly 69 45 158 
1953 55 36 a4 115 
1954 70 41 18 129 
Totals 413 283 179 875 


* Require Laboratories' confirmation. 
** Do not require Laboratories' confirmation. Examples: 


1. Western may decide to apply closer tol- 
erances to parts than needed to meet 
Laboratories' end requirements in order 
to minimize or eliminate aligning or 
adjusting operations after assembly. 


2. Western may wish to make a process change 
which is of no particular significance 
to the Laboratories. 
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APPENDIX L. 2 


Page 1 
DEVELOPMENTS IN THE ORIGINAL DESIGN 
OF THE 500 TYPE TELEPHONE SET 
Examples of manufacturing developments which made the design feasible, 


1. The first example of a Western development that facili- 
tated the final design of the 500 set was the metallized paper capa- 
citor, The basic idea for this design came from Germany, One of our 
engineers who was part of a United States team which visited German 
industries after VE day saw two crude machines in the Bosch plant, 
one for lacquering paper and the other for coating it in vacuo with a 
film of metallic zinc two sheets of which could then be wound to form 
a capacitor much smaller than those produced by the conventional four 
layer foil-paper processes, The Department of Commerce allocated 
these machines to the Western, In return, the Western put them in 
working order and demonstrated their operation to about eighty speci- 
fied Companies upon the request of the Department of Commerce during 
a period of a few months, Tests of the product aroused the interest 
of the Laboratories, They visualized the possibility of specifying 
such designs in the 500 type set then under development (1946). Not 
only are the units smaller and cheaper but they have the property of 
being self-healing after breakdown under higher than operating level 
voltages, In fact, all units are conditioned before testing by "burn- 
ing-out" both low and high resistance areas. This self-healing pro- 
perty greatly extends their useful life and permits them to be sealed 
(potted) with other long life components which was not feasible pre- 
viously. The Western redesigned the Bosch machines and has continued 
to improve upon its original designs with consequent reductions in 


cost and provements in quality, 
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APPENDIX L.2 
Page 2 


Contributions to this metallized paper capacitor design, 
almost too numerous to mention, have been made byWestern, They 
include the conception of solder spraying the edges of the units to 
permit attachment of leads, and machines to do the job, winding in 
multiple (sticks) and shearing to individual units, and elaborate test 
sets (4 in use) costing $35,000 each for conditioning the units and 
making six tests on each, automatically rejecting and segregating any 
that fail and doing with one girl the work previously done by ten 
girls, Each of these test sets processes 2,000 units per hour. 

2. A second example of Western's contribution which made 
possible the design of the 500 type set was the magnet for the U-l 
receiver, As will be noted from the attached cross sectional sketches, 
this design differs radically from the previous design and entirely 
new manufacturing techniques needed to be developed, The replaced HA-1l 
receiver had two bar shaped magnets welded to formed permalloy pole 
pieces and a disc form magnetic alloy diaphragm whereas the U-l has a 
formed ring magnet, a separate pole piece consisting of a welded assem- 
bly of permalloy and stainless steel and initially had a molded phenol 
fabric diaphragm cemented to a thin magnetic alloy ring. Incidentally, 
this diaphragm has now been replaced by a formed aluminum part at 
Western's suggestion with savings in labor and materials of approxi- 
mately {200,000 per year at present production rates, 

The material used for the ring magnet is remalloy composed of 
molybdenum, cobalt and iron and it is not cold workable. It was neces- 


sary to develop means of melting, casting and rolling this material to 
strip form, heating it inductively to permit hot forming, heat treating 


the magnets with rapid quenching to insure the proper magnetic charac- 
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APPENDIX L. 2 
Page 3 


teristics and then grinding them to accurately controlled dimensions, 
The inductive heating is done by high frequency electric current which 
brings the material up to about 2200°F in approximately 8 seconds, 
using water cooled heaters moving back and forth around the material 
before it is fed into the blanking, forming and perforating punch and 
die. Punches and dies had to be developed also to withstand these 
high temperatures, The magnetic heat treatment, to be successful 
required heating to 2350°F and extremely rapid quenching in oil from 
that temperature. This was accomplished by means of an induction 
heater in about 6 - 7 seconds, followed by Algh speed ejection (in a 
‘fraction of a second) into a cooled circulated o1l bath, This process 
gave a magnet estimated to cost about 17 cents each as compared with 
estimate of as much as 50 cents when made by casting or powder metal- 


lurgy techniques which it is not certain would have been yielded com- 


parable results, regardless of cost, 
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Page 4 


CROSS SECTIONAL SKETCHES 
OF OLD AND NEW RECEIVERS 







PROTECTIVE Sa} 
METAL GRID 


rere he 


' ON CONTACT RING 


PROTECTIVE 
SILK SCREEN 


DIAPHRAGM 1 eens - CONTACT 


SILK ACOUSTIC 


RESISTANCE DISK ji 18 Ys WINDING 


AIR CHAMBER 
POLE PIECE 


ZINC ALLOY 
FRAM 


HA-! (OLD) 
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COMPARISON OF TROUBLE RATES ON 


NON-BELL AND WESTERN-MANUFACTURED 


Supplier 
A 


B 


No. 


36, 000 
44,500* 


35,000 


of Sets 


TELEPHONE SETS 


Annual Trouble Rates 
Per 100 Sets 


Type Non-Bell Western 
Manual 25.53 5. 43 
Manual 8. 43 5. 03 
Some dial** 7,5 7.93 


* The supplier's instrument used Western's induction coils, 


transmitters and receivers. 


** All dial-equipped sets used Western's dials. 
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APPENDIX L. 4 





COMBINED TYPE HAND TELEPHONE SET FOR DIAL SERVICE 


COMPARISON OF WESTERN ELECTRIC PRICE TO BELL TELEPHONE COMPANIES 
WITH LOWEST PRICE IN GENERAL TRADE 


COMBINED TELEPHONE SET FOR TWO PARTY SERVICE 
BLACK 
ANTI-SIDETONE CIRCUIT 
COMPLETE with DIAL. BELL IN BASE 
AND CONNECTING BLOCK 
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6-1-47 12.48 
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4-1-48 11.16 
6-1-48 10.45 
1-1-49 22.35 
4-1-49 11.06 | 
3-1-50 11.47 
8-1-50 2313 
12-1-50 13.20 
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CORD VARIETIES IN VARIOUS SIZE ORDERS 
AND TOTAL PRODUCTIONS BY MONTHS 
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TINSEL THREAD MANUFACTURE FOR TELEPHONE CORD 
CONDUCTORS 
A. Description of Process 


The manufacture of tinsel thread for Systems cords consists of 
flattening #37 AWG, #36 Quality Bronze Wire (. 75% tin - 99.25% 
copper) to form tinsel ribbon .0010"' to .0008"' thick using a spec- 
ial 14 head rolling machine and then helically serving two ribbons 
at one time around a textile thread core using a special 28 head 
serving machine. Both of these machines were designed and 
built by Western. 

Development and Use 

Prior to 1895, a flat ribbon of copper helically wrapped around a 
textile thread was used to provide a flexible, crush resisting con- 
ductor construction for Systems cords. About 1895, the Western 
Electric Company developed an improved tinsel thread construc- 
tion by surrounding the tinsel thread with a brass wire helix. In 
1902, this construction was replaced by a spirally stranded steel 
conductor construction for switchboard cords used for local ser- 
vice only. 

In 1913, Western Electric, aided by the J. R. Montgomery Com- 
pany and the Hudson Wire Company, developed an improved tinsel 
alloy of bronze consisting of .5% tin, 99.5% copper known as #36 
quality alloy which was adopted for Systems use and later was 
changed to .75% tin. Up to this time, except for a few machines 
owned by Western for general control, the machinery used for 


producing tinsel was owned and operated by the J. R. Montgomery 
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Company located at Windsor Locks, Connecticut. Machinery used 
by Montgomery at that time was the same as used for decorative 
tinsel manufacture. 

The rolling machines produced tinsel ribbon having non-uniform 
thickness and the serving machines applied one tinsel ribbon to a 
textile core with a varying lay. One operator attended about 200 
heads. Considerable economy of operation of these facilities was 
realized because of the cheap source of power furnished by water 
from local canal locks and also by permitting the machines to 
continue operation unattended during the lunch hour. 

In 1915, Western Electric designed and bulit experimental tinsel 
rolling and serving machines which were a considerable improve- 
ment over existing facilities at that time. The improved facilities 
were shown to Montgomery in 1915 and Montgomery agreed to re- 
place existing facilities with the improved facilities on a gradual 
replacement basis at Western's expense. However, due to dif- 
ficulties in controlling quality, increased demands for tinsel 
thread, with Montgomery reluctant to increase the facilities in 
their plant unless 5 year contracts were agreed upon, Western 


Electric proceeded to set up facilities to manufacture 2,200 lbs. 


weekly at Hawthorne. 
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These facilities were available by February 1919. During the pe- 
riod from 1915 to 1923 an improved tinsel construction was devel- 
oped by Western consisting of two tinsel ribbons helically wound 
around each thread core. This construction, which is identified 
as double tinsel thread, was patented for Western in 1918 and is 
now in general use internationally for instrument cords. 

In November 1923 this double tinsel construction was approved by 
the A. T. & T. Company for use on station cords and in December 
1925 it was approved by the A. T. & T. Co. for use on all cords. 
Improved facilities for rolling and new facilities for serving double 
tinsel thread were designed and built by Western at Hawthorne 
starting in 1923 and completed for all cords in 1928. These facil- 
ities were transferred to the Point Breeze Plant during 1936 and 
1937 and are currently in use at this location. 

Principal Significance of the Development 

The use of double tinsel thread conductor construction as produced 
by the current facilities has increased the life of cords from two to 
three months as experienced in 1895 to from six to twelve years at 
the present time. In addition, a 10% improvement in cord life was 
experienced by using Western tinsel thread instead of Montgomery's. 
Introduction of an electrical device to automatically stop the indi- 
vidual serving head when one or both of the tinsel ribbons became 
discontinuous improved both the operator efficiency and the quality 


of the product. 
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COIN COLLECTORS 


Improvement of Coin Collectors 


The coin collector as developed and manufactured by Western was 
superior to the Gray coin collector in many respects, among the most impor- 
tant of which are: 

1. Introduction of an improved lock offered substantially greater 


security against theft. 


Introduction of the stainless steel welded coin gage to reduce 
cost, increase accuracy of coin acceptance, and improve resis- 


tance to wear and erosion. 


3. Introduction of improved design for attaching the upper housing 
to the base to prevent forcible removal of the former for 


frauduient operation. 


4. Change to a forged front section of the lower housing to rein- 


force the door opening of the cash compartment against thievery. 


5. Introduction of an increase in the cross-section of the base with 


longitudinal ribs for strengthening this member. 


é Mm, 


The use of a pressure cast chute instead of a hand poured chute 
to insure a greater rejection of undersize slugs and pennies, 
provide more effective methods of trapping coins on strings, in- 
prove the ejection of the coin trigger mechanism, and reduce cost 


of manufacture. 
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7. Introduction of changes in the design of trap and vane to make 
it possible to remove these parts from the coin hopper without 


disassembling the hopper, in order to reduce operating troubles 


and field maintenance costs. 
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ONS WITH NE PAY STATION COMPA 


The Gray Telephone Pay Station Company or its predecessors dominated 
the telephone pay station business following a favorable decision on 
their patents in 1909. 

Starting about 1910 the Bell System purchased its requirements for 
coin collectors on a joint manufacturing basis. Initially Gray and Western 
bid for manufacture of the different parts. This proved unsatisfactory and 
by 1920 it became the practice for Western to supply the electrical components, 
with Gray making the mechanical components and completing the final assembly. 

Controversies contimally arose throughout the period of joint mam- 
facture concerning division of work, design changes, quality of product, 
costs, prices and patents, with threats of recourse to arbitration. About 
the only point of agreement was that manufacture at one factory would be 
advantageous. 

The existing arrangements dividing manufacture between the two 
companies continued throughout the 1920's. During this period of expansion, 
purchases of coin collectors and parts from Gray increased many fold. 
Repeated efforts to obtain price concessions for the benefit of the Bell 
System, however, were completely unsuccessful. Gray steadfastly refused 
price reductions, maintaining that a profit rate of 25%-35% was justified 
by their unassailable patent situation (in his judgment) and virtual 
monopo” ye 

A great many studies were made of the probable cost of internal 


manufacture within the Bell System, with increasing emphasis in the 
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latter 1920's as the volume of the System's needs for these devices 
continued to increase. WVhile these studies indicated the possibility 

of economies, no action was taken because of contractual and patent 
difficulties. Constant pressure on Gray produced no price reductions, 
however. 

About 1930, the situation had reached a point where the System felt 
compelled to proceéd with development of a coin collector designed for 
internal manufacture which would not violate any valid Gray patents. By 
eerly 1932 this had been successfully completed and cost estimates made 
by Western indicated substantial ultimate savings to the Bell System. 

Before actually proceeding, however, a last series of efforts vere 
made to reach some amicable agreement with Gray. Offers to buy the Gray 
Pay Station Company were snubbed and the System had no recourse but to 
mamifacture ite requirements for coin collectors internally, starting 
Jamary 1, 1934. Subsequent experience has proven the soundness of 
this decision as the result has been economies to the System and more 


reliable service to the public. 
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HEARING BEFORE SUBCOMMITTEE NO. 5 oF THE House SELECT COM MITTEE ON SMALL 
BUSINESS ON DISTRIBUTION PROBLEMS, PART V, 84rH CONGRESS, 2D SESSION, 
MARCH 29, 1956 


HOUSE OF REPRESENTATIVES, SUBCOM MITTEE No 5 ON 
DISTRIBUTION PROBLEMS OF THE SELECT COM MITTEE 
To Conpwuct A StTupy AND INVESTIGATION OF 
THE PROBLEMS OF SMALL BUSINESS, 
Thursday, March 29, 1956, Washington, D. C. 
The subcommittee met, pursuant to recess, at 10:15 a. m., in room 362, House 


Vaaty 


Office Building, Washington, D. C., Hon. James Roosevelt (chairman of the 
subcommittee) presiding. 

Present: Representatives Roosevelt and Steed. 

Also present: George L. Arnold, subcommittee counsel, Irving Maness, Kath- 
erine C, Blackburn, and Clarence D. Everett, staff members; Victor P. Dalmas, 
assistant to minority members. 

Mr. RoosevEtT. The committee will be in order, please. 

Judge, we are happy to have you back with us, sir; and, if you will, perhaps 
the best procedure this morning would be for you to go ahead with your statement, 
and then I will follow that up with the questions of the committee, sir. 

Mr. Barnes. All right, Mr. Chairman. 


TESTIMONY OF JUDGE STANLEY N. BARNES, ASSISTANT ATTORNEY GENERAL IN 
CHARGE OF THE ANTITRUST DIVISION ; ACCOMPANIED BY EpWARD A. FoorTre AND 
Rosert A. Bicks, DEPARTMENT OF JUSTICE 


Mr. BarNEs. May I say first that I am appearing here today with, on my left, 
my first assistant, Mr. Edward A. Foote; on my right, my legal assistant, Mr. 
Robert A. Bicks. I have 1 or 2 of the men from the Antitrust Division, also with 
me in case any specific questions Come up that I am personally unable to answer. 

Mr. RoosrveLr. Thank you. Weare very happy to have them. 

Mr. Barnes. Thank you. 

I might also state that in the statement which I propose to submit, I note this 
morning that there are no footnotes numbered 9 to 11. That just happens to 
be an omission, a stenographic omission, and there is nothing omitted from 
the statement. 

I appear this morning, as I did yesterday afternoon, at the request of your 
chairman. <As I indicated in my statement yesterday, my understanding is 
that today you wish me to talk more broadly on problems involved in consent 
settlement of civil antitrust proceedings. 

In accord with this direction my plan is, first, to set out briefly as back- 
ground the legal status of consent judgments. With this in mind I shall, sec- 
ond, discuss the advantages and disadvantages to the Government, as well as 
defendants, of settlement before trial. And, finaily, as you suggested, I shall 
talk over how our consent settlement procedure operated in the recent A. T. & T. 
judgment. 

Settlement of any antitrust cause is, of course, heavily freighted with public 
interest. True, a consent judgment is, like a private agreement, a product of 
negotiation and compromise 

$ut here all likeness ends; unlike any private agreement, a consent decree 


once entered embodies the essential force of a litigated judgment. As the Su- 
preme Court put it in the second Swift case: 
“We reject the argument * * * that a decree entered upon consent is to be 


treated as a contract and not asa judicial act.” 

The effect, the Court continued, “is all one whether the decree has been entered 
after litigation or by consent.” ' To “effectuate * * * the basic purpose of the 
original consent decree” courts may approve modifications after entry. But 
if the party opposing modification can, in the language of the second Ford case, 
show “actual disadvantage” or “the persistence of an inequality” stemming 
from change, the terms of the original decree must stand intact? 


United States v. Swift & Co., 286 U. S. 106, 114-115. 
> Chrysler Corp. v. United States, 316 U. S. 556, 562 
Ford Motor Co. v. United States, 335 U. S. 308, 322 


26086 O—h58—pt. 2. vol. 3 +33 
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Though consent judgments bind both parties and estop future denovo pro- 
“eedings involving matters covered, their provisions ofttimes receive only cursory 
judicial scrutiny. In the 10-year period from 1935 to 1945, approximately 106 
antitrust actions ended in consent decrees. 

Of these, 80 were entered within 3 days after the complaint was filed.* In- 
deed, in many proceedings, decrees were entered at the same time complaints 
were filed.” These facts, it seems clear, support one commentator’s conclusion 
that consent “procedure permits no conclusion of independent court determina- 
tion.” * 

From this dearth of judicial scrutiny stems the need by the Government for 
the most careful consideration of any consent judgment. With this in mind, 
the Division, fashioning consent judgments, frequently consults with those in 
the industry, both as customers and suppliers. 

Negotiating the recent IBM judgment, for example, we met with others in 
the industry to secure, first, a full understanding of industry problems and 
industry views on effective relief and, second, aid in understanding technical 
complications of tabulating and electronic data-processing machines. 

Indeed, in one recent judgment the court declines entry until the Division 
could offer assurance we had obtained the views of complainants as to the 
effectiveness of proposed judgment provisions. 

Carrying this process one step further, in the various Paramount judgments 
specifying divestiture details, the Division publicly announced judgment pro- 
visions well in advance of submission to court, and that, of course, was with the 
purpose of permitting those affected by the decrees to come before the court 
prior to its final signing. 

As a result, interested parties had ample notice to appear before the court 
and comment on proposed judgment provisions. At least in one instance an 
objector appeared, but the court nonetheless entered the judgment as submitted. 

Regardless all these possible procedures, our view is that any rigid rule could 
do more harm than good. Our practice, instead, is to tailor the extent and 
form of consultation with other than defendants to the enforcement needs of 
each particular decree. 

In this consent decree process, let me emphasize, Government and business 
alike have a real stake. To the Government, consent judgments spell, first, 
effective enforcement without the cost of protracted trial. 

Initially, the Division is caught in a vise between increasing complaints of 
violation and decreasing appropriations. I briefly mentioned this yesterday, 
Mr. Chairman, but it is so important to the Division I would like to mention it 
again, so that whoever takes my place will have a little more freedom of action. 

Complaints, on the one hand, have skyrocketed: In 1952, for example, the 
Division received some 692 complaints: but during the calendar year just ended, 
1955, complaints jumped to 1,261—an increase of almost 100 percent. 

1 might say, during that period of time, the same period of time, the number 
of investigations currently on hand as of the Ist of January 1956, was 307, as 
compared to a little more than 200 on January 1, 19538, just before I took office. 
In other words, our pending investigations have increased about 3314 percent 
during the past 3 years. 

Appropriations for current operation, on the other hand, have declined 
steadily from some $3,800,000 in 1950 to $3,100,000 available for fiscal 1954, a 
decline of 18 percent. 

To partially remedy this situation—I might say, the same amount was avail- 
able in fiscal 1955, $3,100,000, but we have asked and have received approval in 
the House, at least, of additional appropriations, primarily, however, to cover 
additional duties placed upon us by the Congress within the last several months, 
some of heroic magnitude, almost beyond the capabilities of the Department to 
get into, which obviously, if we are going to make any attempt to follow the 
wishes of the Congress—which duties, incidentally, were placed upon us con 
trary to the Attorney General's express desires—we are going to have to have 
a good deal more money. 

I mention, for example, supervision of the States’ conduct under the oil com- 
pact. We have the responsibility to report to the Congress on how the States 


‘See appendix D, House Committee on Small Business. Monopoly Subcommittee, U. 8. v. 
Economic Concentration and Monopoly Appendices (1947) 


5 See Isenbergh and Ruben, Antitrust Enforcement Through Consent Decrees, 53 Hary 
386, 400 (1940) 
*See The Modification of Antitrust Consent Decrees, 63 Harv. 820, 322 (1949) 
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are complying and performing under the oil compact authorized by Congress. 

You could spend a million dollars a year without any trouble whatsoever. It 
means we are going to have to set up field offices in the South, in the Far West, 
specifically devoted to that one project. 

While I am on the subject, I might add, in addition to that, we have the addi- 
tional responsibility of making reports under the Defense Production Act, not 
as the Attorney General sees fit, as the language formerly appeared, but every 
3 months. 

Under the Small Business Act, we have the responsibility, for the first time, 
of making reports from time to time, as the Attorney General sees fit, on the 
Small Business Administration and performance under the Small Business Act. 

To partially remedy this situation, I point out, the division this year requetsed 
an almost 3314 percent increase in budget. Thus, while our appropriation for 
1956 was some $3,314,000, if our request for 1957 is granted, added staff, coupled 
with the increased number of investigations pending, may well presage an in- 
crease in antitrust activity even beyond its present near record level. 

Sliced prosecution staffs must cope not only with more complaints of viola- 
tions, but also with higher evidentiary hurdles, and this is extremely important, 
this judicial legislation we are getting into now. 

Thus, more and more of the Division’s resources are devoured by detailed 
market analyses required, for example, by Columbia Steel and Alcoa in the 
second case, as well as by substitute products speculations which (if the lower 
court’s decision be the law) the recent Cellophane decision apparently demands. 

I might just add here, of course, that Cellophane case was appealed by the 
Government primarily on this issue to the Supreme Court, and we are expecting 
a decision any day. 

Against this background, results per enforcement dollar become a prime con- 
sideration in appraising alternative enforcement techniques. 

And consent settlements do mean real cost cuts. In 1954 we researched this 
problem. During one sample period, for example, the average litigated case— 
and I might say, this sample period was not taken for any specific purpose. It 
was taken as a sample period without reference to favorable statistics. During 
this sample period, the average litigated case endured some 66.2 months—over 5 
years—from complaint filing to entry of final judgment. 

The time lapse for consent settlements, in sharp contrast, during this same time 
averaged only 29.7 months—less than one-half the time for litigated cases—hbe- 
tween complaint filing and judgment entry. 

Since savings in time generally spell like savings of men and resources, consent 
settlements mean lower costs per judgment entered. And, more important, it 
means quicker relief to the parties adversely affected by the acts charged in 
the complaint. 

That is a matter we touched on yesterday, Mr. Chairman, briefly. 

Beyond cost savings, further advantage stems from the informality of consent 
negotiations. Shirt-sleeve conferences replace formal court trials; the give and 
take of bargaining supplants the atmosphere of an adversary proceeding. 

In this informal context, disclosure and discussion may resolve issues of fact 
proof of which would be difficult if not impossible in a contested suit. Thus, 
the division may strike down violations in areas otherwise, as a practical matter, 
beyond its reach. 

Consider, for example, the 1954 California ice decree. Defendant ice com- 
panies were there charged with a conspiracy to restrain trade and monopolize 
the production, sale, and distribution of ice. The crux of their conspiracy was 
joint attempts to fix prices, control production and allocate territories. 

These offenses hinged, of course, on proof of conspiracy. And, as a practical 
matter, a dearth of documentary evidence would have made such proof both 
arduous and costly. Accordingly, the consent judgment there resulted in a real 
enforcement advance. 

May I say, beyond the statement here, that I am considerably perturbed about 
our difficulty in certain areas of the United States in establishing the requisite 
proof in antitrust cases. 

Just within the last week we had a case the Government lost, where there was 
a charge of a conspiracy based upon a contract, a contract which had been in 
existence for many vears prior to the 3-year statute of limitations, and one of the 
charges in the complaint was that certain acts had taken place, one of the charges 
in the indictment, since this was a criminal case; certain acts had taken place 
pursuant toa contract entered into some 6 vears before. 
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Proof as to the entering into of this contract was excluded by the trial court 
because it had been entered into more than 3 years prior to the time the indictment 
was filed. 

Now, that seems to me stretching the rules of evidence pretty far, because it 
means if you can once get established, unknown as a law violator, during the 
3-year period, you can continue with the illegal acts forever, because there is no 
opportunity to establish the original written document under which the con- 
spiracy was formed. 

In other words, the longer you have been violating the law, the less chance there 
is of getting brought to task. 

That, of course, is not—that is one of our problems. But it is a difficult prob- 
lem, that, and the fact that, for example, some years ago we had a case which 
had a very bad effect on enforcement of antitrust. That is your Oregon Medical 
case, where they raised the question, and the Supreme Court sustained the issue, 
of mootness. 

In other words, the Government, after much effort, finds that there has been 
violation, brings suit, gets to court, and finds that since the indictment the de- 
fendant has changed his spots, at least theoretically so, is obeying the law; and 
then the court will throw it out on the ground there is no use having any remedy 
here, it has already been corrected. 

Again, within the last month we had a case which we thought was a solid case, 
price-fixing case, which depended upon some bylaws of a produce association. 
One week before trial, despite the fact this case has been pending 3 years, 1 week 
before trial the bylaws were amended. 

The court says, “Well, those bylaws have been amended. There is no need for 
any relief now. It is moot.” 

And those are some of the practical problems we have. Also, matters that make 
us consider the advisability of consent decrees where we know we are going to 
get—and that is not an attack on the judiciary. It would be a very unhealthy 
thing for me to say it at this point. [Laughter.] 

However, as I stated publicly in 1954, and repeat now, increased emphasis on 
consent judgments is not without its disadvantages to the Division, and its 
dangers to antitrust enforcement. 

Consent decrees reveal primarily how hard the ax has fallen and not where it 
will hit next. Absent from such decrees are findings of fact as well as the ra- 
tionale underlying adoption of any one provision. 

Thus, lawyers intent on counseling clients within the law gain little succor 
from the vacuous algebra of occasional consent provisions. By thus cramping 
the role of prophylactic antitrust, overemphasis on consent procedures may harm 
enforcement efforts. 

I might say there that that problem was highlighted in the last year in our 
efforts to obtain judicial interpretation of section 7 of the Clayton Act, the merger 
statute. 

In that particular area, no cases were filed after the 1950 amendment, so-called 
Celler-Kefauver amendment, which was to close the door or ciose the openings, 
the holes, in the previous act as enacted in 1914. No cases were filed from 1950, 
after the passage of the act, until I came into office. 

I filed no case for over a year, because we wanted to feel our way along and see 
just what we should do. Then we launched a program whereby we filed 5 differ- 
ent cases having to do with 5 different aspects of the legal questions that were 
involved under this amendment to section 7. 

And incidentally, we are about ready to file a sixth. 

But on those 5, we find now that we have come to consent decrees on 3 of them. 
Now, that defeats one of our purposes, and that was to get a Supreme Court 
interpretation on these various phases of law which exist under section 7, as 
amended. 

And yet, we are faced with this problem: We file a suit, and a defendant comes 
along and says, “All right, what kind of a consent decree do you want?’ And 
if the Government can get as much relief as it thinks it is entitled to, then I do not 
conceive that it is the right of any prosecuting agency to require a defendant to 
zo through the expense, uncertainty, and business disadvantage of a trial, if he is 
actually willing to give the Government all the relief the Government believes 
is essential in the case. And that has existed in 2, at least, of the 3 cases, and 
where we have consent decrees in those cases that were filed to seek an interpreta- 
tion of section 7 of the Clayton Act. 
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I do not believe, let me hasten to add, that we have reached the point of 
diminishing returns. Between the time I took office, May 1, 1953, and March 1 of 
this year, of the 106 civil cases terminated, SO resulted in consent judgments. 

Perhaps to the surprise of many, this proportion is somewhat smaller than 
preceding years. 

We have heard a lot of talk about the “age of consent,” but the reason that 
we have talked about the age of consent is not the number of cases that are 
terminated by consent, but the substantial nature of some of the cases that are 
involved in consent decrees. 

As the report of the Department of Justice to the Subcommittee on Monopoly 
of the Senate Select Committee on Small Business, May 23, 1952, put it:' 

“Of 171 civil antitrust actions terminated between 1935 and 1950, 134 were 
settled by consent judgment and 37 were tried.” 

Thus, the percent of consent judgments during that 15-year period was 78 per- 
cent. This 78 percent figure stands some 3 percent higher than the 75 percent 
figure for the past 3 years. 

This proportion represents, to my view, a balance of enforcement techniques 
compelled, partially at least, by the frequent disparity in resources between the 
Antitrust Division and some of its larger defendants. Not to be ignored, however, 
is the effect consent judgments have on antitrust enforcement via private damage 
suits. 

Indeed, from the defendant’s point of view, encouragement to enter consent 
judgments stems, in major part, from section 5 of the Clayton Act. That statute, 
of course, permits treble damage plaintiffs to introduce final judgments or 
decrees, rendered in Government antitrust actions against the same defendants, 
as prima facie evidence of all issues determined in the prior adjudication. 

Exempt from its provisions, however, are judgments entered by consent before 
trial. Thus, defendants agreeing to consent decrees sharply cut chances of suc- 
cessful suits by future treble-damage plaintiffs, because of the figures which I 
quoted yesterday, which indicate about 75 percent of our private treble-damage 
suits follow successful Government prosecution. 

As a practical matter, avoidance of treble-damage suits may be a real motive 
for defendants’ entering a consent judgment. For, as the latest available esti- 
mate concludes—‘all of the movie litigation and approximately two-thirds of 
other private suits have followed successful Government antitrust proceedings.” 

And then, as I say, our figure of 75 percent is expressed. 

Based on this estimate, I gaged before the Antitrust Subcommittee of the 
House Judiciary Committee in July of last year that more than 75 percent of all 
private antitrust cases brought had trod a path worn smooth by Government 
victory. 

Consent settlements may, in addition, avoid the possible adverse publicity of a 
protracted public trial. There a detailed pattern of abuses may be exposed to 
the discomforting glare of journal headlines. 

For example, in the recent Tennessee Electrical Contractors case, Chattanooga 
journals each day of the 2-week trial headlined details of the defendant's alleged 
antitrust abuses. In that same city, in the liquor cases, there was, in fact, so 
much comment in the public press that the court continued the imposition of 
sentence for 2 months, and on March 23, 1956, fined defendants $34,000 and 
placed 8 on 1-year probationary sentences. 

This had double headlines on the first page. I don’t know whether because it 
had to do with liquor or not, but it seemed to hit the headlines pretty thoroughly 
in Chattanooga. 

In some instances, this publicity, largely avoidable in a consent settlement, 
may prove as damaging as the remedy decreed. 

A good example of how consent settlement operates is the recent A. T. & T. 
judgment. The Government’s complaint, filed January 14, 1949,° charged A. T. 
& T. and its subsidiary, Western, had unlawfully restrained and monopolized 
trade in the manufacture, installation, and sales of telephone equipment. 

The complaint further charged that the Bell System operating companies, 
which together conducted a nationwide telephone business, purchased the bulk 
of their needed telephone equipment from Western. 


7At p. 32. 

*See Antitrust Enforcement by Private Parties: Analysis of Developments in the Treble 
Damage Suits, 61 Yale L. J. 1010, 1060 (1952). 

®United States vy. Western Electric Company, Incorporated (D. N. J.), civil action 
No. 17—49 
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And, the complaint went on, Western, in turn, had illegally acquired various 
competing manufacturers. 

Finally, at the heart of the complaint was the charge that the Bell System’s 
strong patent position had been used to protect Bell from competition by alter- 
native methods of communication, and to divide markets with concerns engaged 
in telephone, as well as noncommunication fields. 

With this complaint in mind, the judgment’s scheme may be simply put: On 
the one hand, the judgment confines the activities of A. T. & T. and the operating 
companies to those areas subject to public-utility regulation. But even within 
those regulated areas, the judgment makes real strides toward enabling more 
effective regulation. 

In the nonregulated area, defendants are obliged to divest themselves of enter- 
prises or operations not subject to regulation. And, via extraordinary patent 
relief, the decree seeks to promote competition in the nonregulated areas, as well 
as in the production of telephone components in the regulated sector. 

First, confining A. T. & T. to regulated areas and enabling more effective 
regulation. 

At the outset, “common carrier communications services” is defined in section II 
(i) of the judgment as including only those “services and facilities, other than 
message telegram service, the charges for which are subject to public regulation 
under the Communications Act of 1934 * * * or are or become subject to regula- 
tion under existing or future laws of any State, Territory, or the District of 
Columbia, but only in the jurisdiction or jurisdictions in which the charges for 
such service or facility are subject to regulation.” And I emphasize some of the 
more important language there so that you can see its scope. 

Applying this definition, which must constantly be kept in mind when you are 
reading the judgment, judgment section IV bars defendants “from commencing, 
and after 3 years from the date of this final judgment from continuing, directly 
or indirectly, to manufacture for sale or lease any equipment which is of a type 
not sold or leased, or intended to be sold or leased, to companies of the Bell 
System, for use in furnishing common carrier communications services * * *.” 

More broadly, A. T. & T. and the operating companies are enjoined ‘from 
engaging, either directly or indirectly * * * in any business other than the 
furnishing of common carrier communications services * * *.” 

Western is confined to activities of the character and type which it engages in 
for A. T. & T. and the operating companies. To comply with the judgment, for 
example, Western is compelled to sell off Westrex, a subsidiary which makes 
sound-recording equipment for the movie industry. 

Crucial to understanding that area to which defendants’ activities are confined 
is precise definition of the scope of present regulatory power. 

The general solicitor of the National Association of Railroad and Utilities 
Commissioners wrote us prior to the consent agreement : 

“* * * Tt is a legally established ratemaking principle that the commissions 
have the authority in fixing rates for Bell System operating companies to inquire 
into and evaluate the reasonableness of the prices and profits of Western in its 
business with the operating companies and to disallow for ratemaking purposes 
such amounts as are determined to be unreasonable or excessive and not in the 
public interest. The basis of the power is the affiliation of Western with the 
operating companies through common ownership by the American Telephone & 
Telegraph Co. (Smith v. INinois Bell Telephone Co., 282 U. S. 133)” which, of 
course, is the key decision which changed the whole course of the authority of the 
regulatory bodies in their consideration of what they would or would not allow 
the operating companies to charge. 

Further, we investigated some of the present utilization of the powers of regu- 
lation by State utility commissioners. I casually conferred with some experts 
responsible for valuation. Iam personally convinced, with the aid of this decree, 
they have the power for effective regulation within their jurisdiction. 

Of course, it should be pointed out that State utility commissioners are limited 
to their own area, but on the long-lines, so-called, of the A. T. & T., that is 
subject to the FCC, where you have the same type of regulation, at least the 
same authority for the type of regulation that the States have. 

Within this area of activity to which defendants are confined, the judgment 
makes real strides toward enabling more effective regulation. At the present 
time, title 47, United States Code, section 220 provides that the Federal Com 
munications Commission may “prescribe the forms of any and all accounts, 
records, and memoranda to be kept by carriers subject to this chapter, includ- 
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ing the accounts, records, and memoranda of the movement of traffic, as well 
as of the receipts and expenditures of moneys.” 

This statute apparently covers only A. T. & T. and not Western, and that was 
one of the complaints that was made by some of these regulatory bodies. 

To close this gap, judgment section IX directs Western “to maintain cost 
accounting methods that conform with such accounting principles as may be 
generally accepted and that afford a valid basis, taking into account the magni- 
tude and complexity of the manufacturing operations involved, for determining 
the cost to Western of equipment sold to A. T. & T. and Bell Operating Cos. 
for use by them in furnishing common carrier communications services.” 

The importance of this provision must be viewed against the background of 
the 1989 Report of the Federal Communications Commission on the Investiga- 
tion of the Telephone Industry in the United States. That report recognized : 
‘* * * Among the more important of the issues thus to be faced in connection 
with active and positive telephone regulation may be mentioned the problem of 
developing an effective method of determining the reasonableness of the costs 
and prices of telephone apparatus, equipment, and supplies whenever the manu- 
facturer or supplier and the operating company are under common control or 
ownership * * *.” 

To remedy this defect, the report’s prime recommendation was: ™ 

“First, specifically to authorize this Commission to prescribe basic cost-account- 
ing methods to be followed by manufacturing companies under contract with oper- 
ating telephone companies for the general supplying of materials or equipment, 
and by manufacturing companies subsidiary to or affiliated with operating 
telephone companies through corporate structure.” 

So that I think you should agree with me that we have accomplished some- 
thing that was originally made in this report of 1939, but up to now has not been 
a reality. 

With this in mind, the uniform cost accounting requirement for Western 
takes on real significance. 

Second, beyond requiring defendants to sell off enterprises or to cease cer- 
tain operations outside areas subject to regulation and within those areas 
enabling more effective regulation, what does the judgment do to spur entry of 
new business? 

In the field of electronics manufacturing, a prime cost is research facilities. 
And, I might add, it is becoming more and more of a prime cost each day. 

To enable potential competitors to tap the existing store of research and inno- 
vation, judgment section X (a) requires, in practical effect, royalty-free licensing 
to all applicants (other than G. E., R. C. A., and Westinghouse) of some 8,600 
existing patents. 

And I might point out that is royalty-free licensing. That fact alone, 5 
years ago, would have made this an unusual decree. And I think it still makes 
it an unusual decree. 

Mr. RoosEvELT. Judge, could I interrupt you a minute? 

We have a number of questions on this thing and, if it would be preferable to 
you, we will let you finish. 

Mr. BARNEs. I would prefer that. 

In addition, licensing under future patents of the defendants is compulsory, 
and at reasonable and nondiscriminatory royalty rates, rates to be fixed by 
the court if the parties cannot agree. 

The importance of these provisions, extending beyond the telephone field, is 
difficult to exaggerate. Consider, for example, the transistor inventions owned 
by defendants—now available royalty-free. Regarding this transistor, in 1953, 
David Sarnoff, chairman of the R. C. A. board—and I think we can agree he is 
an expert on patents—stated : ” 

“Among the areas for licensing which we regard as most important, are color 
television and transistors. In color television, I’m sure you all know that R. C. A. 
has made the basic inventions. In transistors the basic inventions have been 
made by R. C. A. and the telephone company.” 

Beyond television, of course, the transistor patents are vital to production of 
defense items like guided missiles and electronic range-finders. 


0 Report, p. 600 

1 Report, p. 601. 

2 Statement on patent licenses and royalties before New York Society of Security 
Analysts, N. W., December 14, 1953 
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Further, in connection with patent relief, note that defendants, if requested, 
are required to give American manufacturers a royalty-free grant of immunity 
under foreign patents. A. T. & T. is enjoined from receiving any patent royalties 
from Western Electric with respect to sales by Western to the Bell operating 
companies, and the defendants are prohibited from buying patents without court 
approval. 

The defendant companies are also ordered to furnish, at reasonable charges, 
technical information relating to licensed equipment to any United States resi- 
dent licensee not controlled by foreign interests. 

Beyond the judgment’s bare provisions, what has it already done—and I 
repeat, already done—to promote competition? Bear in mind, hardly 2 months 
have passed since its entry. 

Nonetheless, even in that short time, evidence available suggests, not only that 
prompt steps have been taken to carry out its provisions, but more important, 
that the judgment promises real aid to competition. 

First, letters amplifying the decree’s royalty-free provisions have been sent 
by Western to it some 722 existing licensees. In the language of that letter, 
Western explains: 

“You will note that under subsection (F) you may cancel any of your existing 
licenses from us under patents of the United States and you may obtain new pat- 
tent licenses by applying under subsection (A). If, however, without otherwise 
affecting your existing patent licenses under the above agreement, you wish to 
have such licenses made royalty-free under all Bell System patents of the United 
States (other than patents of the Teletypesetter Corp.) issued prior to the date of 
the judgment, we are willing to do this by amending the exising agreement be- 
tween us as provided below without requesting any licenses under your patents 
in connection with such treatment.” 

This offer, I emphasize, may make a real difference to patent licensees. For 
some 504 of Western’s 722 existing licensees may roughly be termed “small 
business concerns’—that is, concerns with less than 500 employees. 

Though the same offer is available to smaller concerns’ larger competitors, any 
lag in competitive pressure for downward prices should give smaller concerns, 
sometimes short of capital, added resources, at least temporarily, for expansion 
research. 

Even if a temporary advantage, it may be proportionately a large advantage. 
Beyond that, smaller concerns having license agreements with Western may 
secure added advantage in instances where larger competitors are bound by 
agreements with RCA to pay royalties on patents like those which smaller 
businesses secure from Western royalty-free. 

Thus, freedom from the burden of paying patent royalties might in some of 
these instances spell a significant competitive advantage. 

Let me interpose here to give you a hypothetical case, to show you what it 
means. 

In a truly competitive industry, such as the manufacture of radio sets, for 
example, if you have 1 company which controls all essential patents, even 
though that company charges but 114 percent as a reasonably royalty on the total 
price of the chassis, less certain exceptions, and itself need not pay 1% except 
from one pocket to the other of its corporate organization, it in truth has a 3 per- 
cent advantage over every one of its competitors, and that 3 percent advantage 
may in many instances be the difference between success and failure in a highly 
competitive industry. 

Second, beyond competitive advantage to Western’s existing licensees, Western 
has received some 152 requests for .and inquiries regarding, available patents 
from potential new licensees. I repeat, that is in this very short period of 
2 months. 

Of these 152 requests, some 92, according to Western, can properly be termed 
“expressions of definite interest.” 

We didn’t want to get a list of companies that just wrote in for fun, that 
might have read something in the paper about the decree and had a casual 
interest : and, therefore, we asked them to cut down that 152 to what was really 
a real interest, from a business standpoint, in such patents. 

And, of these 92 “expressions of definite interest,” some 54 came from small 
business, that is, concerns with less than 500 employees. 

As the judgment’s provisions become more well known, this number of poten- 
tial new licensees may well increase. With this in mind, the patent royalty-free 
judgment provisions promise to spur new business. 
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Third, the judgment’s royalty-free provisions spell real savings to the United 
States Government. In 1954, for example, we are informed that Western’s 
licensees paid some $2 mililon in royalties to Western on products manufactured 
under Government contract. 

To the extent this $2 million in lower patent costs are reflected in lower end- 
product prices—and, if we believe in competition, it should be—the Government 
should ultimately save. 

Beyond that, for the first time, under any patent, the Government, because of 
the Western judgment, now takes steps to secure a single license—and that is 
already in process of operation—a single license on behalf of the Government as 
a whole, rather than individual departments under Western’s patents. 

Saved here, then, is the expense of each Government agency’s negotiating sep- 
arately with Western. 

Fourth, certain States and municipal bodies may be aided. Thus, a letter from 
the city attorney of Los Angeles indicates that, to his view, the judgment should 
be of real help to him. The practice of the city of Los Angeles, for example, is 
for the city attorney, on behalf of telephone users, to intervene in State regulatory 
commission hearings affecting telephone operations and rate fixing. 

After surveying the judgment’s various provisions as they affect his responsi- 
bilities, the city attorney concluded : 

“It is the opinion of this office that the conclusion of this action by such judg- 
ment is a major accomplishment in furthering the purposes of the Sherman Act, 
and that you and your staff are indeed to be congratulated upon this result.” 

For the record, I submit a copy of that letter, knowing of the chairman’s in- 
terest in anything that comes from Los Angeles. 

Mr. RoosEvELtT. Without objection, it will be entered in the record. 

(The letter referred to is as follows: ) 

Los ANGELES, CALIP. 
Re SNB: WDK 60—-9-96-7. 
STANLEY N. BARNES, 
Assistant Attorney General, 
intitrust Division, Department of Justice, 
Washington, D. C. 

DEAR JUDGE BARNES: Thank you very much for your letter of February 17 
and for the copies of the consent decree against Western Electric Co. and Ameri- 
can Telephone & Telegraph Co. 

While the Bell Cos. may urge the contrary, it appears to this office that under 
this judgment the Bell operating companies may not properly lease private com- 
munications facilities to a State or agree to maintain such facilities, and that it 
would probably be equally inappropriate for a Bell operating company to lease 
private communications facilities to any governmental entity other than the 
United States or an agency of the United States, or agree to maintain such 
facilities, since the charges for such services could hardly be claimed to be subject 
to regulation as the term “regulation” is used in the judgment. 

Furthermore, it seems unlikely that there will be many instances in which a 
State public utilities commission will undertake to extend its regulation to the 
rendition of services of this character, merely because they are proposed to be 
rendered by a telephone common carrier, since the rendition of similar services 
by others who in no sense are common carriers or otherwise subject to regulation 
would continue to be available on a competitive basis. 

Except where the United States is a contracting party in any instance, then, it 
would seem that the Bell operating companies will be effectively precluded under 
this jdgment from engaging in lease-maintenance transactions involving private 
communications systems and thus that their operations generally will be restricted 
to those which are appropriate to the business of a regulated common carrier. 

It is the view of this office that such is in the public interest, and it is completely 
clear that the other provisions of the judgment, such as those which relate to 
patents and licenses, are very much in the public interest. 

It is the opinion of this office that the conclusion of this action by such judgment 
is a major accomplishment in furthering the purposes of the Sherman Act, and 
that you and your staff are indeed to be congratulated upon this result. 

Yours very truly, 
ROGER ARNEBERGH, 
City Attorney. 
By ALAN G. CAMPBELL, 
Assistant City Attorney. 
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Mr. BaRNEs. Finally, some half dozen concerns have already contacted the 
Antitrust Division indicating an interest in entering the business of furnishing 
private communications systems. 

Prior to the judgment, the Bell operating companies had furnished many of 
the private communications systems used by industrial concerns, city police de- 
partments, and various State agencies. 

By the terms of the judgment, the Bell operating companies must stop fur- 
nishing such facilities where rates charged are not subject to regulation by 
State commissions. On the basis of inquiries thus far, it would appear likely 
that several new concerns will enter this field. 

Thus, the short period of 2 months gives ample evidence of what may con- 
fidently be looked for in the future. 

Mr. Rooseve_t. Thank you for your statement, Judge. 

First, may I say that, of course, the primary interest of the committee relates 
to the very obvious interest of small business—as you_brought it out in your 
statement—in consent decrees and, in particular, the committee has had a con- 
siderable number of letters and correspondence from small-business concerns 
in relation to their fears coneerning the A. T, &. T consent decree. 

Our interest stems from that: and if we emphasize that, it is because that 
seems to bea very excellent case in point. 

In looking over yesterday's testimony, I notice that you testified, if I am cor- 
rect, that in your opinion no consent decree should be filed in the case we were 
discussing yesterday, the banana case, which did not provide for divestiture. 

Also, as I read it, did you come to this conclusion within your own discretion 
as Chief of the Antitrust Division, or is that a policy or under instructions 
from the Attorney General himself? In other words, is this a personal policy, 
or is this a policy of the Department of Justice, as such? 

Mr. Barnes. I was speaking yesterday as to my own personal conclusion. 
Obviously, any conclusion that I come to, or any successor comes to, is subject 
to the direction and control of the Attorney General of the United States. But 
I can assure you that in the operations that I have conducted under the At- 
torney General, he has been well informed at all times of what has been going on. 

Mr. Rooseve.tt. However, there has been no pronouncement by the Department, 
as such, that this will be required in any consent decree? 

Mr. Barnes. There has not been, and I don’t think there could very well be 
Future circumstances may always change a situation. 

Mr. Rooseve.t. In the A. T. & T. case, in contrast to that and to your state- 
ment, it provides for no divestiture or divorcement between A. T. & T. and 
the Western Electric: I think that is a correct statement, is it not? 

Mr. Barnes. That is correct. 

Mr. Roosevett. My question then would be, in this case, were you under in 
structions from the Attorney General, in negotiating the consent decree, as to 
whether there could or could not be divestiture or divorcement provisions, or was 
the consent decree negotiated by you under your own discretion and judgment as 
head of the Antitrust Division? 

Mr. Barnes. Well, in the first place, there are some divestiture provisions in 
the decree. In the second place—— 

Mr. Roosevetr. Not, however, as between—— 

Mr. BARNEs. Not in its primary emphasis, no. 

In the second place, the Attorney General has given me no instructions on any 
case as to what result to come to. I have come to my own conclusions and sub 
mitted the matters to him: and that has been true from the first time that I have 
been there, up to the present. 

I might say that to my great personal satisfaction, the Attorney General has 
vigorously supported my conclusions in each instance. We have never had any 
disagreement over what should be done in the enforcement of the antitrust laws. 

Mr. Roosevett. And there was no request along that line in this particular 
case? 

Mr. BARNES. There has been no request in this case, or any other case. 

Mr. Roosevecr. All right. sir. 

I noted with some interest your statement on page 9 that the heart of this 
decree, I think the words are, “Finally, at the heart of the complaint was the 
charge” of the Bell System's strong patent position. But I have read over very 
carefully the January 14 release by the Department of Justice, and I could find 
little or no reference to it at that time. 
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I wondered why it suddenly became so important, the heart of the case, when 
it was not important enough to even mention it on the 14th of January. 

Mr. BARNEs. You mean when the complaint was filed ? 

Mr. RoosEve_T. I mean January 14 of 1949. 

Mr. BARNES. I am sorry; I can’t tell you anything about that, because I was 
not here then, Mr. Chairman. 

There are many stories told about the filing of this case, but I don’t think that 
I should get into some of the gossip and hearsay which came to my ears about 
the timing of the case. We tried to treat it as a case which was to enforce the 
antitrust laws, and we tried to work it out that way. 

Mr. RoosEvELT. We will come back to the patents in a minute. I have a num- 
ber of questions leading into the establishment of certain things for our record. 

Mr. BARNES. Before we leave that, may I say, Mr. Chairman, I think that, so 
far as I know—I may not be correct in this, but I think I am correct—up to 
1949, I think I am correct, there had never been, and certainly there had been 
very few, cases wherein there had been requirements in any decree that patentees 
should be licensed on a royalty-free basis. That is a comparatively recent de- 
velopment in antitrust law, and is still an arguable point. 

For example, that is one of the few points that Professor Oppenheim, who was 
cochairman of the Attorney General's Committee To Study the Antitrust Law, 
and myself disagreed violently about. He felt there was a sanctity of patents so 
they should never be licensed royalty free under any antitrust decree. I felt it 
Was Do more a deprivation of property than the requirement of the payment of 
cash, and under the fruits-of-violation theory it should be treated as any other 
property of a defendant in seeking to right the wrong which theoretically has 
been done, either under the consent decree or under the judgment. 

But it is a very touchy issue, and you will find many patient men who believe 
that patents are so constitutionally protected, as they are, as a legal monopoly, 
that the Antitrust Division should leave them alone. 

Mr. RooseEve._t. The complaint in the A. T. & T. case, I believe, was filed by 
the Antitrust Division in 1949, January 14, I think, as I just mentioned. 

It is correct, is it not—that the complaint charged that Western Electric Co. 
and the American Telephone & Telegraph Co. were conspiring to monopolize the 
manufacture, distribution, and sale of telephones, telephone apparatus, equip- 
ment, materials, and supplies? 

Mr. Barnes. That sounds as though you were quoting from the complaint, Mr. 
Chairman. 

Mr. Rooseve tt. I paraphrased it as closely as possible. 

Mr. BaRNEs. Yes. 

Mr. Roosevetr. And is it true that the FCC investigation resulted in a com- 
prehensive report in 1939 containing finds and recommendations in great detail? 

Mr. Barnes. It did, and that is the report to which I referred in my opening 
statement, to show you that the prime matter that they considered of importance 
there was accomplished in this decree. 

Mr. Roosevett. May we have that report for the inspection ? 

Mr. Barnes. Yes, we will be glad to submit it to you. 

Mr. Roosevett. Thank you, sir. 

Now, Western Electric is a private manufacturing concern, is it not? In other 
words, A. T. & T. owns virtually all of the stock of Western Electric. 

Mr. Barnes. Yes, I believe it owns all but a fraction. 

Mr. Rooseve_t. And it manufactures and sells more than 90 percent of all 
telephones, telephone apparatus and equipment sold in the United States. Is 
that correct? 

Mr. Barnes. I believe that is what the complaint charged. I am not sure that 
figure still exists, but it is roughly, it is in the eighties, at least. 

Mr. RooseEveE.t. It is also true, is it not, that a substantial part of the remaining 
10 or 15 percent of the telephones and telephone equipment manufactured and 
sold in the United States is produced under the direct control of Western Electric? 

Mr. Barnes. I don’t think that is correct, no, sir. I think that there are com- 
petitors in the manufacture of that equipment. In fact, I know there are. I 
don't know the figures. 

Mr. Rooseve_t. Have you any idea roughly what percentage would be sold 
outside of the direct control of Western Electric ? 

Mr. Barnes. No, but we can supply it for the record. 

You see, my recollection of this is, and I will have to confer with my associates 
from time to time to get specific, but my recollection of the matter is that almost 
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all telephone equipment sold to all companies not controlled by A. T. & T., not 
part of the Bell System, is equipment that is not manufactured by Western, but 
by independents. 

Mr. Rooseve_t. Again, as we will come to it in a few moments, that is a very 
small part of the total volume of the business. 

Mr. Barnes. Of the total, it is. But it is something that cannot be overlooked. 
The growth of General Telephone in the last several years has been one of the 
phenomenal stories in American business. General is not controlled by American 
Telephone Co., as I understand it. 

Mr. Rooseve_t. Assuming that that is so, it still, however, from a percentage 
point of view, is a very small part. 

Mr. BARNES. No question about that. 

Mr. Roosevectr. Therefore, assuming that it is not too much of an exaggeration 
to say that Western Electric is almost a complete monopoly in this field, going 
on to net revenues, I understand, if I read the complaint correctly, that net 
revenues of Western Electric are about a billion and a half a year, roughly. 

Mr. BarNegs. I think the figures probably refer to gross business; do they not? 

Mr. Roosevect. I will just check that. It is paragraph 47 of the complaint, if 
you have it. 

Mr. ARNOLD. The complaint reads: 

“As of December 31, 1947, Western Electric had assets totaling $771 million 
and net operating revenues for the same year totaling approximately $1 billion.” 

Mr. RoosEvVELT. Net operating revenues, I think, would be a more correct way 
of stating it. 

Mr. BARNES. No question, that is the allegation in the complaint. 

Mr. RooseEvect. Is it not a fact that A. T. & T. owns and operates approxi- 
mately 98 percent of the facilities used in the rendition of long-distance telephone 
service in the United States? 

Mr. BaRNEs. I am not certain of the exact amount, but I have no doubt that 
it closely approaches that, practically a hundred percent monopoly on the long 
lines. 

Mr. RooseEve tr. Is it correct that A. T. & T. owns and controls operating tele- 
phone companies which furnish approximately 85 percent of all local telephone 
service in the United States? 

Mr. BaARNEs. I would think that was a proper figure. 

Mr. RooseEvE.LT. Is it not true, then, that A. T. & T. requires its operating com- 
panies, as well as its long-lines department, to buy virtually all their telephone 
equipment from Western Electric? 

Mr. BaRNEs. That is correct. 

Mr. Roosevecr. Is it or is it not correct that the chief reason for filing the ac- 
tion was to break up the Western Electric monopoly in the manufacture and 
sale of telephone equipment, and restore competition in this field? 

Mr. Barnes. The purpose certainly was to restore competition. The charge 
was that it should be broken up. As to whether that was the principal purpose 
or not, I don’t know. I didn’t file it. 

Time changes. This was filed in 1949. The decision of Smythe v. United 
States was a couple of years before that, I forget the exact date now, but it takes 
a good many years for the effect of those decisions to filter down. 

At the time this suit was filed, there were repeated statements by State regu- 
latory bodies that they could not get to the guts of the matter here because they 
couldn't (a) find out, or (b) control, the charges that were made by Western 
Electric to the operating companies, because Western Electric was not subject 
to the regulatory bodies. 

Now that situation, in the opinion of the State regulatory bodies and of the 
bodies that have to do with the long-line regulation, has changed, and they 
believe that they do have adequate regulatory power. 

Mr. RoosevetT. Now, Judge, in the original statement of the reasons for 
filing the suit back in 1949, which I arm sure you knew about and were cognizant 
of, the statement was made that the suit does not seek to interfere with the 
American Telephone & Telegraph Co. except to separate it from Western 
Electric. 

Now, had you decided that was not, when you went ahead with the prosecu- 
tion of the case, an important part of this proceeding ? 

Mr. BARNES. We decided in the course of our negotiations that we could 
not get it; therefore, we agreed to not get it. 

Mr. RoosevE_t. You mean you could not win it in court? 
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Mr. BARNES. That is right. 

You know, this is a very complicated situation. It is complicated by many, 
many factors, not the least of which is the vast amount of business which is 
done by Western Electric for the United States Government, and it is—— 

Mr. RooseEvELT. Could it still not do that business with the Government with- 
out being owned by A. T. & T.? 

Mr. Barnes. That was one of the questions in which various representatives 
of the United States Government took the position that it could not. 

In other words, you have got a situation where you have got research half- 
way between manufacture and operations, and so tied up, according to certain 
allegations, that from a practical standpoint they have to be together. 

Now, I am not buying that. I am just saying that is an argument which has 
been expressed, and very violently expressed, by people in high places in the 
Government. 

Mr. RoosEve.tr. I am glad you are not buying it, Judge, because I would 
find it hard to buy, too. 

Would you care to say whether the Department of Defense felt that this was 
a necessary thing? 

Mr. Barnes. No. The responsibility for this consent judgment rests solely 
in the Department of Justice, and solely in the Antitrust Division, of which 
I am head. 

Mr. RoosEvELT. I am a little curious, then, to know why, if you did not buy 
it, why you thought it was necessary to follow it. 

Mr. Bagnes. As I stated, the only reason why we did not attempt to get a 
complete divorcement of Western Electric and the A. T. & T. is that we became 
convinced we could not obtain it by a court action. 

Mr. RoosevectT. All right, sir. That is within your judgment, I agree. 

To accomplish this, it is correct—in other words, if we had gone ahead with 
that original idea, in order to accomplish it, it is correct that the complaint 
sought to have Western Electric separated completely from A. T. & T., how- 
ever, in the initial complaint; isn’t that so? 

Mr. BARNES. No question about that. 

Mr. RoosevE.r. And, of course, this would be done by A. T. & T. selling its 
entire stock ownership of Western Electric, which the complaint asked for. 

Mr. BARNEs. Yes. 

Mr. Roosevetr. Did not the complaint seek an order requiring the dissolution 
of Western Electric into three competing manufacturing concerns? 

Mr. BARNES. Yes, sir; that was the suggestion. 

Mr. Rooseve.tT. Did you decide that was not feasible? 

Mr. Barnes. Yes, sir. We went into months of negotiation and discussion as 
to whether or not this would be feasible. 

Mr. RooseEveLtT. Could you give me a brief summary as to why that was not 
feasible, or is it impossible to give it? 

Mr. BaRNEs. I think it is impossible. I think we would be here for—I mean, 
we have had documents by the carload, practically, from various interested Gov 
ernment and non-Government agencies. 

We think we have to get right back to the fundamental question: Could we 
have gotten it had we gone to trial? We came to the conclusion we could not, 
and that is why we settled it. 

Mr. Rooseve.r. Did not the complaint seek to require Western Electric to 
sell its 50 percent stock interest in the Bell Telephone Laboratories to A. T. & T.? 

Mr. BARNES. That is correct ; it did. 

Mr. Roosrtve_t. What happened on that? 

Mr. BARNES. The same thing. 

Mr. Rooseve._r. You just felt you could not enforce it, you could not win a 
judgment on it? 

Mr. BARNES. We could not obtain it. 

Mr. RoosEve_t. And you could not negotiate it in the consent decree? 

Mr. BARNES. No, sir: we could not. 

Mr. Rooseve.tr. Does the consent decree entered last month require Western 
Electric to be split off from A. T. & T.? 

Mr. Barnes. It does not. 

Mr. Rooseve_t. Does it require A. T. & T. to dispose of any stock, any stock 
in Western Electric? 

Mr. Barnes. No, sir. 
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Mr. Roosevett. Does the decree require Western Electric to be broken up into 
three manufacturing concerns? Obviously not. 

Mr. BarRNEs. Obviously not. 

Mr. Rooseve.t. Does it require Western Electric to dispose of its stock in the 
Bell Telephone Laboratories? 

Mr. BARNES. It does not. 

Mr. RooseEvett. Is the arrangement whereby A. T. & T. requires its operating 
companies and its long-distance-lines department to purchase their equipment 
exclusively from Western Electric changed by the consent decree in any way? 

Mr. BaRNeEs. Our conclusion was that there was no requirement on the part of 
A. T. & T. that its controlled companies buy their equipment exclusively from 
Western Electric. 

Mr. RoosEvELT. Even though it is alleged in the complaint? 

Mr. BaRNEs. Right. 

Mr. Roosevetr. Let me get this completely straight in my mind. You decided 
that one of the complaints alleged in this complaint was untrue, I mean allegation 
alleged in the complaint was untrue? 

Mr. Barnes. As of the date of our negotiations. I am not saying that it might 
not have been true at the time the complaint was filed. You will remember this 
is somewhat later, 1956, and that was 1949. That is a 7-year period, and there 
are a lot of changes which have taken place. 

You know, Mr. Chairman, around our division we frequently say that the best 
law enforcement takes place between the time that the suit is filed against the 
defendant and the time that it is tried or a consent decree is obtained. 

Mr. RooseEve_t. But, Judge, you just pointed out a little while ago that some- 
times the judiciary holds something moot which is true, which might have been 
changed temporarily because of a certain circumstance, 

Mr. BaRNEs. That is right. 

Mr. RoosEveLt. Let me rephrase the question: Is there anything in the con- 
sent decree which would prevent—if it was true at the time the complaint was 
filed—A. T. & T. going back to the practice which was complained of? 

Mr. BarRNeEs. Yes. If not directly, there is, however, the accounting provision 
which may enable, and should enable, the regulatory bodies to determine whether 
ur not a false, fictitious, or an accurate price was paid for the equipment sold by 
Western Electric. 

Now, somebody else can supply or offer to supply a part at a lower price. All 
the regulatory body has to do is to disallow the difference between the substitute 

art at a lower price and the amount paid to Western Electric, or offered by 
Western Electric. 

In other words, there is a practical means of seeing to it that there is not any 
fictitious market maintained. 

Mr. Roosevett. Mr. Arnold would like to ask a question. 

Mr. ARNOLD. Judge Barnes, isn’t it true the accounting provisions have nothing 
to do with the original allegation in the Government’s complaint, which was an 
exclusive-dealing allegation between Western Electric and A. T. & T., so the 
accounting provisions could not afford any remedy for the original allegations 
alleged in the complaint? 

Mr. BaRNEs. Well, unless you presume that there can be no effect. I point 
out that if this accounting provision is given effect and is properly exercised 
by those in authority, it can avoid the possibility of this controlled market by 
Western Electric being the only ones to buy from. 

Mr. ARNOLD. But it also excludes all new competition in the field, which you 
were talking about previously in your statement, that this decree did a great 
job for new business in the field. 

Mr. BaRNEs. Excludes what competition? It does not exclude new com- 
petition. 

Mr. ARNOLD. Let me ask you this: As of now, does A. T. & T. buy all of its 
telephone equipment from Western Electric? 

Mr. Barnes. No; it does not. 

Mr. ARNOLD. Does it buy 98 or 95 percent? 

Mr. Barnes. I can’t give you the percentage, but it buys a good many things 
from its—I would say that probably, in the manufactured telephone equipment, 
particularly the patented telephone equipment, it does buy a vast majority, 
probably in excess of 90 percent, from Western Electric. 

But in its nontechnical equipment, it buys—I think I can get you the 
percentage 
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We can’t give you the exact figures, percentagewise, but I can tell you this: 
We did go into the difficulty that A. T. & T. would have in attempting to 
buy its supplies outside of Western Electric, of certain of its material. 

For example, and this is just typical, which happens to stick in my mind, 
Western Electric is—I believe that is the correct corporate entity—is manu- 
facturing a certain type of product where, in the current year, it is putting 
some $4 million, if I am correct in the figures—and don’t hold me too carefully 
to this, because this is just recollection—putting approximately $4 million into 
a plant to produce a certain type of product which in 5 years will be totally 
unusable in any part of its system. 

Now, you cannot get a manufacturer to come into a business and put up a 
plant when he knows that the product is not going to have a market at the end 
of a period. 

That is an extreme example, I will grant you that. But nevertheless, that par 
ticular possibility is particularly true of this business, because it is changing all 
the time. That is just an example of one of the problems that exists. 

Mr. ARNOLD. Judge Barnes, in the California case on exclusive dealing, I be- 
lieve that exclusive-dealings contract, which affected around 22 percent of the 
trade or the market, was held to be illegal. 

Now, certainly 

Mr. BaRNEs. I think it was 10 or 15 percent ; much less than 22. 

Mr. ARNOLD. Ten or fifteen percent. So you approach illegality when you 
come near 10 or 15 percent; and I take it from your previous testimony, what you 
said just a moment ago, that there was at least 90 percent exclusive dealing 
between Western Electric and A. T. & T. at the present time. 

Mr. BARNES. I would think so. 

Mr. RoosEvELT. And the present consent decree does not effectively change 
that in any way. 

Mr. BARNEs. It does not—well, it may. Let’s putit that way. I don’t want to 
agree with your conclusion. 

Mr. RooseEveE.t. It may, through the accounting procedures that you have de- 
scribed? 

Mr. BARNEs. Yes. In other words, we must keep in mind, of course, when 
you say “dealing,” it is dealing with a subsidiary, it is not dealing with a sepa- 
rate business. That is your point. Perhaps it should be. If it was dealing with 
a separate corporation, then, of course, you get into this question of tie-in prac- 
tices. 

Would we require all General Telephone not to deal with its subsidiaries? 
You could not do it, and should not do it, in my opinion. 

Mr. RooseEvELt. Judge, is it not also true that as part of the alleged conspir- 
acy, A. T. & T. and Western Electric bought up or otherwise eliminated com- 
peting manufacturers of telephones, telephone apparatus, and supplies? 

Mr. BARNES. It is true, according to my information, both in the allegations 
of the complaint and in what they actually did. It is a matter of record. 

Mr. RoosEveLt. Does the consent decree do anything to remedy or prevent 
this in the future? 

Mr. BaRNEs. I think there is a paragraph on that—paragraph 8 of the com- 
plaint, of the judgment, rather : 

“The defendants are each enjoined and restrained from acquiring, directly or 
indirectly, any person’—and that “person” has a technical meaning including 
corporations—“engaged in the manufacture, distribution, or sale of equipment 
used in furnishing common carrier communications services, either by acquisi- 
tion of securities thereof or by acquisition of its assets.” 

Then there are certain exceptions. 

Mr. ArRNoLp. What paragraph is that, Judge? 

Mr. BaARNEs. Eight, on page 6. 

We carefully went into some of the independent suppliers to Western Elec- 
tric. If my memory is correct, the independent suppliers to Western Elec- 
tric sell some $200 million of nontechnical equipment to Western Blectric each 
year. 

Mr. ARNOLD. Judge Barnes, could I ask a question on that paragraph 8. Doesn't 
that, in effect, say they cannot do it unless it is legal? 

Mr. BaRNEs. Well, the court is going to decide that. Obviously 

Mr. ARNOLD. Isn’t the only thing that provision says is this: You can go 
ahead and do this as long as it is not illegal. So my question is: Does that 
add anything which is not already present in the existing law ? 
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Mr. BaRNEs. Well, in the first place, it adds the burden of proof in (c) that 
does not exist, in subsection (c) under 8: 

“Application to this court, upon notice to the plaintiff, for permission to ac- 
quire the securities or assets of a person engaged in such manufacture, distribu 
tion, or sale, which may be granted upon a showing that the effect of such ac- 
quisition will not be substantially to lessen competition or to tend to create a 
monopoly.” 

That places a burden on them, which is a very important factor in the trial 
of such a case. 

In other words, we cannot say, “Here, you have got to stop and stand still.” 
I think the only fair thing to do in a situation like this is not “You are penalized 
forever so you can't grow a nickel’s worth,” but “You have to satisfy a court 
that you are not lessening competition, if you do want to make that acquisition, 
and you have the burden of proving it yourself, and not the burden placed upon 
the Government of proving that it would substantially lessen competition or 
tend to create a monopoly.” That is a far stricter test than exists under the 
Sherman Act. 

Mr. ArRNoLpD. The allegation of the complaint was that competition had been 
destroyed. What does the consent decree do to restore that competition which 
was destroyed? 

Mr. Barnes. We have to get into the fundamental proposition that, rightly 
or wrongly, the Congress of the United States, and various State regulatory bodies, 
have, within their jurisdiction decided that the telephone business is a regulated 
industry, and should be so regulated. 

Now, to that extent that there is regulation, it is different than an ordinary 
business. 

Mr. Roosevect. But, Judge, Western Electric is not a regulated part of that 
industry; is it? 

Mr. Barnes. It is now, under the decision of the Supreme Court, to a certain 
extent; as far as its sales to A. T. & T. or Bell Laboratories are concerned, it 
is. 

Mr. ARNOLD. It is subject to the amount they can charge, but insofar as compe- 
tition in the manufacture of telephone equipment, that is not subject to State 
or Federal regulation under the public utility concept. 

Mr. Barnes. That is right, and the best way to promote competition is to 
assure there cannot be artificial prices, to assure there are proper methods of 
keeping your books so that you can show what the actual prices are, to give 
some third person the opportunity to supply a cheaper product. 

Mr. ARNOLD. Yes; but this allegation was that they had destroyed competition 
in the production of telephone equipment. 

Mr. BARNES. No question about it. 

Mr. ARNOLD. Then again, I would like to ask: What has the consent decree 
done to restore that competition? 

Mr. Barnes. The patent relief in itself opens wide the door to hundreds of 
small businesses to attempt to supply these companies or to supply other 
companies. 

Mr. Roosevett. Has the practice, Judge, whereby A. T. & T. standardized 
telephone apparatus and equipment selected for use in the Bell System in such 
a manner as to prevent the purchase of such equipment from any company other 
than Western Electric, has that been changed by the decree? In other words, 
you can set up specifications which only one supplier can fill, and that is one of 
the allegations, that that was being done. 

Has that been changed by the decree? 

Mr. BARNES. Only that the methods by which this particular product can be 
produced by wide open for anyone else to get into the business if they want to. 

I won't say there could ever be a complete inability on the part of any pur- 
chaser not to so define his specifications as to limit the acquisition to a certain 
product, with that certain product specifically in mind. It is frequently done. 

However, you get into the regulated industry aspects of this again, where 
your regulatory bodies have the right to go into what those specifications were, 
whether there is a false specification, tending toward delivering the business to 
a certain particular manufacturer, such as Western Electric, when there is 
substantially the same product elsewhere which could be acquired by the 
operating companies; and in that event, the regulatory body can and does dis- 
allow the price as part of the rate base, and just as soon as that is done, West- 
ern Electric is going to have to change the specification. 
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Let me say this, Mr. Chairman: I do not take the position that there can 
never be divestitute in a regulated industry. I think that is going too far. But 
I say under the peculiar circumstances of this case, we came to the conclusion 
that the best way to promote competition was what we could do in this par- 
ticular decree. 

Mr. RooseEveEtt. All right, sir. 

Now, the complaint points out that A. T. & T. and Western Electric agreed to 
eliminate all competition by foreign manufacturers of telephones and telephone 
equipment by arranging with them that Western Electric would be their exclu- 
sive agent for all sales made by them in the United States. 

Again, does the decree prohibit this, or does the same answer hold true? 

Mr. BARNES. There is a—I think the answer is “Yes,” but we will want to 
check on that. 

*aragraph 6 of the decree reads as follows—that is on page 5: 

“The defendants are each enjoined and restrained from making or performing, 
directly or indirectly, any contract or agreement with any person whereby either 
defendant or its subsidiaries will have any right in any territory to act as dis- 
tributor of any equipment manufactured or sold by such person, or whereby such 
person will have any exclusive right in any territory to act as distributor of any 
equipment manufactured or sold by either defendant or its subsidiaries: Pro- 
vided, however, That this section shall not prevent the defendants or their sub- 
sidiaries from buying any equipment for sale or lease to, or supplying any equip- 
ment to, the defendants’ associated companies or the plaintiff, or to prevent 
Westrex and its subsidiaries from acting as distributor to sound recording 
studios or outside the United States, nor shall this section be deemed to prevent 
the disposition in any channels of trade of any equipment originally acquired 
for sale to defendants’ associated companies or to the plaintiff.” 

That is a lot of language, but that is what it was supposed to cover. 

Mr. Roosevect. All right, sir. 

Does the decree enjoin any arrangement whereby A. T. & T. has given Western 
Electric the exclusive right to purchase and sell all surplus and scrap equip- 
ment of the A. T. & T. and the Bell System, which was part of the complaint, 
on page 36? 

Mr. Barnes. As a matter of fact, it permits it. 

Mr. Rooseve.r. It permits that they shall have the exclusive right? 

Mr. Barnes. It doesn’t say exclusive right, but paragraph 4, the last portion 
of it, I believe, says: “Provided, however, That this section shall not apply to 
the artificial larynx, byproducts of reclamation of scrap or equipment manufac- 
tured for the plaintiff or for plaintiff's prime or subcontractors.” 

In other words—— 

Mr. Rooseve_T. Why was that, sir? 

Mr. BarNeEs. One of the difficulties of the theory of punishment in this case 
was that anything which may increase the price or make it more expensive for 
the defendants to do business would result in an increase in price to consumers, 
if it was a legitimate expense. 

So we had to keep that in mind in all these negotiations, to give them as 
much business freedom as could be given them to enable them not to have 
increased costs which could be transmitted to the consumer; and the purpose 
of permitting them to deal in these things was to get rid of scrape, sell it. 

Mr. RoosevettT. And the elimination of competition was then deemed to be a 
manner of getting a lower price than any other one? 

Mr. BARNES. No, no; just the lower price was to be considered. In other 
words, we tried to measure every restriction and every act in the decree as to 
its ultimate effect upon the consumer. 

Mr. RooseEvELT. But basically, Judge, what you have said is that you grant 
them this exclusive right? 

Mr. Barnes, It is not exclusive. It is not exclusive. Nothing in there says 
that it is exclusive. It gives them the right to sell. If somebody offers the 
best price, then they can get it. 

Mr. ARNOLD. Does not the complaint seek to enjoin that practice? 

Certainly, there is no injunction or no injunctive provision in the consent 
decree. 

Mr. Barnes. It seeks to enjoin exclusive practices. It does not seek to enjoin 
all sales. 

Mr. Roosevett. That is correet. Now, is the exclusive right enjoined? Is 
the granting of an exclusive right enjoined? 
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Mr. BaRNEs. It is not specifically. It does not appear in the decree. But all 
of these questions have to be considered in the light of the statutory duty of 
the regulatory body to examine all of these transactions. And you cannot say 
the exclusive sale was to establish an artificial price. That is the weakness of 
the exclusive sale. It is the special contract. It is not open to competition. 
This opens the price to competition, and permits the regulatory body to examine 
that price and requires the operating companies in the Western Electric to keep 
books whereby those transactions can be open to scrutiny of the regulatory body. 

Mr. ARNOLD. But it does not prohibit Western Electric from buying all of 
the telephone scrap from A. T. & T., and subjects other people in the business 
to the possibility that they will be excluded from that scrap market. It may 
result in a cheaper price. 

Mr. BARNES. It isa question of who gets the best price. 

Supposing A. T. & T. says, “I will sell this to Western Electric as scrap” and 
here is proof that somebody else came in with a better price. 

Every operation of the operating companies of A. T. & T. is subject to the 
scrutiny of this regulatory body. They see here is a transaction where sale 
was made to Western Electric for X dollars and you could have gotten two if 
you had sold to somebody else. 

Mr. RoosEve.t. That leads me to this question. The complaint sought to pro- 
hibit the A. T. & T. from acquiring telephone equipment and other things by 
other competitive bidding. 

Does the decree require this competitive bidding ? 

Mr. BARNEs. It does not. 

Mr. RooseveE.t. If it does not, how will these people have the opportunity to 
present their lower price? 

Mr. Barnes. Because, if there is excessive profit, entirely apart from com- 
petitive bidding, it can be and has been disallowed by the regulatory body. 

Mr. RooseveE.t. Judge, how was the FCC or the controlling, the regulatory 
body, going to know about this if there were no competitive bids, that are re- 
quired? 

Mr. Barnes. There has to be a showing as to what the costs of Western Elec- 
tric are. They have to keep the proper books. You do not have to have a 
competitive bid to establish the real, true price or worth of an article. 

Mr. RoosEvELtT. How else would you establish it, if it was in an unusual field’? 

Mr. BARNES. By the costs of manufacturing. 

Mr. ARNOLD. That is the monopoly could be a monopoly cost. In other words, 
if Western Electric controls substantially all of the production and manufacture 
of telephone equipment, you have no yardstick. 

Mr. BarNES. You have the yardstick—— 

Mr. ARNOLD. No competitive yardstick to measure what its proper costs are. 
You, in effect, have made Western Electric a public utility. 

Mr. BaRNeEs. That is the whole purpose of the accounting system, to see that 
it is an operation that is not based upon false monopolistic prices. That is 
why your 1939 committee report said: “That is the prime matter here, to require 
Western Electric to keep proper accounts.” 

Mr. ARNOLD. Aren’t you in a degree legislating yourself? In other words, 
there is no question that Western Electric is not subject directly to public utility 
regulations. Congress has never said it should be subject to that. But the 
effect of this decree, according to your own standard, is to take an industry 
out of the free competitive economy and shove it into the public utility concept 
and to subject it to public utility regulation. 

Mr. Barnes. Far from it. This decree does no such thing. The decree relies 
upon the authority, expressed by the Supreme Court, given the regulatory bodies 
to go into those matters. 

We have not attempted in any way to change the law that was established in 
Smith v. United States. 

Mr. RooseveELt. To go on then, unless you have another question, the com- 
plaint points out that A. T. & T. and Western Electric have used their unified 
control over research, development, manufacturing, and marketing outlets, to 
delay the introduction into the Bell System of new developments in the art of 
telephonic service such as hand telephone sets et cetera. Does the complaint 
remedy this situation? 

Mr. Barnes. Certainly, it does. It does it very thoroughly in our brief, by 
reason of the fact that it opens up these patents. That is the way they con- 
trol those handsets. They have the patent on them. They would not let any- 
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body else use them. Now they have to give them free to anybody that wants 
to manufacture them. 

Mr. RoosEVELT. When we come to the patents we will examine what we think 
may be some of the problems there. 

What does the decree do about the practices whereby A. T. & T. has refused 
to purchase from manufacturers other than Western Electric even though 
equipment manufactured by such manufacturers was superior in operating 
economy, service, and initial cost? 

I judge that you have the same answer, that it goes back to the right of the 
regulatory body. 

Mr. BaRNEs. Fundamentally, yes. 

May I say, Mr. Chairman, that this is a rather unique procedure to suggest 
that the only type of decree that is satisfactory is one that follows out 100 
percent relief to the Government, not on proof but on every charge made in a 
complaint. 

Mr. Rooseve_t. But, Judge, what we are trying to find out is how much 
relief was acquired. 

Mr. BarRNEs. Let us look at the judgment. 

Mr. RoosEeve._t. And we have examined the judgment and these are the ques- 
tions which have come up which it seems to us does not protect small business. 
Therefore, we wanted to and we are getting your answers to it, and your rea- 
sons as to why you think it does. That is what, of course, the committee is 
anxious to have. 

Mr. BarNeEs. Mr. Chairman, this decree was not to secure relief for small 
business. This decree was to secure relief for all business. 

Mr. Rooseve._t. That is correct, sir; but the interest of this committee is 
aimed at small business. And as the figures which you brought out in your 
statement clearly show the interest of small business in this consent decree is 
very large. 

Mr. BARNES. Very large. And the interest of consumers is very large. 

Mr. RooseEvELT. It certainly is and we would agree. 

Mr. BaArNEs. Incidentally, Mr. Chairman, I would be extremely interested 
if you would see fit to refer to us any complaints from small business as to the 
effect of this decree. We receive complaints as to almost every decree in some 
instance, but we have been singularly free—we have had in the Department of 
Justice many complaints from small business so far as this decree is concerned. 
We ordinarily would not expect them, because it takes a good deal of time to 
sink down to the manufacturing level but if you have complaints I should be 
very glad to see them, sir. 

Mr. RoosEveELtT. We shall be very glad to confer with you about them. We 
have a considerable number, mostly in respect to, how does this change the 
situation under which they found themselves before. And they seem convinced 
that they are no better off than they were before. And we are trying here and 
now to find out how they are better off, first, so we can give them constructive 
answers, and, second, if they are not better off, to see if we cannot do some- 
thing about the situation. 

Some of these questions from here on, obviously, will have much of the same 
answer. And I only ask them to put them into the record in order that we may 
again show you the type of question which is being asked us. 

Mr. BARNES. Yes. 

Mr. ROoSEVELT. So that we may have it. 

Does the decree restore competition in the manufacture and sale of telephone 
equipment now produced and sold by Western Electric at noncompetitive prices? 

Mr. Barnes. We believe that it will make steps in that direction to the 
greatest extent possible in working out any solution of the problem. 

Mr. Rooseve.tt. Now, sir, you have properly, I think, pointed out to us the 
importance of the requirement of the consent decree regarding their accounting 
methods, and I believe it is quoted as stating that to maintain cost accounts it 
requires that Western Electric, to maintain cost accounting methods that con- 
form with such accounting principles as may be generally accepted and that 
afford a valid basis, taking into account the magnitude and complexity of the 
manufacturing operations involved, for determining the cost to Western of 
equipment sold to A. T. & T. in Bell operating companies for use by them in 
furnishing common carrier communication services. 

My first question would be: What changes will this make in Western Elec- 
tric’s present accounting methods? 
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Mr. BARNES. We do not necessarily know that it will make any, but it will 
require in language that is usual and accepted within the industry relative 
to cost accounting—it will require Western to do that which the regulatory 
bodies say they can now force the operating companies to do but which they 
have heretofore been unable to force Western Electric to do. 

Mr. RooseEve._t. However, in your examination did you find that Western 
Electric was not following those accounting procedures in the past? 

Mr. Barnes. We found that repeatedly in the past there had been complaints 
by regulatory bodies that they had not. Those complaints had occurred at 
various periods of time in the past, more than many years ago; in fact, that 
was one of the principal objections made 10, 20 years ago, to any attempt to 
find out what the costs were. The books were so complicated they could not 
figure out—an ordinary person could not figure out what they meant. 

Mr. RooseEveELT. Could an ordinary person, as the wording of the consent 
decree says, take into account the magnitude and complexity of the manufac- 
turing operations involved and come up with any clearance? 

Mr. BarRNEs. Yes. The National Regulatory Commission felt that this was the 
language that would be proper in view of the complex nature of the situation to 
give them the necessary authority to get into Western Electric’s bookkeeping. 

Mr. RoosEvELtT. Do you buy that? 

Mr. BaRNEs. Yes: I buy it. 

Mr. RooseEvett. In brief then, the Government’s position now is that since 
Western Electric must maintain cost-accounting methods of the kind described 
that this will justify and assure that Western Flectric’s price structure will be 
such that it would justify the maintaining of their monopoly position? 

Mr. BARNES. I did not say that. I wouldn’t. 

Mr. RoosEvELtT. Have you any assurance that it will prevent them from main- 
taining their monopoly position? 

Mr. BARNES. We have no assurance that any decree, either by court or consent, 
will accomplish what it hopes to. All we can do is try to do the best possible job, 
in view of the realities of the situation. 

Mr. RooseveE.ttT. Under the decree, telephone equipment sold to A. T. & T. by 
Western Electric will still be sold at noncompetitive prices, is that so? 

Mr. BARNES. It all depends on what you mean. If the regulatory bodies will 
accept a noncompetitive price, and are interested in what a competitive price is: 
yes. If they want to get into what a competitive price would be in the particular 
object, we think they now have the authority from the Supreme Court, the 
mechanics, the means to do it. 

I assume that they will. They have done it in the past. 

Mr. RoosevectT. In other words, it puts the burden of proof on the regulatory 
body? 

Mr. BaRNEs. Certainly, that is the way that Congress has seen fit to dispose 
of this very troublesome problem, that there should be regulatory bodies in the 
States. I do not say that is the best method, but we have to face the fact that 
that is why the regulatory body has been established. 

Mr. RooseEvett. Simply looking at it from a legislative point of view, the pres- 
ent law then would allow noncompetitive bidding, because we have adopted a 
system which states that the regulatory bodies can prevent it under the present 
method that Congress has approved of up to this time? 

Mr. BARNEs. Yes. 

Mr. ARNOLD. Is there any difference—as a matter of fact, of course, there is 
not under the Sherman Antitrust Act, there is no difference between a good and 
bad monopoly. 

Mr. BaRNEs. None at all, but there is a difference between a regulated industry 
and a nonregulated. 

Mr. ARNOLD. Western Electric is not a regulated industry ; is it? 

Mr. BarRNEs. It is partially regulated and has been ever since the Supreme 
Court decision. 

Mr. ARNOLD. I want to make this point, my understanding of the term “non- 
competitive price” means that there are no other people who are available to bid. 
It does not necessarily mean that the price is low or high, but it means that it is 
set by other standards than those of free competition. And the decree allows the 
setting of a noncompetitive—in other words, a non-free-competition price: is that 
correct ? 
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Mr. Barnes. { do not know whether I understand you exactly, but it seems 
to me that competition is not limited to whether or not you have an auction 
so far as prices are to be concerned in the particular transaction. 

In other words, if I can go to the person who supplies me, where there are 
no competitive bids, and find out how he arrives at that price, and find out 
that he loaded 20 percent on top of his manufacturing costs more than he 
should, and I can disallow that price, I am protected and I have a competitive 
price, whether there have been bids or not. 

That is my understanding of what constitutes a competitive bid. Competi- 
tive in relation to the ordinary costs that go into an article. 

Mr. ARNOLD. I certainly want to drop that. I am afraid I am being argu- 
mentative. I wanted to point out my definition of a noncompetitive price 
where there are no competitors. I do not believe there are competitors in the 
Western Electric situation. 

Mr. BARNES. There is no question that as a matter of theory, if there are 
no competitors, there is a sole purchaser, a sole supplier, then there cannot 
be a competitive price. I will agree with that. 

Mr. ROosEvELT. That is the heart of this case from our point of view. We 
do not see how this produces more competitors. We can see how you might 
say this is reasonable because there is not any better price, but if it does not 
produce more competitors then in practice, and not in theory, it does not solve 
the problem. 

Mr. BarNEs. Of course, I tried to point out that already it looks like there 
are going to be some competitors, in any of these patented articles come into 
production. 

Mr. RoosEveELtT. Let us come right to that. This has been a fine gesture— 
We will agree it has been a fine gesture, but it bas not gone beyond that. 

Of what value is it to an independent manufacturer of telephone equipment 
to get a telephone patent license from A. T. & T., covering such equipment, if 
that manufacturer has no opportunity whatsoever under the decree to sell 
telephone equipment to A. T. & T. or the Bell Telephone Co. unless, again, 
the regulatory body forces him to do so? 

Mr. Barnes. Of course, it will depend upon what the regulatory body does 
under the circumstances of this decree. We came to the conclusion that we 
had to assume that the regulatory body, both National and State, would obey 
the law, would do what it was presumed to do. 

Mr. RooseEvett. But the original complaint set up a different thing entirely? 

Mr. Barnes. The original complaint set up the theory it had nothing to do 
with regulatory bodies. 

Mr. ARNOLD. The regulatory body cannot tell A. T. & T. from whom they 
are going to buy their equipment, can they? 

Mr. Barnes. It can be disallowing all or a portion of the purchase price. 
Any time that A. T. & T., or I take it you mean the operating companies, makes 
a purchase from Western Electric, when it could have done a better job some- 
where else, and that is disallowed, that is the best lesson in the world that you 
can give to the operating companies, that they cannot continue to purchase from 
A. T. & T., or from Western Electric. 

Mr. ARNOLD. Does it really mean that Western Electric has to lower its price— 
that is all it means? 

Mr. Barnes. Sure, I think it would. 

Mr. ARNOLD. It does not mean a new competitor can come in and sell to 
A a 

Mr. BARNES. It may or may not. I donot know. As long as you have Western 
Electric granting these patents, requiring Western Electric to justify its acquisi- 
tion, this vast amount of nontechnical equipment, you certainly will have some 
safeguards. It may not be perfect, but you certainly have some safeguards to 
protect the ultimate price that will be charged to the consumer. 

Mr. Roosevett. Did not the regulatory bodies have that power originally? 

Mr. BARNES. They did not have it. 

Mr. RoosEveLt. What new powers are given to them by this decree? 

Mr. BARNES. None, except this right to get into the Western Blectric cost 
accounting. 

Mr. Rooseve.Ltr. So they had the power that you are talking about before. You 
give them no new power, but you have told them that they have the power now 
to lower the price that they will agree that Western Electric can charge, and 
that is as far as the decree improves the situation? 
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Mr. BARNEs. No. 

Mr. Rooseve.ct. If it goes that far. 

Mr. Barnes. In the first place, we cannot give the regulatory body any power. 
We can only add certain things to their equipment which we have tried to do 
in this particular case. 

Mr. RooseEvett. Right. 

Mr. Barnes. But it was the Supreme Court that gave the regulatory bodies 
the power to get into Western Electric prices. 

Mr. Roosevect. All right, sir. Let us go on. What does the decree do about 
A. T. & T.’s practice of refusing to permit independent telephone manufacturers 
to deal directly with the Bell operating companies? 

Mr. BARNEs. Repeat the question. 

(Question read.) 

Mr. Barnes. We know of no such practices as of the time we entered into 
the decree. 

Mr. Roosevect. Is that not part of the complaint, on page 34? 

Mr. Barnes. I assume that it was, sir, if you are reading it. 

Mr. RooseEve.LtT. I have read it. 

Mr. BaRNeEs. Yes. I have no doubt. 

Mr. RoosEvELT. But you could not find in the files of the Department of Justice 
anything to back up that complaint? 

Mr. Barnes. That is correct. 

Mr. RooseEve ct. Is it not true that the decree prevents Western Electric from 
exercising any incentive to move into other fields where it has greater com- 
petence? 

Let me ask the next question in conjunction with this one. 

Is not the situation which results from the decree something like this, Western 
Electric, which is engaged in research and manufacturing of great scope which 
would be able to move into field dominated respectfully by RCA and GE, is now 
being told by the Government that it must not exert itself in those directions? 

Mr. Barnes. It is my understanding that if A. T. & T. and the operating com- 
panies and Bell laboratories, and Western Electric, desire to take advantage, 
if it is an advantage, of the regulatory area and to conduct their business subject 
to the regulations that may exist, it was our belief that they should be solely 
within that regulatory area, if they want to. There are some exceptions. I 
point out on page 4, paragraph 4 (b): 

“After 3 years from the date of this final judgment the defendant, Western, is 
enjoined and restrained from engaging, either directly or indirectly, in any busi- 
ness not of a character or type engaged in by Western or its subsidiaries for 
companies of the Bell System, other than, (1) businesses which defendant, 
A. T. & T., may engage under section V hereof, (2) businesses in which Western 
is required to engage under this final judgment’’—because it is required to main- 
tain the facilities for the United States Government “and (3), any business 
engaged in for the plaintiff or any agency thereof.” 

The greatest area of complaints that we had was from these people who 
wanted to get into business, private communication business, and said, ‘Well, 
here, here you have these defendants who claim they are regulatory bodies; that 
is, they are subject to regulation and nevertheless get in a nonregulated area, 
and are using their disparity of economic power to eliminate us from these, to 
them, small areas, which to us are our very lifeblood.” 

In order to attempt to aid these smaller businesses, particularly in this com- 
munication field, in that particular area, we drew this particular restriction, 
subject to the exceptions that are stated therein. 

Mr. ARNOLD. Were these complaints against the A. T. & T. or against Western 
Electric? 

Mr. BaRNEs. Both, because A. T. & T. has had some operations in that field. 

Mr. ARNOLD. Western Electric is not a regulated industry ? 

Mr. BaRNes. It is a partly regulated industry, under the decision of the 
Supreme Court. We have argued that 2 or 3 times. 

Mr. ARNOLD. I, perhaps, have a mental block on it. 

Mr. BARNES. I respect your position that you want to take the position that it 
is not, but we take the position that it is partially regulated to the extent of 
the Supreme Court decision. 

Mr. RoosEvELT. However, the effective result of that paragraph is to confirm 
the RCA and GE, in their fields without potential competition from Western 
Electric; is that not so? 
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Mr. BaRNES. No. In the first place, you have to consider the situation. A. T. 
& T. was one of the participants in the RCA transaction, whereby they trans- 
ferred all of their patent rights to RCA. They were not doing the business 
themselves. And they still have the right to maintain their Bell laboratories. 

If they are going to be regulated it was our belief they should be regulated. 
If they were not going to be regulated, then they should not combine the two. 
We tried to draw that line. 

Mr. RoosEVELT. All right, sir. Also, as relating to A. T. & T., I am sure you 
are familiar with the fact that on September 23, 1955, A. T. & T. filed a package 
tariff with the FCC, seeking discount rates for a combination of voice and record 
communication channels in the leased-wire field. 

The question is, you are familiar with that, are you? 

Mr. BarNEs. I am not familiar with that, sir; I am sorry to say. 

Mr. RoosEVELT. Has it been brought to your attention that Western Union has 
claimed that this package tariff constitutes a tie-in of two separate services 
which would eliminate Western Union from the leased-wire record field? 

Mr. Barnes. I know that. Let me check on that. We knew that there was 
some concern on the part of Western Union as to whether or not it could continue 
to lease wires from A. T. & T., because A. T. & T. was again, according to 
Western Union's charge, attempting to eliminate it from its use of leased wires. 

For that reason, in order to protect the comparatively smaller business of 
Western Union, as far as A. T. & T. is concerned, we put in on page 17, under 
our retention-of-jurisdiction clause : 

“Jurisdiction is further retained * * * for orders under this final judgment: 
Requiring that A. T. & T. shall, and shall cause its subsidiaries to, continue to 
lease to common carriers engaged in the message telegram business’—you are 
talking there about Western Union, practically nobody else—‘“on reasonable 
terms, circuits required by such carriers for use in their business, to the extent 
that such circuits shall be reasonably available without further construction.” 

Mr. Rooseve._t. So then the Western Union claim that since A. T. & T. has a 
complete monopoly in the leased wire voice communications field, if it were 
allowed to offer a volume rate or the combination basis, it would drive Western 
Union out of the leased wire record field and thus obtain a monopoly in that 
field as well as its other monopolies? 

Mr. BarNEs. I do not know. I have not heard that charge, because there are 
certain wires that Western Union has itself. I do not know what the monopoly 
position was. 

We felt that there was sufficient justification for Western Union capability of 
being hurt unless we put that exception in there, that we did put in, in order to 
prevent A. T. & T. from eliminating its facilities as a service to Western Union. 

Mr. RooseEvett. Under that clause, has the Department taken any action to 
preserve the position of Western Union as a competitor in that field? 

Mr. BarRNEs. Not as yet. 

Mr. Rooseve_t. As to patents, I understand that under the decree the patents 
of the defendants—which are covered within the 1932 cross-licensing arrange- 
ments between the Bell System companies, GE, RCA, and Westinghouse—are 
required to be licensed royalty free to all other applicants. That is correct; is 
itnot? One of the things—— 

Mr. Barnes. That is my understanding. 

Mr. Rooseve_tr. That we look at as an achievement. 

It is correct, is it not, that the 1932 cross-licensing agreements were pursuant 
to a 1932 consent decree entered into by the Department of Justice, RCA, 
A. T. & T., Bell Laboratories, Western Electric, GE, and Westinghouse? 

Mr. BarNes. There is no question that there was a previous 1932 decree. There 
is no question that there was this so-called B-2 agreement. The exact relation- 
ship between the decree and the agreement is the subject of litigation at the 
present time, and has been the subject of considerable litigation, as Mr. Arnold 
well knows. 

Mr. Rooseve.t. The patents of A. T. & T. and Western, I take it, are 8,600 
in number, roughly? 

Mr. BARNES. Yes; that is correct. 

Mr. Rooseve.t. I presume that number was determined by you—I do not 
know how you did determine it. How did you determine it? 

Mr. Barnes. We accepted their word for it, primarily; and, secondarily, re- 
quired them to furnish us by number the patents involved, 8,600 roughly in 
number. 
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Mr. Roosevett. Did you also accept their word as to the determination of 
the significance of these patents? 

Mr. BARNEs. I do not get your question—‘determination of significance.” 

Mr. RooseEve.t. As to the importance of any number or of the 8,600 patents. 

In other words, was any study made, Judge, of the significance of the patents 
by the Department? 

Mr. BarNEs. Yes. We knew of the significance. We are right in the middle 
of considerable litigation relative to the value of patents. I quoted what the 
president of RCA said about this transistor patent which is probably or has 
been described as the most important patent in the telecommunications and elec- 
tronic industry since they first invented the tube that is the basis. 

Mr. Roosevett. I am aware that they think that is the most important patent. 

Mr. BARNES. Yes. 

Mr. RoosEvELT. However, what study has the Department of Justice made, 
or has it made a study? And if it has made a study, may we have a copy of 
it? of the importance of the 8,600 patents. 

Mr. Barnes. We have been in litigation and in certain phases of negotiation 
on cases on file with regard to many patents and, particularly, patents in the 
electronic industry. We have individuals in the Department of Justice whom 
we consider experts in the patent field. We likewise employ patent counsel. 
And as we have done with regard to certain of our pending cases, not all but 
many of the patents involved in this particular case are, as you have pointed out, 
likewise involved in the B-2 agreement, which enters into the litigation with 
RCA. 

We have a general knowledge of the value of these patents by reason of the 
fact that we are continually in touch with various manufacturers in the elec- 
tronic industry, with regard to their ability to obtain patents, with regard to 
their inability to obtain the same, and prices that they pay. 

As to the scope of the patents that are licensed, I think that you will agree 
that it is of no consequence in this particular case, whether it is large or small, 
because by reason of the terms of this consent decree, and the decision that 
A. T. & T., Bell Laboratories, had to make, as a result of agreeing to it, they, 
have, it is my information, opened up all of their patents without restriction. 

Mr. Roosevett. Some of them, however, remain subject to compulsory license 
at a reasonable rate royalties; is that not correct? 

Mr. Barnes. No existing patents, it is my understanding, are so subject. All 
future patents may be. 

Mr. Roosevett. Under the decree, which ones in the Bell System, if any, 
are subject to compulsory licenses at reasonable rate royalties? 

Mr. BARNES. None. 

Mr. Roosevect. Is it not true that prior to the filing of the complaint in 
1949, the Bell System companies published a new patent-licensing policy which 
would license anyone for any purpose at a reasonable royalty rate? 

Mr. Barnes. I believe that is correct. 

Mr. RooseEvett. I think it was published in the Patent Gazette of 1949 and 
in the years following, if I am correctly informed. 

Mr. Barnes. That is one of their arguments. They said, “Why should there 
be any patent relief? We have always been willing to license.” 

Mr. Rooseve ct. Is it not also true that the royalty fee under this A. T. & T. 
policy to license its patents, for example, transistors, includes the furnishing 
of know-how and technical information ? 

Mr. BARNES. You mean their present policy ? 

Mr. RoosEvELtT. Yes. 

Mr. Barnes. I do not know about that. I would rather imagine it is, be- 
cause, of course, that is covered by the decree also. 

Mr. Roosevett. That is, the 1949 policy that I was referring to that was 
previously published? 

Mr. Barnes. I cannot compare the two. I do not know. 

Mr. Rooseve.t. Assuming for a moment that that is so, and I think you 
will find it is so, under the decree, it is correct, is it not, that although licensee 
does not have to pay a royalty for any of the 8,600 licenses he still will be 
charged by A. T. & T. a reasonable amount for technical information? 

Mr. Barnes. That is correct; a reasonable amount. If there is any dispute, 
go to court. 

Mr. RooseveE tt. Is there any figure—for instance, would you say that $15,000 
a year is a reasonable minimum amount as to this charge as regards the transis- 
tor patents or has any figure been— 
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Mr. BARNEs. I have no knowledge of any figure. 

Mr. RoosEveLt. And the decree does not mention it in any way? 

Mr. Barnes. I do not think that the decree could in any way set any amount. 
We have to have the elasticity of going to court. 

Mr. RoosEvELT. Counsel would like to submit on that point a memorandum 
from the record, which he will describe. 

Mr. ARNOLD. This is a memorandum relating to a conference with Mr. Bush, 
vice president emeritus of MIT, of Carnegie Institute of Washington and di- 
rector of A. T. & T. He stated that it was the general purpose of these cor- 
porations to aid growth, and referred to the fact that the transistor patents had 
been licensed at a reasonable royalty rate, and that the previous asking amount 
for $25,000 per year, was not based as a royalty rate but for the know-how that 
went with the patents. 

He stated that there had been a reduction in this, he believed, to $15,000. He 
felt that this was reasonable in view of the fact that A. T. & T. and its asso- 
ciate companies ought to have some return for the know-how and development 
that they had created. 

Were you aware that this was the position of A. T. & T.? 

Mr. BARNES. I knew that they had charged for know-how, yes. 

May I point out that that all depends upon whether you want know-how or 
not. 

Mr. ARNOLD. Does it not depend upon whether A. T. & T. wants to charge for 
know-how ? 

Mr. BARNEs. Yes; but whether that is a reasonable charge, I cannot tell you 
whether $25,000 or whether $1 is, but the court can. 

That is the only way we can protect a person. 

Mr. ROOSEVELT. Previous to this decree the A. T. & T. directly licensed its 
transistor patent at a royalty of 2 percent with a minimum payment of formerly, 
as has been shown by this memorandum of $25,000 a year and now, I believe, 
$15,000 a year, is it not true? 

Mr. BARNES. We have no exact knowledge of that, Mr. Chairman. 

Mr. RooseEve_t. Assuming then that that is so, it is possible, is it not, for 
the present charge for know-how and technical background under the consent 
decree that it might be as much as the former royalty rate fee? 

Mr. Barnes. If the court thought that it was a proper one, it would, and 
if the person wanted it. 

Mr. RooseEve_t. Now, could you explain to the subcommittee how the patent 
provisions of the decree will help restore competitive conditions in the manu- 
facture, distribution, and sale of telephone and telephone equipment which field 
is presently monopolized by Western Electric? I think in part you have indi- 
cated. 

Mr. BarNEs. I have nothing further to say, other than what is in my prepared 
statement and the discussions that have taken place. 

I think anybody that wants to manufacture a product, that can get the right 
to manufacture it for nothing, instead of paying something for it, has benefited. 
I think that the interest has been shown— 

Mr. RoosEveEtt. If he can manufacture it, Judge. However, we are still up 
against the fact he may be able to manufacture it, but because there is no re- 
quirement for a competitive bid, he may have no market for it at all. And, 
therefore, it would be a rather stupid businessman that went into production 
on any item without some assurance that he was going to get an opportunity 
to sell his product. 

Mr. BaRNEs. That assumes that is is a one purpose invention. The transistor, 
certainly, is not. 

Mr. Roosevett. But many of these are. And they certainly cannot get into 
the telephone system which would be one of the biggest markets of all. 

Mr. Barnes. As a matter of fact, I think—and I do not want to be here in 
the pose of defending the representation that was made by the defendants in 
this case to us, but they have given us example after example of where they 
have attempted to farm out some of their requirements to small businesses, to 
large businesses, to all types of business, where they had to pay more than they 
could do it themselves. 

Now, there is your question. What are you going to do? Are you going to 
have them buy hundreds of millions of dollars worth of supplies each year from 
small-business men who charge more, with the result that that being a legit- 
imate portion of the rate base, you can charge your consumer more, or are you 
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going to permit the manufacturing company, perhaps because of the disparity 
in the economic position, nevertheless produce the product which goes into the 
base rate at a lower price? 

That is one of the problems. 

Mr. Rooseve.t. Let us get back to the same proposition that the reason that 
the cost is higher is because he has never had the opportunity of getting into the 
larger market to get his prices down. And that if he had that opportunity 

Mr. Barnes. Take it down to such a thing as a wire. There is plenty of oppor- 
tunity for a person to produce a wire. And yet to produce the wire, that is used 
in this type, I forget, there would be 39 percent more cost to the consumer if 
Western Electric does not manufacture it itself. 

Mr. Roosevett. Under the present conditions, because the producer of that 
type of wire has no other place to sell it except to A. T. & T., not having been in 
that business—— 

Mr. Barnes. This relates to wire that has been sold to A. T. & T. and to others, 
all-purpose wire, but not so much as wires that have to have a certain technical 
proficiency. I do not know the engineering terms. This is a vast subject. 

You are not producing widgets, that anybody can go out and make. You get 
into very complicated processes and special-purpose processes. And it would be 
extremely easy, for example, for the Department of Justice to get very touchy 
and attempt to adopt a certain position and result in an increase in rates through- 
out the country to the telephone user. 

We do not conceive that to be the purpose of the antitrust laws to develop a 
theory to the expense of practical dollars and cents in the ultimate good to the 
consumer. We had to watch that in this case. 

Mr. RoosEvELT. We would agree to that, but we do not see why opening up 
this whole business to competitive bidding, requiring it to be opened up, would 
in any way result in such unfortunate happening as the raising of the already 
too high rates in my opinion. 

Mr. Barnes. Well, we concluded that the competitive bidding was not the 
answer to this problem. I might say that we spent, I think, at least 10 days in 
discussion of that point alone. 

Mr. RoosEvELt. Judge, I will try to close these up now, because it is getting late. 

You have been very patient and very helpful to the committee, and we appre- 
ciate it. 

Mr. Barnes. Thank you. 

Mr. RooseEvetT. Is it not a fact that with respect to the 8,600 royalty-free patents 
under the 1956 consent decree, RCA had the unrestricted right to sublicense, 
retain royalties and sue for infringement on these patents, and that RCA still 
retains these rights under the consent decree? 

Mr. Barnes. That is not correct. It does as to only a certain number, and in 
certain areas, certain business areas. 

Mr. Rooseve_t. Have you made a breakdown—is that available to the com- 
mittee, as to which numbers are in that and which are not? 

And if so, would you supply the committee with that information? 

(Information requested was not supplied.) 

Mr. Barnes. That is the principal reason why we went to royalty free across 
the board, because we could not delineate accurately between these two classes. 
That is why we got more and insisted on more than by trying to divide it. 

However, if there is any disposition on your part that that might be valuable 
to the committee, we will see what we can do. I will not say we can get it for 
you, but we will try. 

Mr. ARNOLD. So we be sure we understand the question, this refers to RCA. 

Mr. Barnes. I understand what want to know—what of these 8,600 in num- 
ber, are the agreement with RCA, subject to licensing by RCA. 

Mr. ARNOLD. That is right. Sublicensing, retaining royalties, and suing for 
infringement. 

Mr. BARNEs. Yes. 

Mr. Roosevett. As I understand it, a license under the royalty-free Bell Sys- 
tem patents as required by the decrees is not sufficient to manufacture and sell 
FM and TV commercial broadcast transmitters or receivers as based on FCC 
technical standards, without an RCA package license, and it is correct, is it not, 
that the reason why a royalty-free license is not sufficient is that the licensee 
would be infringing some of the patents in the RCA pool? 

Mr. Barnes. I have no exact knowledge of that, but I would think that is 
very likely true because in the RCA pool there are patents over and beyond 
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A. T. & T. or Bell Laboratories patents which may well be necessary before you 
can get into an open-handed, free and easy production of electronic devices. 

Mr. RooseEvELT. Right. Therefore, on the other hand, is it not a fact that 
RCA’s package license, not only will include the Bell System patents, but will 
be sufficient to enable the licensee to manufacture, operate, and sell? 

Mr. BARNEs. I assume so; otherwise he would not do any business. You must 
recognize that is one of the reasons for our present suit against RCA, to try to 
open up this package arrangement. 

Mr. RoosEvELT. But, at least, for the present then, the licensee under the 
royalty-free Bell System patents of the decree, would still need an RCA package 
license to operate? 

Mr. BARNES. It all depends on what he is manufacturing. 

Mr. RoosEvELT. In some instances? 

Mr. BARNES. In some instances. I do not know. I cannot tell you that. But 
I would assume that would be a pretty safe deduction, not because I have to 
assume that RCA in its pool does have, both from Westinghouse and GE and, 
itself, some valid patents—that is what we are fighting about—we think they 
haven't got too many, but they must have some. 

Mr. RoosEvELT. Of course, if that was true, even on a limited number of cases, 
what would happen would be that the prospective licensee would not bother with 
the royalty-free license from A. T. & T., even though it is royalty free, because 
he would still have to obtain an RCA package license. 

Mr. Barnes. Precisely; that is exactly why we sued RCA to try to open up 
that package, so that they can get specific licenses rather than the whole 
package. 

Mr. ROosEvVELT. So that is a most important thing. 

Mr. BARNES. It certainly is. 

Mr. RoosEVELT. Lastly, Judge, it would seem that from the discussion that the 
original purposes of the case, reading the complaint which, as it was expressed, 
was to break up Western Electric’s monopoly in the manufacture and sale of 
telephone equipment directly, has been pretty much abandoned and the Govern- 
ment has decided to content itself to settle for alleged patent relief or actual 
patent relief, many times in a different field, and to establish in the regulatory 
body the right to regulate Western Electric more closely by giving them a more 
definite description of a cost-accounting system. 

Mr. Barnes. Everyone is entitled to their opinion as to the words of the 
decree. 

Obviously, we think it is a proper and good decree or we would not have 
entered into it. 

There is no question that the decree, the consent decree, as it exists, embodies 
the fundamental theory that we are dealing with a portion of industry that 
is subject to regulation other than the antitrust laws. And due consideration 
was given to that in coming to our conclusion. 

Mr. Rooseve_t. And the major part then of the original complaint then was 
abandoned ? 

Mr. BaRNES. No; I would not say the major complaint was abandoned. 

Mr. Rooseve.tt. The part that referred to breaking up of Western Electric 
was abandoned? 

Mr. BARNES. Well, you know, you are asking me whether—when you say 
abandoned, I assume, Mr. Chairman, that you know that in any case no matter 
whether it is antitrust or anything else, you always ask for a lot more than you 
expect to get, and you always ask for a lot more remedies than you expect to 
get, because your bargaining position is better. Anybody with any practice of 
law knows that. I do not know where the people who filed this complaint 
would have drawn the line on the settlement. No one can tell me, because that 
is in the minds of the individuals who did it. 

I am convinced that we, in view of the circumstances as they presently exist, 
made a consent decree which is the best that can be done in view of the circum- 
stances. It isn’t perfect. 

Mr. RooseveE.Lt. Would it be unfair to say that much of its value, however, is 
dependent on a satisfactory judgment in the RCA case? 

Mr. BARNES. No, not at all. I think that to the contrary, that this consent 
judgment will be of considerable aid to us in anything that may be worked out, 
either by decree or by stipulated judgment in the RCA case. It gives us a 
better position with regard to RCA. 
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I would certainly agree with you, sir, that the entire field of electronic 
patented articles cannot be freed to universal competition until and unless 
something is done in the RCA case. 

Mr. RooseEvELtT. Judge, of course, we have discussed, as you well pointed out, 
a most complicated matter here, and one which affects many people. There 
is bound, perhaps, to be rather severe disagreement as to the value of the decree. 

Mr. BARNES. You can be assured, Mr. Chairman, that any time a case of this 
magnitude is settled—and we have settled several of them of comparable size— 
there are bound to be disagreements, as to whether or not it should or should 
not have been done. That is just one of the hazards of any prosecuting job, 
when he takes upon himself the responsibility of deciding X is a good decree in 
view of all of the circumstances. 

Mr. RoosEvett. Well, Judge, you have given the committee much to think 
about and much to study. And we are grateful to you. 

Mr. Steed, did you have any further questions that you would like to ask? 

Mr. STEED. No. 

Mr. RoosEveE.LtT. Mr. Dalmas. 

Mr. DALMAS. No questicns. 

Mr. RooseEveELT. We want to thank you very much. 

Mr. BARNES. Very happy to have been here. 

Mr. Roosevetr. It has been a long session and we wish you all kinds of 
good luck in your future good work. 

Mr. BARNES. Thank you. 

Mr. RooseEvELT. The committee will stand adjourned. 

(Whereupon, at 12: 30 p. m., the committee adjourned. ) 
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AMERICAN 
eeeeeeveeeeeeeeeeeeeeeeeeeeeeeeeeveeeeeeeeeeeeeeeeeeeaene 


TELEPHONE 


AND TELEGRAPH 


COMPANY 


EARNINGS 


REPORT 


(Includes earnings of subsidiaries only to the extent received by the Company as dividends) 


(Figures for September 1956, partly estimated) 
Operating Revenues ............... 


Operating Expenses .... 


Federal Taxes on Income........... 


Other Operating Taxes ....... 


Total Operating Expenses and Taxes. 


Net Operating Income ........... 
IE IED ov oi050 90 vn denne 


Other Income ....... 
Total Income . 


Interest Deductions ................ 
DOU: CNG a -64: ouidn cu balou ne 0% 


Dividends 


Earnings per sharet . 


BELL 








SYSTEM CONSOLIDATED 





3 Months Ended 

September 30, 1956 September 30, 1955 
$104,300,000  $ 95,901,489 
$ 72,570,000  $ 62,575,776 
11,050,000 12,492,000 
5,930,000 5,331,739 
$ 89,550,000  $ 80,399,515 
$ 14,750,000 + 15,501,974 
142,830,000 31,108,603 

10,580,000 5,371,977 
$168,160,000  $151,982,554 
15,790,000 12,746,168 
$152,370,000 — $139,236,386 
$127,050,000 $14,391,120 
$2.70 $2.74 


EARNINGS 


12 Months Ended 


$420, 630,000 
$279,250,000 
48,080,000 
23,470,000 
$350,800,000 
$ 69,830,000 
555,710,000 
_ 35,060,000 
$660,600,000 
63,160,000 
$597,440,000 
$491,300,000 
$10.94 








REPORT 


September 30, 1956 September 30, 1955 


$376,827,020 
$248,551,764 

44,245,000 
$313,118,671 
$ 63,708,349 
497,237,897 

21,739,102 





eeeeoeveeeeeeeeeeveeeeneeeeeeeeeeeeveeeeeeeeeeeeeeeeeeeeeene 


(American Telephone and Telegraph Company 
iaries) 


and its principal telephone subsid: 


Operating Revenues ............. 


Operating Expenses ............... 
Federal Taxes on Income......... 


Other Operating Taxes ...... 


Total Operating Expenses and oan 


Net Operating Income 


Other Income* 
Total Income 


Interest Deductions 


Net Income 


Applicable to Minority Sessoms 
Applicable to A.T.&T. Co. Stock 


Consolidated Earnings per sharet+.... 


tBased on average number of shares outstanding, 


3 Months Ended 


August 31, 1956 
$1,462,388, 100 


August 31, 1955 
$1,328,999,432 


12 Months Ended 


August 31, 1956 
$5,661,413,967 


August 31, 1955 


$5,123,603,591 





$ 976,074,759 


$ 885,670,234 





$3,779,481,987 





$3,445,641,356 











172,036,746 157,763,141 667,966,991 588,717,725 
116,083,468 105,193,400 446,791,623 402,690,595 
$1,264,194.973  $1,148,626,775 $4,894,240,601 $4,437,049,676 
$ 198,193,127 $ 180,372,657 $ 767,173,366 $ 686,553,915 
31,196,928 21,058,004 119,320,726 __ 85,757,540 

$ 229,390,055 $ 201,430,661 $ 886,494,092 $ 772,311,455 
36,170,051 31,723,273 142,308,440 128,309,171 

$ 193,220,004 $ 169,707,388 $ 744,185,652 $ 644,002,284 
$ 5,651,731 $ 4,922,344 $ 20, 860,495 $ 17,367,052 
187,568,273 164,785,044 723,325,157 626,635,232 
$3.35 $3.25 $13.37 $12.68 


*Inciudes proportionate interest in net earnings 


of Western Electric Company and all other subsidiaries not consolidated (partly estimated) 


A. L. STOTT, Comptroller 





BELL SYSTEM 


CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4109 


1955 1954 
| Earnings on Capital 6.8% 6.2% 
Operating Revenues 
Ht and Other Income $5,390,936,000 $4,867,897,000 
| Operating Expenses and Taxes $4,576,053,000 $4,172,642,000 
| Interest Deductions _ $131,339,000 $130,356,000 
I Net Income as $683,544,000 $564,899,000 
i A. T. & T. Shares—Average for Year 50,706,000 46,148,000 
Fi i : i Number at Year-End 54,116,000 48,162,000 
nancia Net Income per Average Share $13.10 $11.92 
Ss |i Total Retained Earnings 
ummary per Share at Year-End... ===> $19.99 $18.19 


EFFECT OF 


| 
1955 | 
| 


\\| To Pay Dividends 


1955 EARNINGS OF $13.10 PER AVERAGE SHARE 


$9.00 


To Prevent Reduction in Retained 


||} Earnings per Share as Shares Increased 
To Increase Retained Earnings per Share 


$2.18 
$1.92 


On the Larger Number of Shares at Year-End This Equalled $1.80 


. . . bringing total retained earnings per share from 
$18.19 at the end of 1954 to $19.99 at the end of 1955. 


Be SysTEM earnings improved in 1955. 
The improvement provides needed protection 
for the share owners’ investment and betters 
the financial outlook. 


Earnings of $13.10 per average share in 
1955 were $4.10 greater than the dividend 
payments of $9. As the table shows, with 
the increase of nearly six million shares dur- 
ing the year, $2.18 of this was needed to 
keep the amount of earnings retained in the 
business for each share of stock the same 
at the end of 1955 as at the end of 1954. 
Hence $11.18, or more than 85 per cent of 
earnings, was required to pay dividends 
and maintain the retained earnings protect- 
ing each share. Less than 15 per cent was 

~available to increase retained earnings per 
share. These are still quite low and needed 
strengthening in a good year like 1955 if we 
are to make prudent provision for future 
years when business conditions may be less 
favorable. 


Earnings improved with the unprece- 
dented prosperity of the nation. They re- 
flected our participation in a rapidly*expand- 
ing economy. Vigorous promotion of tele- 


phone services contributed much to our 
financial progress. 

We obtained $1,200.000,000 new capital 
to expand and improve service. Most of this 
came from the sale of convertible debentures 
and their conversion into stock. The earn- 
ings retained in the business are also im- 
portant in providing funds for construction. 
Without this money, we should have to raise 
even more capital and spread our earnings 
over an even larger number of shares, 


Operating taxes were $1,041,000,000. an 
increase of $156,000,000 over 1954. Operat- 
ing taxes equalled $19.92 per share of A. T. 
& T. stock. Federal excise taxes paid directly 
by telephone users were $435,000,000, or 
$35,000,000 less than in 1954, This decrease 
reflects the reduction in excise tax rates by 
Congress April 1, 1954. Total taxes on 
telephone service averaged $2.75 a month 
per telephone. 


A. T. & T. share owners increased 102,000 
to a total of 1,409,000. This is two and a 
half times the number of share owners in 
any other company, and the 1955 increase 
was larger than in any other company. 
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Telephones in the United States 






IN MILLIONS —eeenisennaan 60 
Pasvsa: 
Other Companies —"" = age 40 
Bell System —- 
BAF 
20 





1945 


1950 1955 


Service Summary 1955 


O. R CUSTOMERS used more telephone serv- 
ice in 1955 than ever before; in fact the in- 
crease was the biggest in years. The Bell 
System added 2,880,000 telephones, nearly 
half again as many as in 1954. Long dis- 
tance conversations went up 12 per cent. To 
meet the public’s needs we invested more 
than $1.6 billion in new and improved 
facilities. 


Bell System people made further strides 
in providing more complete and convenient 
service. Additional telephones in homes that 
already had one or more instruments in- 
creased ahout 875.000 — almost double the 
gain in 1954. These “convenience telephones” 
in bedrooms. kitchens. farm buildings and 
other locations now total nearly 4.450.000. 
Colored telephones are proving quite pop- 
ular; we installed nearly a million of them 
last year. 


Households served by individual lines in- 
creased to 10.400.000. We added another 
325,000 telephones in rural areas. bringing 
the postwar gain in these areas to 3,000,000. 


We also changed 350 more central offices 
to dial operation. Nearly 87 per cent of all 
46,200.000 Bell telephones are now dial-op- 
erated. Long distance operators dial three of 
every five calls they handle straight through 
to the distant telephone. In 65 places, com- 
pared with 25 a year ago. users themselves 
dial directly to many distant points. 


We built and are building thousands of 
miles of new long distance voiceways to 
expand and improve service. These include 
express routes bypassing large cities and 
other locations that might be critical areas 
in event of war. The network for carrying TV 
programs continued to grow. Work on the 
first transatlantic telephone cable has gon« 
well and we expect to start handling con 
versations over it late in 1956. 


Services for industry are growing rapidly. 


Bell System lines carry speech — teletype- 
writer messages electrical signals for re- 
mote control and measurement and data 


of many kinds between business machines. 
The field is enormous; we are only at the 
beginning. 


Western Electric, manufacturing unit of 
the System, greatly increased production 
Two-thirds of the equipment produced for 
the Bell companies was of new types de 
veloped since the war. Today at Bell Labo 
ratories, new switching and _ transmission 
systems of great promise are coming into 
being. Both Western and the Laboratories 
have also continued vital defense work. 


Again in flood, hurricane and other 
emergencies, Bell System men and women 
did a splendid job. And in every day’s 
work, it is always the skill and spirit of tele 
phone people that make good service. Both 
will count in the even larger undertakings 
we see ahead in 1956, 
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Report to 


the Share Owners 


OU HAVE SEEN from the foregoing pages that 1955 was a 
7. of outstanding progress for the Bell System. 

It was the year of largest telephone growth since the 
period right after the war. Telephone users had more service, 
and better service, too. 

It was also a year of financial progress. Earnings in 1955 
were a distinctly encouraging step up from the average post- 
war level. They brought about a very desirable strengthening 
of the share owner’s position. 

To help care for the great increase in the country’s tele- 
phone needs, the Bell companies made the biggest investment 
in new and improved facilities they have ever made in a 
single year. 

Employment increased, and telephone wages and working 
conditions kept pace with industry generally—as they must. 

All of these things grow from what the public asks of us, 
and how we respond. 


Service Progress 





One may ask, “Why have telephone services grown so 
rapidly?” We think there are several reasons. 
Population is increasing. There are more families, and 


more businesses also. And modern conditions of living create 


26086 O—S58S pt. 2, vol. 3 —45 
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more need to telephone. We live in spread-out cities and 
suburbs. We work in decentralized offices, factories and stores 


On the job and at home, we want to talk with each other 


Additiona 
Telephones in Homes 


IN MILLIONS 


regardless of distance 

Second, the standard of living has gone up and the rela 
tive cost of the telephone has gone down. In the last fifteen 
years telephone rates have increased much less than the rise 
in personal incomes. Our service is a better value than ever. 

Finally. the service is better, faster, more convenient and 
more pleasing. Calls go through quickly, and it is easy to 
hear and be heard. Also, the telephone is dependable. It is 
rarely out of order—on the average. only about once in five 
years. Small wonder that people rely on it and ask for it more 
than ever before 

The Bell companies felt the full force of the public’s ask 


ing in 1955, when the economy of the country generally 





moved ahead very fast. In a year’s time they added 2,880,000 


telephones. They also handled the second largest increase in 


long distance conversations ever recorded. In some places | ‘ 
there are still some orders for telephone service unfilled 
[hese are a matter of utmost urgency. We are making every 
possible effort to care for them all. and as fast as we can 

In most places we could and did install service promptly 
on request And for ever-increasing numbers of people, we Families on 
ire now providing the complete telephone facilities they want dividual Line 


~ i” my 
ind should have. For example, Chart 1 shows the growth of ene 


additional “convenience telephones” in homes. Chart 2 shows 
the increase in families who have service with no other parties 
on the same line 

We see ahead a continuing increase in homes that have. in 
ill appropriate living spaces, telephones styled and colored for 
every need—homes where the communication arrangements 
will he no less complete and convenient than, for example, the 


best-planned lighting system. We also expect to keep on in- 





creasing residential one party service. I ikewise we are study- 
ing the particular needs of different types of businesses and 
are developing new equipment and systems to meet them 

What we want to do in every case is to learn and if possible 
anticipate the needs of the public, and then satisfy them fully. 
As a further aid to this. the Bell companies have organized 
to bring about a fully coordinated merchandising program. 
This includes studying and measuring the market for present 
and future services: forecasting and planning to meet long- 
range needs; bringing grass-roots knowledge of public prefer- 
ences to the designers of equipment; and scheduling manu- 
facture. promotion and marketing activities so that all services 
desired will be promptly available. These efforts of course 
involve all branches of the business, and merchandising group 
have been set up to help coordinate the job 

Increasing numbers of telephone users in 1955 were able 
to dial their own calls to nearby points beyond the local 


service area. In addition, about 500,000 people in 65 ‘ 


exchanges 10 more than a year ago—can now dial directly 
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to 16,000,000 telephones in 17 metropolitan centers all over 
the country. Customers like the speed and convenience of 
this direct distance dialing. We expect to expand it steadily: 
by the end of this year people in some 250 exchanges will be 
dialing nationwide. Within a few years most telephone users 
will be able to call across the country as quickly and easily 
as they now dial neighbors across the street. 

The network of long distance lines continues to grow. Last 
year for example we established another “hackbone” route 


icross the country. This uses both radio relay and coaxial 


cables, which can carry hundreds of conversations as well as 
television. To make even surer that essential services will be 
maintained in time of disaster, and also to provide for con- 
tinuing growth, we are working on construction of 5,500 
miles of new “express” routes. These will bypass congested 
areas that might be primary targets in event of war, and will 


connect with existing routes outside such areas. 


TELEPHONE CABLES TO GREAT BRITAIN, HAWAII AND ALASKA 


More conversations crossed the oceans in 1955 than in 
any other year—1,200,000 of them between the United States 
and 108 other countries or territories. This was four times as 
many as ten years ago and 25 times as many as 15 years ago 

In cooperation with British and Canadian government 
communication agencies, we are now building the first trans 
atlantic telephone cable. This will not only provide more 
voice paths but will also make service more dependable. Last 
summer the first of two cables (one for each direction of 
talking) was laid from Newfoundland to Scotland. Tests 
show the voice quality is excellent. Cable-laying work will be 
completed next summer so that service can begin before the 
end of the year. By that time also a submarine cable between 
the mainland of the United States and Ketchikan, Alaska, 


will be ready for operation. 
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Another big project is now in the making. In order to 
strengthen the national defense, the Government has re- 
quested that we advance the laying of a cable between the 
mainland and Hawaii. With the Hawaiian Telephone Com- 
) pany, we are now working on such a cable. This will be similar 
to the Atlantic cable in design and construction, and we 


) expect to put it in service early in 1958. 


i 

| COMMUNICATION NETWORKS FOR INDUSTRY ARE GROWING 
i| 
Our network serving the television industry continued to 
} grow in 1955. The network now reaches nearly 390 stations 

in some 260 cities, and can carry color programs to about 

| 270 stations in more than 150 cities. In addition to television 
| broadcasting, there is considerable use of “closed-circuit” net- 
works for sports events and sales meetings. Last year for 
example there were more than 25 closed-circuit programs, 
; 

Hi 

| 

1e 

I 
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each going to theaters, hotels, or other locations in cities 
across the country. For sales meetings, color shows merchan- 
dise to best advantage. In 1955 we used closed-circuit color 
television ourselves to promote a nationwide telephone sales 
program. and to good effect. 

As we said earlier, the people of the Bell System are work- 
ing to measure and anticipate the communication needs of 
every customer, so that we can meet them fully. This is just as 
true in serving industrial needs, which can be extremely large 
and complex, as in serving families in their homes. To give 
one indication of progress in this field. our private-line serv- 
ices to business and government organizations increased 14 
per cent in 1955. 

An important part of this growth was in serving rail- 
roads, airlines, pipe line companies, electric utilities and other 
businesses which need a wide variety of communications to 
control and coordinate their operations over great distance. 
These customers find many advantages in using Bell System 
services. They do not have to make any communication in- 
vestment of their own. They can be sure the equipment pro- 


vided will be the best. They have no maintenance problems. 


BUSINESS MACHINES SEND AND RECEIVE DATA OVER BELL SYSTEM LINES 


A big new field for communication service to industry is 
just now opening up. It goes by the somewhat difhicult name 
of “integrated data processing,” or IDP for short. Taken 
apart, the simplest meaning of this is doing repetitive paper 
work mechanically. Only those parts of the job which are 
different each time are done by hand. Then machines put 
together or “process” the constant and variable data. Such 
automatic processing may range all the way from keeping 
routine records to the operation of electronic computers 
which absorb great quantities of data and turn out answers 
with astonishing speed. 

How the machines are arranged depends on the work to 
be done. There are any number of possible uses. And 
whether the machines are mechanical or electronic. commu- 


nication between them is becoming more and more impor- 





tant. For example. a business machine can translate informa- 
tion from punched cards to a “common language” paper 
tape. the tape feeds into a teletvpewriter. and the information 
goes right away to a computing center perhaps hundreds of 


miles distant. Or the teletypewriter can automatically write 
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and distribute orders from customers, and at the same time 
make a second tape containing only those items of informa- 
tion which should go to a computing center for analysis. 

Teletypewriter services already play a large part in IDP, 
and we are developing new methods for carrying data at 
much higher speeds between electronic business machines. 

Two other important developments may be briefly men- 
tioned. In Americus, Georgia, we have been testing new 
equipment which carries five conversations at the same time 
over one pair of rural telephone wires. This will soon go into 
regular manufacture and will help us do an even better job 
in rural areas. Instead of vacuum tubes, the equipment uses 
transistors, the wonderful new electronic devices invented a 
few years ago at Bell Laboratories. Also at Americus. we have 
been experimentally using the Bell Solar Battery, another 
invention of our Laboratories. to supply part of the electric 
power to operate the new equipment. This battery converts 
sunlight directly into electricity. 

Last year’s report told of experimental work on a new 
kind of high-power radio system between Florida and Cuba. 
This can send both telephone conversations and television 
up to 250 miles, across areas where intermediate relay stations 
are not practical. We expect to have it ready for regular tele. 
phone service to Cuba early in 1957 in cooperation with 
the telephone company there. Experiments in sending TV 


programs over this kind of system will be continued. 


UNIFIED ORGANIZATION MEANS A BETTER TELEPHONE JOB 


What we are always trying to do is to keep expansion and 
improvement going along together. One of the greatest aids 
to this is that the people who design our equipment, those 
who make and install it, and those who operate it, are all 
members of the unified organization which is the Bell System. 

Scientists at Bell Laboratories invent and develop for serv- 
ice. Western Electric manufactures and installs for service. 
The people of the telephone companies plan and provide the 
service day by day. This continuous teamwork contributes 
immensely to the forward motion of the business. It was 
never more effective than in 1955. 

One evidence was Western Electric’s remarkable increase 
in production last year to meet fast-growing public needs. The 


company delivered about 30 per cent more telephone cable, 
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92 per cent more dial central office equipment, and 48 per 
cent more telephone instruments than in 1954. In all its work 
for the System, Western had the assistance of thousands of 
sub-contractors and suppliers. 

Two-thirds of all the equipment Western now produces 
for the Bell System is of types newly developed in the last 
ten years. This is the practical, concrete translation of scien- 
tific discovery into better and more valuable telephone service. 
The result appears in more convenient and more attractive 
telephone instruments. In radio relay systems that provide 
millions of miles of voiceways and television channels. In 
the new dial systems which make distance dialing possible. 
In cables that have better structures, better insulation, better 


sheaths, and are spliced together in more efficient ways. In 








a great variety of improved small devices which we use by 
the million, and even by the billion, in the complete assembly 
of the telephone system. 

This process of transforming our physical plant is never- 
ending. And it will be even greater in the next 20 years than 
in the last. This will be a gradual evolution, not a revolution. 
But it is surely under way. 

There are two main technical problems in our business. 
One is to transmit intelligence clearly over any distance. The 
other is to switch calls so that any customer can quickly 
reach any other. In both fields progress at Bell Laboratories 


holds great promise for the future. 


TRANSISTORS ARE LEADING TO A NEW 


In the first field, for example, we are working on a new 
system that we hope will do the same kind of thing for short, 
local lines within cities that we have been able to do for 
years on long lines—that is, multiply the number of conver- 
sations which each can carry at the same time. Up to now 
such “carrier” systems have been little used locally. The 
reason is that they have depended on vacuum tube equip- 
ment and the costs of operation have been too high to justify 
installing them for local exchange service. The proposed new 
system, however, will use transistors. We expect it to bring 
lowered costs. better talking quality on many lines, and op- 
portunities for completely new telephone services. 

In the second field also (that of switching) the remark- 
able properties of transistors open the door to a new era. 
Their small size and low power consumption. their long life, 
and the fact that they will operate in millionths of a second— 
all these characteristics offer great potential advantages. The 
Laboratories are therefore hard at work on an entirely new 
electronic switching system which will exploit these advan- 
tages. The first telephone central office of this kind will be 
in Morris, Illinois. and we expect it will be ready for service 
sometime in 1958. | 

This is new telephone art. As indicaled. it is being built 
around Bell Laboratories fundamental invention of the tran- 
sistor. first announced a few years ago. And in 1955 Bell 
scientists made another discovery in the same field. second 
in importance only to the first. This is a new process for 
making transistors with superior properties, and the most 


efficient power rectifiers ever built. We are confident this 
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will promote mass production, reduce costs and make all these 
devices more widely useful. 


ANTI-TRUST SUIT CONCLUDED BY FINAL JUDGMENT 


The Government anti-trust suit brought against A. T. & T. 
and Western Electric early in 1949 was concluded on Janu- 
ary 24, 1956, by a Final Judgment entered with the consent 
of the parties in the Federal District Court in New Jersey. 

The Government’s complaint had asked among other things 
that Western Electric be separated from the Bell System. 
Our position from the beginning was that Western’s being 
part of the System is in the public interest, and that super- 
vision of the telephone companies by Federal and State regu- 
latory bodies safeguards this interest. 

The final decree recognizes this position. Western Electric 
will continue to manufacture and supply equipment the Bell 
System uses in furnishing regulated communication services. 
At the same time the decree orders that A. T. & T. and its 
operating subsidiaries shall not provide non-regulated serv- 
ices. and it generally confines Western to the kind of manu- 
facturing and other activities in which it engages for the 
System. Exceptions to these restrictions include work for the 
Government, experimental work, telephone directory adver- 
tising, and work incidental to furnishing regulated services. 

The decree requires the System to grant licenses under 
its United States patents for any purpose—royalty-free in 
most cases under existing patents, and at reasonable royalties 
under all future patents; and it requires Western to furnisl: 
technical information at reasonable charges to the licensees. 
However, we are not required to license others unless they 
are willing to license us. _ 

The terms of the judgment do not curtail major services 
nor will they appreciably affect revenues and earnings. Most 
important, the long-standing relationships among the manu- 
facturing, research and operating branches of the System, 
which have been fundamental in all our progt¥ss, remain 
intact. This will be, we are sure, to the continuing advantage 
of the public and the business. 


THE TELEPHONE SYSTEM AS AN ASSET IN DEFENSE 


An essential part of telephone service is in aiding the 
nation’s defense. Recently the Director of Communications 


of the Air Force said, “As an assistance to national defense, 
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particularly in the air defense aspects, the telephone system 
is becoming a greater national asset each year.” 

The telephone system as a whole is provided by the Bell 
companies jointly with many non-Bell companies and cooper- 
atives, some of which are assisted in their financing by the 
Rural Electrification Administration. All work together in 
furnishing nation-wide service. This applies in meeting de- 
fense responsibilities as it does in everything else. 

Also, all branches of the Bell System are continuously at 
the service of the Army, the Navy, the Air Force and other 
sovernment departments. It is not our practice to seek mili- 
tary contracts, but when we are asked to perform work in 
the fields where we are specially qualified. we make special 
effort to meet the requests. There are three reasons why we 
are called on. One. communications are literally the first line 
of defense. Two, modern weapon systems use in large measure 
the same art that we use in telephone systems. Three. the 
skills of Bell System people cover the whole range of invent- 
ing. building and operating systems that use this art. 

In 1955 Bell Laboratories continued to work on electronic 
methods for the control of new defense weapons. and Western 


Electric maintained high-level production of “Nike” guided 
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missile systems to protect American cities. Completed during 
the year was a 1,500-mile submarine cable system to serve 
a guided-missile test range over tropical waters north of the 
Caribbean; this was largely engineered by the Laboratories 
and was built by Western. In the far north, construction pro- 
ceeded on the Distant Early Warning Line of radar stations, 
and also on related military communication facilities in 
Alaska. The Sandia Corporation, Western Electric’s subsid- 
lary, continued to manage the Atomic Energy Commission’s 
Sandia Laboratory in New Mexico, which develops and 
designs atomic weapons. 

The Air Force has asked us to provide certain services for 
its proposed semi-automatic air warning and control system 
known as SAGE. This is a system for tying together radars 
and defense weapons through a chain of electronic comput- 
ing centers. It is not a new air defense system but an improve- 
ment over the existing system for which the telephone com- 
panies now provide communications. Western Electric has 
been called on to design and supervise construction of key 
government-owned buildings, and to coordinate engineering 
and administrative work. The Bell telephone companies, and 
the non-Bell companies likewise, are to provide the intercon- 
necting communication facilities and services. The rates 
for these are established under the supervision of public 
regulatory bodies and will be the same as those charged any 


other customer. 


Earnings of the Bell System applicable to A. T. & T. stock 
were $13.10 per average share in 1955, compared with $11.92 
in 1954. The rate of earnings on total capital in the business 
was 6.8 per cent. This compares with 6.2 per cent in 1954 
and was in fact the best we have done since 1940. Last year’s 
level of earnings was however less than we have earned in 
previous times of very high business activity. 

Moderate as it was, the improvement in earnings in 1955 
was extremely encouraging. As mentioned in the summary 
on page 3, the economy of the country surged ahead at an 
extraordinary pace. It was only natural that a business such 
as ours, which serves so many elements of the nation, should 
take part in this advance. 


And there have been important internal factors also: 
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Improvements in service which make service more wanted. 
More efficient methods of operation. Sales effort carefully 
applied to make the best use of our physical facilities. All 
contributed to our financial progress. 

The System’s ability to produce good earnings also de- 
pends in no small measure on the breadth of view of the 
public commissions which regulate telephone rates. Some of 
the commissions still seem to feel there is public advan- 
tage in keeping telephone earnings at a bare subsistence level. 
The Bell companies are convinced, on the contrary, that the 
greatest advantage to the public, no less than to telephone 
share owners and employees, will always flow from a truly 
prospering condition. This is what enables any business to 
explore, improve and advance. Therefore, where earnings are 
inadequate, the telephone companies will continue to press 
for increases in rates. Applications are now pending in several 


states and other applications will be made in 1956. 


1955 EARNINGS STRENGTHEN THE SHARE OWNERS’ POSITION 


With better earnings in 1955, we were able by the end 
of the year to increase the accumulated earnings retained in 
the business to an amount equalling $19.99 per share of 
A. T. & T. stock. This compares with $18.19 per share at 
the end of 1954, when there were 5,954,000 fewer shares 
outstanding. 

Retained earnings are an important financial margin of 
safety for the Bell System. They are invested in the business 
and their growth is very important to the share owners. In 
addition to protecting your investment, the earnings retained 
in the business work constructively to your advantage. Here 
is a significant illustration: 

For as long as the public continues to want great in- 
creases in telephone service, the Bell System must continue 
to obtain very large sums of new capital. Ploughing a reason- 
able amount of earnings back into the business, after pay- 
ment of dividends, will contribute greatly to the success of 
this necessary future financing. As we plough back some of 
the dollars we have earned, we thereby reduce the total 
amount of new capital we need to raise. Also, these rein- 
vested earnings themselves help to produce new earnings. It 
is in these ways that our ability in 1955 to increase our re- 
invested funds has improved the share owners’ position and 
strengthened our financial future. 
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In 1955 the System obtained more than $1,200 million 
of new capital to help pay the costs of new construction. The 
greater part came from the sale of $637 million of new 3% % 
convertible debentures. These became convertible into shares 
of stock on December 13, on payment of $48 in cash with 
each $100 of debentures turned in for conversion. At the 
end of the year almost half of the issue had been converted. 

Of the 5,954,000 shares of stock issued during the year, 
about three-quarters were issued on conversion of debentures, 
and one-quarter under the employees’ stock plan. Some 
275,000 employees are now making installment payments 
toward purchase of additional shares. These payments in 
1955 totaled $87 million. 

Other financing included the sale of $207 million of bonds 
by six subsidiaries, and redemption by one of them of $15 
million of bonds. After all financing, the proportion of debt 


in the System’s total capital declined from 37 to 35 per cent. 


CONVERTIBLE DEBENTURES OF 1965 CALLED FOR REDEMPTION 


On February 2, 1956, the Company called for redemp- 
tion on May 1 all its then outstanding 334% convertible de- 
bentures of 1965. The redemption price is $106 for each $100 


of debentures. Until May 1 these debentures may be con- 
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verted into A. T. & T. stock on payment of $36 in cash with 
each $100 of debentures turned in for conversion. At the 
close of business on that date the conversion privilege expires. 

Western Electric Company sales in 1955 were $1,853,- 
299,000, an increase of $327.068,000 over 1954. Earnings 
were $63,340,000, or 3.4 per cent of sales. Sales to the Bell 
companies were $1,230,915,000, compared with $1,019,279,- 
000 in 1954. Sales to the defense departments of the Govern- 
ment were $558,717,000, or 24 per cent above 1954 

In April Western Electric sold 1,155,000 shares of stock. 
Of these the A. T. & T. Company purchased 1,153,064. The 
offering provided $51,975,000 additional capital to Western 


and brought the number of shares outstanding to 12,705,000. 


The Business and the Community 


Telephone linemen at work along the highway. The voices 
of telephone operators and the girls in the business office. 
The ring of the doorbell when the telephone installer comes 
to the house. These are familiar reminders that in every 
community we serve, ours is a business of people working to 
help other people. 

As usual, the men and women of the System faced great 
emergencies in 1955, and met them wonderfully well. Hurri- 
canes and floods in the South and East. Tornadoes in Kansas 
and Oklahoma. A terrible oil fire in Indiana. In late December, 
disastrous floods in the Far West. And through the year there 
were any number of smaller emergencies that didn’t make 
headlines, but were supremely important to the people con- 
cerned. 

Disaster dramatizes the human spirit and skill and organi- 
zation that make a good telephone job. But these are just as 
important every day as they are in time of crisis. For the 
need for service arises every day, and is always personal and 
immediate. And in the last analysis it is the response of local 
employees and managers, their ability and their feeling about 
their work, that determine how well each need will be met. 
This is no less true where our customers have dial service. 
Dial equipment is merely one of the tools we use to serve 
them. The responsibility for service always rests with tele- 
phone people. 

The better the tools, of course, the greater our ability to 


serve economically and well, and the more our customers 
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want what we have to offer. The result among other things has 
been to increase Bell System employment. Today, when 87 
per cent of all Bell telephones are dial-operated, there are over 
100,000 more operators at work than 35 years ago, when our 
dial service started. Ten years ago 475,000 employees worked 
in all branches of the business. Now there are more than 


745,000—an increase of 57 per cent. 


COMMUNITY INTEREST MUST FIND COMMON GROUND 


The Bell companies employ more people, are owned by 
more people, and directly serve more people, than any other 
private enterprise in the world. Such a business can only 
thrive to the benefit of all three groups—share owners, cus- 
tomers, and employees—when its first concern is to work for 
the community, and from the community’s point of view. 
This means something more than just doing what we may 
feel is the right and best thing to do. It means first of all 
being truly a part of the community. It means living in the 
community, taking part in community affairs, understanding 
what the community view really is. It means making every 
diligent and thoughtful effort to insure that community and 
company interest will find a common ground. 

Nor does success in these efforts come by direction from 
the top. It grows with the growth in understanding and ability 
of local men and women who are the telephone company in 
each village, city and state. 

Recognizing this, the Bell companies are giving local 
district and division managers increasing opportunity for 
organized study and training. The objective is to keep spread- 
ing responsibility and authority farther and farther out to 
those who are really in and of the local community. To re- 
peat, it is they on whom the business must rely to discern local 
needs. It is they who know best how to meet them. Not only 
telephone service itself, but all our local conduct and citi- 
zenship, depend on the free exercise of good judgment and 
broad judgment by local people. Fortunately we have this, in 
great and increasing measure. 

Good wages and favorable working conditions are another 
expression of citizenship in the community. The Bell com- 
panies believe they must pay, and they wish to pay, wages 
that compare well with what other concerns in the local area 
are paying for similar skills. This is essential to attract and 


keep employees who have the ability to give good service. 
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Last year collective bargaining between the companies and the 
unions resulted in wage increases that were in keeping with 
the general rise in wage levels in the areas the companies 
serve. In two of the companies the unions called strikes, but 
many employees continued to work and in most places the 
companies were able to maintain service well. 

Bell System employees in 1955 earned wages totaling 
more than $3 billion. The companies paid out or set aside 
$287,000,000—9 per cent of their payrolls—to provide pen- 
sions, to pay sickness, accident, and death benefits, and to 
pay the companies’ portion of Federal taxes for Social Se- 
curity old age insurance benefits. The companies pay the 
entire cost of their benefit and pension plans; service pensions 
are paid from trust funds accrued on an actuarial basis, and 
the funds can be used for no other purpose. At the end of 
the year 38,521 retired employees—20.301 men and 18,220 
women—were receiving service pensions. 

Telephone people again improved their safety record in 
1955. Accidents on the job declined to an all-time low of three 
injuries for every five million hours of work. Women em- 
ployees have cut their accident rate 85 per cent in the last 


ten years. Telephone work is safe work—10 times safer than 


the average for 40 major industries reporting to the National 
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Safety Council. But we still have some accidents, and we shall 
keep on working toreduce them. Any accident is one too many. 

Over 117,000 members of the System have worked 25 
years or more in the business. Some 66,000 have served more 
than 30 years. All who have been in the business for 21 years 
are eligible to become members of the Telephone Pioneers of 
America. In this group today are more than 165,000 men and 
women, both active and retired. Their fellowship is another 
mark of the spirit which brings telephone people together and 
helps to make for the best in service. 

In conclusion, there is another factor always at work to 
bring this business closely into the community. This is our 
relationship with you, the share owners. Today there are 
approximately 1,409,000 of you—about 102,000 more than a 
year ago. You live in every state and in some 19,000 local 
communities. Many of you have a large investment in the 
business, yet no individual owns as much as one-thirtieth of 
one per cent of the stock. About two-thirds of you hold 25 
shares or less, and the average holding among all individuals 
is 32 shares. More than a million of you have become share 
owners within the last ten years. 

It is to every share owner—large and small and old and 
new—that your Board of Directors and management are re- 
sponsible. We believe that both in service and earnings, the 
progress of the business in 1955 has been to your advantage. 
Your confidence and support have been most helpful. 

Looking ahead, we are sure the country’s communication 
needs will continue to grow. We are confident that future 
improvements in service will make the telephone even more 
widely wanted and used. And we are convinced that the way 
to meet our obligations to you fully is to go straight ahead 


to satisfy all community needs with the best, the most com- 
The Annual Meeting of 
the Share Owners 
will be held at 1 p.m. on 
April 18, 1956, at the 


¢ 
Company’s offices at 50 Caco t Gwcq 


Varick Street, New York. 


plete, and the most valuable telephone service in the world. 


For the Board of Directors 


February 15, 1956 PRESIDENT 





26086 O—58—pt. 2, vol. 3 46 








4128 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


—— 


New York, N. Y. 


February 14, 1956 


To THE SHARE OWNERS OF 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY: 


We have examined the balance sheet of American Telephone and Telegraph 
Company as of December 31, 1955, the consolidated balance sheet of the Com- 
pany and its principal telephone subsidiaries as of December 31, 1955, and the 
related statements of income and retained earnings for the year 1955. Our 
examination with respect to such companies was made in accordance with gen- 
erally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered neces- 
sary in the circumstances. 


Examinations of similar scope have been made by us of the balance sheets 
as of December 31, 1955 and of the statements of income and retained earnings 
for the year 1955 of the principal nonconsolidated subsidiaries of American Tele 
phone and Telegraph Company, except Western Electric Company, Incorporated 
and its subsidiaries, and we have reviewed accounting reports for the year 1955 
rendered to American Telephone and Telegraph Company by all other noncon- 
solidated subsidiaries. The consolidated balance sheet of Western Electric Com- 
pany. Incorporated and consolidated subsidiaries as of December 31, 1955 and 
the related statement of consolidated income of these companies for the year 
1955, with certificate of examination thereof by other independent accountants. 
have been furnished to us. 


In our opinion, the financial statements (pages 34 to 38) and the con 
solidated financial statements (pages 27 to 32) present fairly the position at 
December 31, 1955 and the results of operations for the year 1955 of American 
Telephone and Telegraph Company and the consolidated position at December 
31, 1955 and the consolidated results of operations for the year 1955 of the Com- 
pany and its principal telephone subsidiaries, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the 


preceding year. 


LYBRAND, Ross Bros. & MONTGOMERY 
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financial statements 


THE BELL Syst—EM CONSOLIDATED FINANCIAL STATEMENTS appear on pages 28 
to 32, inclusive. These statements consolidate the accounts of the American 
Telephone and Telegraph Company, its principal telephone subsidiaries which are 
directly owned (listed on page 38), and the Bell Telephone Company of Nevada, 
a wholly-owned subsidiary of the Pacific Telephone and Telegraph Company. 


The companies consolidated have for many years maintained their accounts 
in accordance with Uniform Systems of Accounts prescribed for telephone com- 
panies by Federal authorities. The System of Accounts now in use was prescribed 
by the Federal Communications Commission, effective January 1, 1937. 


Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate 
of the amounts at which it is carried in the accounts of the individual companies 
consolidated. For the companies in the consolidated group, all intercompany 
security holdings, intercompany receivables and payables, and intercompany 
items of income and expense, except minor items which cannot readily be iden- 
tified, are excluded. In the elimination of intercompany security holdings the 
difference between the total cost of such securities to the companies owning them 
and the total par value of and premium on’‘such securities has been applied to 
reduce the combined retained earnings of the companies consolidated. 


Investments in subsidiaries not consolidated as stated in the Consolidated 
Balance Sheet include amounts equivalent to the proportionate interest in the net 
assets of such subsidiaries as shown by their accounts, and the proportionate 
interest in their earnings is included in “Other Income” in the Consolidated 
income Statement. The principal subsidiary not consolidated is Western Electric 
Company, which manufactures most of the telephone apparatus, cable, switch- 
boards, etc., used by the Company and its telephone subsidiaries and procures 
and sells to them materials and supplies not of its own manufacture. Contracts 
between Western Electric Company and such telephone companies provide that 
its prices to them shall be as low as to its most favored customers for like 
materials and services under comparable conditions. Items purchased by the 
telephone companies from Western Electric Company are entered in their 
accounts at cost to them. which includes the return realized by Western Electric 
Company on its investment devoted to such business. 


Financial Statements of the American Telephone and Telegraph Company 
alone are shown on pages 34 to 38. 


A. L. Storr 
Comptroller. 
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PLANT AND OTHER INVESTMENTS 
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Telephone Plant in Service... .. 
Telephone . 
Property Held for Future Telephone Use.............. 
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Plant under Construction. 
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Depreciation Reserve............ 


Portion of cost of telephone plant which has been charged 
against operations. 


Miscellaneous Physical Property. ; 
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Other Investments (b)......... Pere Ter 
Principally investments in associated telephone com- 


panies. 
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[American Telephone and 


December 31, 


1955 


December 31, 
1954 


. $14.970.657.119 $13,851,364,695 


351.910.986 
14,568.947 
3,358,152 
$15.340.495,204 
3.899 ,461,309 


258.565.660 
15,525.690 
5,821,131 

$14, 131,277,176 
3,665,903,104 


$11,441.033.895 
3,725,917 
503.370.965 


$10.465.374.072 
4.263.995 
445,251,997 


126.813.132 
82,943,159 


147.266.129 
82.060,951 


$12.177.457.857 $11, 124.646, 355 





87,595,166 
887,840,826 


104,464,774 
272,102,128 
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9.599.365 


594.995,77 


11,617.004 
506,817,248 


176,465,495 


$5,097,991 at December 31, 1955), working advances, 
interest and dividends receivable, etc. 
Material and Supplies. 
Principally for construction and maintenance pur- 
poses 
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Other Deferred Charges (c) ‘ 
Total Deferred Charges....... 


page 32 
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Telegraph Company and its Principal Telephone Subsidiaries] 


balance sheet 


LIABILITIES 


Capita Stock Equity 
American Telephone and Telegraph Company: 
Common Stock- 
Common Stock Installments 


Amount received in excess of par value. 


Retained ere 
Reserved (d). 
U aapgrepclned Paeae cena ea es 
Total Retained Ravaina: (see page 31). 


Subsidiaries Consolidated—stocks held by public: 
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Retained Earnings 
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Total Capital Stock Equity 


Funpep Dest 


American Telephone and Telegraph 
Convertible Debentures 
Other Debentures—see 


Company: 
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Subsidiaries Consolidated (e) ...........cccccccccccecs 


Oe ee eee ee 


AccRUED LIABILITIES 
Notes Payable 


Accounts Payable ... 
Advance Billing for Service 
Dividends Payable ..... 
Taxes Accrued ......... 
Interest Accrued lan alata 
Other Current Liabilities. .. 


CURRENT AND 


and Customers’ 
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Other Deferred Credits 


Total Deferred Credits. pee unesies sat 
FOR RENEG 6 ewe see SCR Ree ee 


PROGRAM—-DEPARTMENT OF 


Par Value ($100 per share).......... 
see note (c) on page 37.. 
Premiseb: om CommmenSineltsc ic. 6 cscs vevssian ooteawe 


|a\ @ 
| 


Deposits. ... 


December 31, 
1955 


$ 5,411.596.000 
76,089,368 
1,630,721,133 


17,658,929 
1,063.982.700 


. $ 1.081.641.629 
Total Applicable to A. T. & T. Co. Stock. . ciara 


= 8. .200. 048, 130 
$ 215.703.200 
17.904.300 

1 4.692, 425 
248.299.925 
8.448.348.055 


SVK iSEY CRETE . $ 345.645.600 
Cap ol He STi oe. Sak 


1.690.000.000 
2,340.000.000 


ie 4.375.645,600 


. $ 152.000,000 


164,854.885 
127,780.448 
115,653,156 
706.968.050 

37,169.25] 
29,169,199 
$ 1,633,594,989 


JUSTICE 4131 


December 31, 
1954 





$ 4,816,173.100 
207.567.788 
1,356,574,852 


12,981,350 
863,151,548 


$ 876.132.898 
$ 7,256,448.638 
$ 179.451.900 


17,904,300 
11,081,435 





$ 208,437, ~ 
$ 7.464. 886,2 


$ 162.673.500 
1,690.000.000 
2,148,000.000 


$ 4,000.673.500 


$ 95.000.000 
350,341.505 
114,980.414 
108,.873.202 
634,239,033 

32.052.525 
27,371,751 
$ 1,362,858,430 





§ 19.212.497 


2.840.842 
$  22.053.339 
$14. 47 9. 641.9 983 





$ 18,472.183 

2,732,392 
$21,204,575 
$1 2.849,622,77 8 











{ 
| 
| 
| 
1 


OCTET 
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BELL SYSTEM 





consolidated 


OPERATING REVENUES 


LEO DUO A) 5.6: 000s ce ccennesecucnes enews 

Toll Service Revenues . . 

UID 5 56.055 6s 603d ek onsen cee aes 
Principally directory advertising. 

Less: Uncollectible Operating Revenues ..............+- 


Total Operating Revenues (f{)... 


OPERATING EXPENSES 


og Ee SPR e er rere teen 
Cost of inspection, repairs and rearrangements required 
to keep the plant and equipment in good operating con 
dition. 

Depreciation Expense Wateiss caknas 
Portion of cost of depreciable property charged against 
current operations. These charges are based on rates 
designed to spread this cost uniformly over the service 

life of the property and represented approximately 


3.7% of average investment in depreciable plant. 

Traffic Expenses . 
Costs incurred in the handling of messages, principally 
operators’ wages 

Commercial Expenses 
Costs incurred in business relations with customers; 
public telephone commissions; cost of directories, adver 
tising, etc. 

Operating Rents ....... ; 

General and Miscellaneous Expenses: 
Accounting and Treasury 
Development and Research (g) : 
Provision for Employees’ Service Pensions ........... 
Employees’ Sickness, Accident, Death and Other 
Benefits a a 

General Administration and Other General Expenses 

Less: Expenses Charged Construction 

Total Operating Expenses 

Net Operating Revenues. 


OPERATING TAXES 
EE TO TN ARNIS «658 66 5 019 556s v5-5es Cetedd dices 
Other Taxes—principally State, local and Social Securit) 
Total Operating Taxes......... 
Net Operating Income (carried forward).... 


For notes, see page 32 


Year 1955 
$3.086.454.857 
1,959,667,241 
264,967,317 


14,046,241 
$5,297,043,174 


$1,098,093,507 


487,785,817 


900,411,976 


474,923,429 


47,801,145 


214,153,609 
27,398,461 
151,503,463 


46.631.081 
129,724,663 
43.791.603 
$3,.534,635,548 
$1,762,407 ,626 


$ 626.939.691 

414,477,922 
$1,041,417,613 
$ 720,990,013 


[American Telephone and 


Year 1954 
$2,836,957,744 
1,720,742.465 
241,677,018 


14,876,800 
$4,784,500,427 


$ 999,147,826 


447,648,044 


858,265,044 


435,218,623 


42,469,792 


201,261,261 
23,532,509 


161.061,980 


43,434,443 
116,663,785 
41,430,140 
$3,287,273,167 
$1,497 ,227.260 


$ 508,905,696 

376,463,021 
$ 885,368,717 
$ 611,858,543 
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Telegraph Company and its Principal Telephone Subsidiaries] 


income Statement 


Net Operating Income 
OTHER INCOME 


brought jorw ard 


Dividends from subsidiaries not consolidated (h 


divide da} of 


Proportionate interest in earnings 


after 
subsidiaries not consolidated 
Dividends from other companies 
Miscellaneous income (j) 
Miscellaneous deduc tions from 


Less: income. 


Income Available for Fixed Charges 


FIXED CHARGES 


Interest on Funded Debt 
Other Interest rea ow uaten a's ; = yee 
Less: Release of Premium on Funded Debt—net .... 


Net Income 


Net Income APPLICABLE TO Minority INTERESTS 


Preferred Stock 
Common 


Net Income Applicable to A. T. & T. Co. Stock 


Stock 


Consolidated Earnings per share of A. T. & T. ¢ Stock (k $13.10 
Statement of Consolidated Retained Earnings Applicable 
Telephone and Telegraph Company Stock—Year 1955 
BaLance—DecemBer 3], 1954... 
Net Income applicable to A. T. & T. Co. Stock 


Profit on sales of securities 
Adjustment of prior years’ tax accruals 


Miscellaneous additions 


ToraL ADDITIONS 
Dividends on A. T. & T. Co. Stock ee a 
Organization and Capital Stock Expense charged off . 
f Telephone Plant 
Miscellaneous deductions 


Amortization Acquisition Adjustment 


TotaL DepuctTIONs 


BaLANGE—DECEMBER BL; FOSS... 000 ccccccneres + cowstemes cece 


Year 1955 
$ 720,990,013 


$ 44,110,070 


20,347,422 
6,632,372 
29.791,326 
6,988,380 
$ 814,882,823 


$ 123,250,263 
8.545.942 
456,831 

$ 683,543.449 


a 


1,074,258 
18,225,775 


$ 664.243.4116 


Year 1954 
$ 611,858,543 


$ 35,507,604 


20,819,032 
6.545.679 
28.393.205 
7,869,395 

$ 695,254,668 


$ 119,474,866 
11,287,612 
406,354 

$ 564,898,544 


$ 1,074,258 
13,893,063 
$ 549,931,223 


$11.92 


> to American 


876,132,898 
664,243,416 
1,843,032 
1.548.931 
193.999 

$ 667,829,378 
$56.351.022 
2,455,458 
2.343.109 
1,171,058 

$ 462,320,647 
$1,081,641,629 


| aA 
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Notes to Bell System Financial Statements 


(a) Telephone Plant, with minor exceptions, is stated at cost to the companies. Tele- 
phone Plant Acquisition Adjustment represents certain costs attributable to property 
purchased from predecessor owners. Expenditures for patents have been charged off as 
incurred and thus are not included in the asset accounts. During 1955 Telephone Plant 
was credited with $33,577,800 applicable to 1954 and $36,769.141 applicable to 1955 
because of deferment of Federal income taxes on profits realized by Western Electric 
Company on sales of items charged to the plant accounts of the telephone companies. 
This deferment arises from the filing of consolidated tax returns by Bell System com 
panies, including Western Electric, and future income taxes of the telephone com- 
panies will be increased because such profits will thereafter be excluded in determin- 
ing depreciation expense allowable for tax purposes. The effect of the credits to 
Telephone Plant is to decrease depreciation expense over the life of the plant, so that 
there is no material effect on net income of the telephone companies. 


(b) These investments, with minor exceptions, are stated at cost. 


(c) In connection with the deferment of Federal income taxes referred to in Note (a), 
Other Deferred Charges include $36,067,940 at December 31, 1955 pending distribu- 
tion as tax installments are paid in 1956. 

(d) Reservations against contingency of refunds in connection with certain rate 
proceedings. 

(e) Of the funded debt of subsidiaries consolidated, $50,000,000 matures in 1960, 
$118,000,000 from 1961 to 1970. $470.000.000 from 1971 to 1980, and $1,702,000,000 


thereafter. 
(f) Total Operating Revenues include approximately $17,600,000 in 1955 and 
$13,200,000 in 1954 with respect to which reservations of retained earnings have been 


made against contingency of refunds to customers in -onnection with certain pending 
rate proceedings, and $1.180,000 in 1954 which has been or is to be refunded. 


(g) Cost of work carried on for the American Telephone and Telegraph Company 
by Bell Telephone Laboratories. 


(h) Includes dividends of $42.886.891 in 1955 and $34.585,755 in 1954 from Western 
Electric Company. 


(i) Includes the American Telephone and Telegraph Company’s proportionate interest 
(over 99%) in the earnings (after dividends) of Western Electric Company and its 
subsidiaries amounting to $20,337,125 in 1955 and $21,146.176 in 1954. 


(j) Includes $13,557,666 in 1955 and $13.858,843 in 1954 for interest charged 
construction. 


(k) Based on average shares outstanding —50.705.669 in 1955 and 46,147,747 in 1954. 


Amounts accrued for employees’ service pensions under Plans established by the Bell 
System Companies are paid to Bankers Trust Company as Trustee of Pension Funds. 
These Funds are irrevocably devoted to service pension purposes and are not a part of 
the assets of the Companies. The Funds of all the Companies aggregated $2,167,- 
863.483 on December 31, 1955 and in each company are adequate to meet future 
pension payments for those now receiving pensions and those now entitled to retire 
on pension at their own request. 
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A.T. & T. Share Owners in rHousanos 


1,500 





1930 1935 1940 1945 1950 1955 


AT THE END OF THE YEAR 


Total Bell System Plant Investment in sittions 


Equipment on 
Customers Premises 


\. & 
a eee — 10 


Outside Lines 


Central Office 
Equip. & Bldgs. 





1930 1935 1940 1945 1950 1955 


AT THE END OF THE YEAR 








PLANT AND OTHER INVESTMENTS 


Telephone Plant (a) 
Telephone Plant in Service. . 


American 


ASSETS 


Telephone Plant under Construction. . 
Property Held for Future Telephone Use. . 


Less: 


Portion of cost of telephone plant 


Depreciation Reserve. . 
against operations. 
Investments in Subsidiaries—at co 


Stocks 


ances. 


Other Investments—at cost (see p 
Stocks. .. 
Misc llane« 
Total 
CurRRENT ASSETS 


st (see page 
$7.554.117.779 


116,124,334 


0 


age 38) 


> 6 


Temporary Cash Investment 
Comprises l S. short-terr obligations 
Special Cash Deposits 
Current Receivables 
{mounts due for service less reserve 
$200,000 at December 31, 195 h 


nterest and dividends receivable, 


Material and Supplies 


Prir ipally for onstruction and 


Total Current Assets 


DEFERRED CHARGES 
Total Assets 


For 


notes, 


see page 37. 





which has been 


charged 


872,877 


516.066 


f 


amounting tt 


December 31 
1955 


$1,280.649.621 
15,656,088 
708,240 


7.013.949 


$90.88 1,354 


132,595 


242,11: 


188,937 


183.006 


102,128 


9 007.891 


3.365.853 


$ 6,990.96 


$9,939.335.403 
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Telepho 


5.998 
106.067 
248 


$58,787.5 


$ 794,744,690 


7,058,843,.151 


68.224.110 

Ss ; ; 
. 15.059.708 
Ri 6 
461.610 


13.825.680 
$ 969.400 
~ 2.997 630 


$8.894,209,954 


ne 
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and Telegraph Company 


sheet sarees 


LIABILITIES 


December 31, December 31, 
Capita Stock Eouity 1955 1954 


Common Stock—Par Value ($100 per share) $5.411.596,000 $4,816,173,100 
Authorized, 60,000,000 shares: outstanding, 54,115,960 
shares at December 31, 1955 (b 

Common Stock Installments (c)..........0ccccccecces 76.089 ,368 207.567 .788 

Premium on Common Stock oa 1,630.721,133 1,356,574,852 
{mount received in excess of par value 

Retained Earnings (see page 36 ye eee 561,729,110 470,470,927 

Total Capital Stock Equity................... $7,680.135,611  $6,850,786,667 


FuNnpep Dest 


NR a ee ee $ 345.645.6000 $ 162.673.500 
Other Debentures (d a ca al sina 1,690,000.000 1.690.000.000 
Total Funded Debt.. sada ee weeeees $2,035.645,600 $1,852.673.500 


CURRENT AND ACCRUED LIABILITIES 


Accounts Payable .. $ 36,749,603 $ 22,120,911 
Dividend Payable ‘ ; a 114,745,419 108.071,440 
Taxes Accrued , a aaeaen oe puede 50,066.024 40,499 888 
Interest Accrued .. ana 15,367,856 12,926,041 

Total Current and Accrued Liabilities......... $ 216,928,902 $ 183.618,280 

DEFERRED CREDITS 

Unextinguished Premium on Funded Debt—net $ 6.227.826 $ 6.795.182 
Other Deferred Credits 397.464 336.325 

lotal Deferred Credits $ 6.625.290 $ 7,131,507 


Total Liabilities pdvicea ned ieee we eel 5; $9,939,335.403  $8.894,.209,954 
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American 


income 


OPERATING REVENUES 
Toll Service Revenues (€).........ecccceeees 
License Contract Revenues..... a 
Received for services lernished telephone . companies. 
Miscellaneous Revenues 


Less: Uncollectible Operating Revenues................ 


Total Operating Revenues....... 
OPERATING ExpENses (f) 
Current Maintenance 


Depreciation Expense 


Represented apprenimanedy 3.7% of average investment 


in depreciable plant. 


iis ios adr acts a's ae AUS RUA ED ha eee ee 


Commercial Expenses . 
Operating Rents ae 
Accounting and Treasury Expe nses. 


Provision for Employees’ Service Pensions. 

Employees’ Sickness. Accident. Death and Othe r Be abi... 
General Administration and Other General Expenses... . 
Less: Expenses Charged Construction 


Total Operating Expenses...................-. 


Net Operating Revenues 
OPERATING TAXES 
Federal Taxes on Income... 
Other Taxes 


Total Operating Taxes 
Net Operating Income. 
OTHER INCOME 
Dividend Income—-principally from subsidiaries 
Interest Income 
Miscellaneous Income 


Less: Miscellaneous Deductions leat Income 


Income Available for Fixed Gennes. PLpieawe 


Fixep CHARGES 
Interest on Funded Debt 
Other Interest i 
Less: Release of Premium on Funded Debt —net 


Net Income 


Earnings per share (h) 


Statement of Retained Earnings 
Barance—DecemsBer 31, 1954 
Net Income let CE a5. 0S SN oles o 
Profit on sales of securities 


Adjustment of prior years’ tax accruz he 
Miscellaneous additions . 


EY NONE arias in 0.66 ka bse wh é so 56 ROAR BONED OER ER UY <8 


Divide nds declared ° 
Cc apital Stock Expense caves’ off. 
Miscellaneous deductions 


TotaL Depuctions 


BaLANcE—DeEceEMBER 31, 1955 


Development and Research (g)..........cceeeeeceeeees 


principally State, local and Social Security. . 


PROGRAM—DEPARTMENT OF 


Statement 


Year 1955 
$3 19,688.330 
49.918.656 


19.086.631 
1,157,940 
$387,535, 677 7 
$ 74,194,287 
45,973,658 


34,944,766 
14,445,595 

4.496.209 
15,628,838 
27.398.461 

9.193.962 

2.919.789 
27,209,988 
.661,208 
254.744,345 
132,791,332 


$ 45,201,000 
21.036.904 


$ 66.537.904 
$ 66,553,428 


$512.529,527 
22.395.342 
2,238,546 
627.893 
$603.088.950 


$ 55.648.855 
1.580.655 
185.927 
$546.045.367 
$10.77 


-Year 1955 


JUSTICE 


Telephone 


Year 1954 
$278.915,314 
45,308,380 


17,638.999 
1,171,854 


"$340,690.839 


$ 67.557,331 
42,520,018 


33.590.207 
11,171.216 
4.579.148 
14.454.767 
23,.532.509 
9.980.848 
2.749.792 
5.728.020 
1.576.756 
$234,287,100 
$106,403,739 


$ 31.931,000 

18.993.976 
$ 50.934.976 
$ 55,478,763 


$459,932.797 
21.786.194 
2.714.623 
543,079 
$539,369,298 


$ 55.612.208 
3.567.385 

87,601 
$480.277.306 


$10.41 


$470.470.927 
$546.045.367 


1.740.571 
1.134341 
9.558 


$548.929.837 
$456.351.022 
976.526 
444.106 
$4157.671.654 


$561.729.110 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4139 





and Telegraph Company 


Notes to Balance Sheet and Income Statement 


(a) Telephone Plant, with minor exceptions, is stated at cost to the Company. Expendi- 
tures for patents have been charged off as incurred and thus are not included in the asset 
accounts. During 1955 Telephone Plant was credited with $3.482.239 applicable to 1954 
and $3,080,746 applicable to 1955 because of deferment of Federal income taxes on profits 
realized by Western Electric Company on sales of items charged to the plant accounts of 
the Company. This deferment arises from the filing of consolidated tax returns by Bell 
System companies. including the Company and Western Electric. and future income taxes 
of the Company will be increased because such profits will thereafter be excluded in deter- 
mining depreciation expense allowable for tax purposes. The effect of the credits to Tele- 
phone Plant is to decrease depreciation expense over the life of the plant, so that there is 
no material effect on net income of the Company. 


(b) 3,456,456 authorized and unissued shares were reserved at December 31, 1955 for 
conversion of Debentures, as follows: 193,755 shares for the 394% Debentures due Decem- 
her 1965 (called for redemption May 1, 1956) convertible at $136 per share; and 3.262.701 
shares for the 372% Debentures due October 1967 convertible at $148. (These conversion 
prices are subject to adjustment as provided in the respective Indentures.) See also note 
(c) below. 


(c) Installment payments and interest applicable to shares under elections to purchase 
by employees of the Company and its subsidiaries under the Employees’ Stock Plan 
approved by stockholders in 1950 which authorizes the sale of a total of 3.000.000 shares. 
The Plan provides that an employee may cancel his election to purchase in whole or in 
part at any time and receive a refund which may be taken in cash or applied to the pur- 
chase of shares. Regular installment payments under the initial offering were completed in 
February 1955 and 1.541.814 shares were issued under this offer. In October 1954. the 
Company offered the balance of the 3.000.000 shares and at December 31, 1955 installment 
payments were being made on 1,371,214 shares. 

(d) Of these debentures, $140,000,000 mature in 1970, $77 


$775.000.000 thereafter 


5.000.000 from 1971 to 1980, and 


(e) Represents the Company's share of toll revenues of $1.063.839.000 in 1955 and $921.- 


725.000 in 1954 from toll business handled jointly with subsidiary and other telephone 


( ompanies 


(f) Operating expenses are incurred principally in providing the Company’s long distance 
communication services and in pertorming License Contract services furnished telephone 
companies. 


(g) Cost of work carried on for the Company by Bell Telephone Laboratories. 


(h) Based on average shares outstanding—50,705,669 in 1955 and 46,147,747 in 1954. 


Amounts accrued for employees’ service pensions under the Plan established by the Com- 
pany are paid to Bankers Trust Company as Trustee of the Pension Plan. This Fund is 
irrevocably devoted to service pension purposes and is not a part of the assets of the 
Company. Such Fund amounted to $117,032.477 on December 31, 1955 and is adequate to 
meet future pension payments for those now receiving pensions and those now entitled to 


retire on pension at their own request. 
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American Telephone and Telegraph Company 


Investments in Subsidiaries and in Other Companies 


December 31], 1955 


PRINCIPAL TELEPHONE SUBSIDIARIES 


New England Tel. & Tel. Co... 
ee eS ee 
New Jersey Bell Tel. Co...... 
Bell Tel. Co. of Pennsylvania. .. 
Diamond State Tel. Co......... 
Chesapeake & Potomac Tel. ( 
Chesapeake & Potomac Tel. Co. 

of Maryland . 
Chesapeake & Pesomec ‘Tel Ca, 

of Virginia ..... 
Chesapeake & Posomec Tel. 

of West Virginia .......... 
Southern Bell Tel &sTel. 20. 
Ohio Bell Tel. a oe vite 
Michigan Bell Tel. Co......... 
Indiana Bell Tel. Co........... 
Wieconsin. Tel, Co.s..i6sic020s: 
Illinois Bell Tel. Co........... 
Northwestern Bell Tel. Co...... 
Southwestern Bell Tel. Co..... 


Mountain States Tel. & Tel. Co 
Pacific Tel. & Tel. Co......... 
Pacific Tel. & Tel. Co.—Pre 

EE cits. 5 Ghasaitdaiad de ba 2 


OTHER SUBSIDIARIES 


Bell 
Inc. ‘F Pos 

Western Electric Cx ‘Tae. 

195 Broadway Corporation.... 

Eastern Tel. & Tel. Co......... 


Telephone Laboratories, 


RU iit te i OE SO Ra ee A a 


OtHer CoMPANIES 


Southern New England Tel. Co 
Cincinnati & Suburban Bell Tel. 
eid sua ae 
Bell Tel. Co. ‘al Conade. er 
Cuban American Tel. & Tel. Co. 


en Oe FE 4 ee ica etre A 


CaPITAL Stocks (a) 


Par Value 
of Holdings 
212,284,200 
901,300,000 
335,000,000 
460.000,000 
28,000,000 
90,000,000 


160.000.000 


165,000,000 


67,000,000 
885,000,000 
365,500,000 
342.987 ,000 
126,998,900 
172,000,000 
461,257,800 
275,000,000 
894,998,400 
253,350,600 
775,798,900 


64.095,700 


20,000,000 
(c) 
23,000,000 

74,100 


29,342,400 


pe 


18,637 
18,749,800 
865,000 


ony 


(a) Common stocks unless otherwise indicated. 


% of Total 
Outstanding 


69.26 $ 
100.00 
100.00 
100.00 
100.00 
100.00 


100.00 


100.00 


100.00 
100.00 
100.00 
99.99 
99.99 
100.00 
99.32 
100.00 
99.99 ° 
86.74 
90.70 


78.17 


(b) 50.00 
99.82 
100.00 
98.80 





21.61 $ 


29.82 
5.50 

50.00 

r 


(b) Remaining shares owned by Western Electric Company. 


(c) 12,681,649 shares 


no par value. 


Book Value 
(Cost) 
217,235,731 
924,280,335 
348,667,184 
466,316,050 
28,700,000 
91,000,000 


161,467,862 
165,000,000 


67,000,000 
886.817,298 
365,542,298 
343,399,232 
127,585,386 
175,223,802 
466,738,660 
276,039,490 
898,251,478 
254,755,564 
771,457,117 


55,999,180 


20.000.000 
419,552,012 
23,015,000 
74.100 


$7, 554, 117,779 


29,654,232 


19,201,362 
18,854,783 
162,500 


67 872,877 


ADVANCES 


$ 25,000,000 
2.000.000 
14,500,000 


350,000 
2,525,000 


4,500,000 


2.875.000 


3.025.000 
5.000.000 
8.000.000 
6.100.000 
1.900.000 
1.500.000 
3.700.000 
19,462,500 
4.100.000 
5,100,000 


925.01 10 
4.561.834 
$116.124.334 
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Facts About the Bell 
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System 
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Dec. 31 Dec. 3] Dec. 31 Dec. 31 
1945 1950 1954 1955 
Number of Telephones (a 22,445.519 55,343,440 43.321.849 46,218,233 


Dial Operated 14.504.851 26.700.319 $6.369.187 10,041,368 

Per cent Dial Operated 64.6 13.9 84.0 86.6 
Number of Central Offices 7.374 8,470 9.523 9,751 
Miles of Wire: 

In Underground Cable 60.759.000 86.963.000 109.044.000 116,384,000 


In 


Aerial 


( able 


Open Wire 
Total 


Aver age 


Daily 


Telephone 


33.966.000 
5.034.000 


99 759.000 


48 .240.000 
6.578.000 
141 


781.000 


65.905.000 
7.245.000 
182.194.000 


73,279,000 
7.482.000 
197,145.000 


Conversations*® (b 90.548.000 140,782.000 159.595.000 168.936.000 


Total Plant 

“000” omitted $5.702,057 $10,101.522 $14,131,277 $15.340.495 
Operating Revenues 

(“000° omitted )* $1.930.889 $3,261,528 $4,784,500 $5.297,043 
Number of Employees (c) 474,527 602.466 685.944 745,629 
Number of A. T. & T. 

Company Share Owners 683,897 985,583 1,307,215 1,408,851 
Number of A. T. & T. 

Company Shares Out 

standing 20,166,251 28,615,956 48,161,731 54,115.960 
*For year ended December 31. 


(a) Excludes private line telephones numbering 173,816 on December 31, 1955. 


Includ- 


ing telephones of some 4.700 independently owned connecting telephone companies and 


additional thousands 


telephones in the United States which can be 


of connecting rural or 


inter 


farmer lines and systems, 


the total number of 
onnected is approximately 56.200.000 


(b) For the year 1955 there were approximately 161.788.000 average daily local conversa- 
During 1955 


tions 


and 


7.148.000 


many calls were reclassified from “toll” to 


average 


daily 


toll 


(c) Includes employees of Western Electric 


and 


sl } %9 
iocal, 


Company 


and Bell 


long distance conversations. 


due to enlargement of numerous local 


calling areas. When the data are adjusted for such reclassifications, there was an increase 
of 5.6 per cent in local conversations, and 12.0 per cent in toll and long distance conver- 
sations over the year 1954 


Telephone Laboratories 





26BOR6 O 


pt 


9 


195, G.,. nnvnno snes 


» os + + a } 
y J 
\ { I / d 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


195 Broadway, New York 7, N. ¥ 
EXeter 3-9800 


The Annual Meeting 
of the Share Owners 
will be held on 

{pril 17, 1957, at 

I P.M., at the 
Company's office at 
0 Varick Street 


Vew York, N. ) 


vol. 3 47 $143 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4145 


DIRECTORS AND OFFICERS OF THE COMPANY 


BOARD OF DIRECTORS 


Cleo F. Craig, Chairman 


James F. Bell 

Lloyd D. Brace 
Vannevar Bush 
David A. Crawford 
G. Peabody Gardner 
Frederick R. Kappel 
John L. McCaffrey 
John J. McCloy 
Eugene J. McNeely , 
Arthur W. Page 
Thomas I. Parkinson 
Clifton W. Phalen 
Elihu Root, Jr. 

Tom K. Smith 
Myron C. Taylor 
Samuel A. Welldon 
William White 

A. Lee M. Wiggins 


PRESIDENT 


Frederick R. Kappel 


EXECUTIVE VICE PRESIDENTS 
Eugene J. McNeely 
Clifton W. Phalen 


VICE PRESIDENTS 
William C. Bolenius 
Henry T. Killingsworth 
George L. Best 

E. Hornsby Wasson 

H. Randolph Maddox 
James W. Cook 
Sanford B. Cousins 
Horace P. Moulton 

H. I. Romnes 


SECRETARY 


S. Whitney Landon 


TREASURER 


John J. Scanlon 


COMPTROLLER 


Alexander L. Stott 











4146 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


SUMMARY 





BELL SYSTEM FINANCIAL SUMMARY 


Earnings on Capital 

Operating Revenues and Other Income 

Operating Expenses and Taxes 

Interest Deductions 

Net Income 

A. T. & T. Shares — Average for Year 
— Number at Year-End 

Net Income per Average Share 


T 

HE Bell System in 1956 again earned 
above $13 per share on A. T. & T. stock 
based on the much larger average number of 
shares outstanding than in 1955 


Dividends were paid at the rate of $9 


per share. Share owners of record on 
September 14 also received valuable rights 
to subscribe for one additional share at par, 
$100, for each ten sheres held. Share owners 
who used their rights to purchase stock were 
thus able to increase the rate of return on 
their total investment. For share owners who 
sold their rights. the average market price 


was $6.93 per right. 


While the number of shares increased. we 
were also able to make some addition to the 
total retained earnings per share. This figure 
rose from $19.99 a year ago, when 54,116.- 
000 shares were outstanding, to $20.94 at the 
end of 1956. when 62,894.000 shares were 


outstanding. 


In sum, share owners had a steady return 


in dividends; they had opportunity to im- 


prove the rate of return on their investment; 


1956 1955 

6.8% 6.8% 
$5, 956,807,000 $5,390,936,000 
$5,034,412,000 $4,576,053,000 
$144,604,000 $131,339,000 
$777,791,000 $683,544,000 
57,423,000 50,706,000 
62,894,000 54,116,000 

$13.16 $13.10 


and the retained earnings which help to 


protect their investment increased moderately. 


To finance the record-breaking needs for 
service we obtained about $1.350,000.000 
of new capital. The larger part of this came 
from the offering of stock to the share 
owners at par and from conversions of 
A. T. & T. 


however, was in debt issues 


debentures. Over $550 million, 
At the end of 
the year 33 per cent of the Bell System’s 
total capital was in the form of debt. 


Expenses including wages have continued 
to rise and the higher cost of doing business 
must be met by further increases in tele- 
phone rates. Earnings above the present level 
are needed to assure successful financing, 
fair treatment of share owners and improved 
service. The Bell companies are applying for 
rate increases in many states and will vigor 


ously pursue this program. 


Income taxes and other operating taxes 
in 1956 were $1.158.000.000—an increase 
of $117.000.000 over 1955. They equalled 
$19.54 per share of A. T. & T. stock. In 





CiA 
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SERVICE 


addition, Federal excise taxes paid directly 
by telephone users were $475.000,000. or 
$40.000.000 above 1955. Total taxes on tele- 
phone service in 1956 averaged $2.85 a 
month per telephone. 


To provide the service the public wants 
the Bell companies last year spent more than 
$2.2 billion for construction. We expect 
construction will be even greater in 1957, 
and much new capital will therefore be 
Total investment in Bell System 


physical facilities is now approximately $17 


needed. 


billion and the average investment for each 
of the nearly 49,500,000 telephones in serv- 
ice at the end of 1956 was $345. 


The System added 3,227,000 telephones 
last year-—almost as many as the record gain 
in 1946, the first postwar year. Long dis- 
tance conversations were up nearly 10 per 
cent over 1955. 


Additional telephones in bedrooms, kitch- 
ens, playrooms, and other locations in homes 
1.000.000. Families 
served by individual lines instead of party 
lines increased 1,450,000. 


increased more than 


Long distance calls went through at an 
average speed of 1.4 minutes. More and more 


Telephones in the 


iN MILLIO 


RESULTS 


of these calls are dialed straight through to 
the distant telephone in a matter of seconds. 


Some 11.000.000 customers can now dial 
nearby cities and towns directly and 2,700,000 
can dial as many as 20 million other tele- 
phones all over the nation. Eighty-nine per 
cent of all Bell System telephones today are 
dial-operated. 


Since the opening of the transatlantic 
cable, calls to and from Great Britain have 
nearly doubled. Conversations with other 
countries in Europe that can be reached 
through the cable increased 


markedly. In all, overseas telephone services 


have also 


reach 112 countries and territories, mostly 
by radio, and conversations are now running 
30 per cent above a year ago. 


Defense activities were greater than in any 
year since World War II. The operating 
telephone companies, Western Electric (man- 
ufacturing unit of the System) and Bell 
Telephone Laboratories all participated. 


Also. Western Electric’s production for 
the Bell System was the largest in history and 
Bell Laboratories has stepped up research 
and development programs which will con- 
tribute greatly to telephone progress in the 


years ahead. 
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REPORT TO THE SHARE OWNERS 


nes YOU HAVE already seen these words around the 
familiar symbol of Bell telephone service: working together 
to bring people together. 

In 1956 we brought more people together by telephone 
than ever before—in their hometown life, in commerce and 
industry, in building the welfare and security of the nation 

There are more of us working together, too. At the end 
of the year 787,000 Bell System men and women were busy 
in telephone operations, supply, manufacture and research. 
This was about 41,000 more than a year ago. 

Our family of share owners is also larger than ever. 
More than 185,000 new share owners invested in the Com- 
pany in 1956, and the net increase during the year was 
83,000. Your business is owned by 1,492,000 people— 
nearly two and a half times as many as any other company. 

In sending you this report we'd like particularly to 
express to every share owner, new or old, our sincere appre- 
ciation for the support you give us. 

To serve you well we must. of course, serve the public 
well. This is the only possible foundation for success, It is 
the most important element in the reputation of your busi- 
ness, and in the integrity and safety of your investment. 

So again we report to you first on our service progress. 


The story begins with growth, for the country is growing 


fast and looks to us for more service all the time. 
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Late in 1953 the 50-millionth telephone was placed in 
service in the United States. At that time the Bell System 
served about 41 million and other companies the rest. Today 
the country is using more than 60 million telephones, of 
which we in the Bell System provide nearly 50 million. This 
is an increase of 20 per cent in about three years. 

But growth in telephones is only one measure of progress. 


There are many others. Each is important. 


Obviously it’s important that service be dependable. And 
also fast. We're glad to report that in both respects it was 
never better. The average telephone goes for years without 
getting out of order. As to speed, most calls go through in 
a matter of seconds. Last year we changed 369 more central 
offices to dial operation, and greatly extended long distance 
dialing. This all helps to make the service even faster. Our 


customers like it and are quick to tell us so. 


Service should also be convenient and, one might say, 


attractive. This has several aspects which deserve mention. 


In the first place, we need to remember that the standard 


7 : Additional 
of living in this country has risen a great deal and is still Telephones in Homes 
rising. This means among other things that more people are IN MILLIONS 


free to exercise a wider choice in the way they live and in 
what they buy. 

Secondly, all industry is competing in the market place 
to provide this wider choice. You know this from your own 
experience. Today any American who only wants to repaint 
a wall can choose from literally hundreds of different colors. 
He has the choice of dozens of household appliances. For his 
car he can buy any one of several grades of oil or gasoline. 

Thus progressive business is pressing every conceivable 
attraction on the consumer. And the public expects us to be 
equally progressive in answering their needs and wishes for 
the best in telephone service. To meet these expectations 


fully. our service should be as attractive and pleasant to use 





bd 


as we can make it, and should offer a range of features to 


srouwth in 


suit the differing wants and preferences of different people This shows the 


service to homes havin 


Still a third point related to convenience is that we serve 


two or more teil 


not only the consumer at home but the businessman in his 
office. And his communication needs are always changing 
ind growing. Moreover the needs of different businesses 
vary a great deal. So we must constantly seek out new ways 


to meet new needs more skillfully. Only by doing this can 
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we make our full contribution to the progress of industry. 

These are some of the reasons why we worked hard last 
year to serve more and more families as we serve the family 
pictured on preceding pages. This is why we are doing the 
very most we can to provide an individual line, without delay, 
to every family that wants it. This is why we are making 
every possible effort to be ready to serve anyone—at home 
or in the office—with a good choice of attractive instruments 


and services. 


There Are Broad Markets for New Services 


Families on 
Individual Lines 


iN MILLIONS 








In past years we have told you about colored telephones 
—about new instruments that may be used without lifting 
the receiver—equipment that automatically answers the tele 
phone when no one is in—and other new conveniences 
Today millions of colored telephones are in use, thousands 
of Speakerphones, thousands of answering sets. There are 
broad markets for them all; they are wanted and used 

Now we are testing a simple new home communicating 
system. This will offer new convenience in answering calls, 
or in talking from room to room. Also, a person in the house 
will be able to talk from any telephone with a caller at the 
door, through a small loudspeaker. 

We are also developing a new telephone of a design 
especially suited for use in bedrooms. We have others for 
noisy locations, so that people talking on the telephone will 
not be bothered by room noise. Still another instrument that 
will soon be available is designed for talking in a very low 
voice. With this, in a quiet place like a library, one can 
speak in little more than a whisper. 

Services for business are spreading fast. Private line 
services last year rose 18 per cent. Teletypewriter exchange 
service, 25 years old last year, now handles 100,000 mes 
sages a day. Mobile telephones in cars and trains and river 
and harbor craft increased 10 per cent and the number of 
messages somewhat more. We are providing complete com 
munication systems for the three largest natural gas pipe 
lines completed or under construction last year. For railroads 
new teletypewriter equipment will automatically relay infor 
mation on the make-up of freight trains. With the enormous 
expansion of aviation, we are experimenting with microwave 
radio to carry radar signals for air traffic control, and develop- 


ing new equipment for the air lines’ own communications 
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To serve business well we must study different businesses. 
Right now we have 36 intensive studies under way. They 
cover mail order houses and department stores. banks and 
hotels, railroads and hospitals, insurance and power com- 
panies, truck lines and refineries. These and other organiza- 
tions under study represent in turn some 400.000 different 
businesses, all of which we serve. They want to know—and 
we do too-—how improved communications can aid their own 
efforts to control costs, increase productivity, and improve 
sales. Our studies are fruitful in two ways. First, they show 
how services we already provide can best be tailored to a 
company’s needs, Second, they suggest practical new services. 

Each year we are developing more flexible communica- 
tions for small business as well as for large. A brand new 
dial system for small organizations is now being tried out. It 
is small in size itself. can be installed quickly, and has many 
convenient features. For instance. it will automatically con 
nect incoming calls to a busy telephone as soon as the line 
ix free. In another new system as many as 36 telephones 
can reach each other without calls having to go through the 


regular switching equipment. We are also designing new 
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telephone instruments on the “building-block” principle, so 
that conveniences may be added as the user prefers. 

In last year’s report we mentioned the use of teletype- 
writer services in “integrated data processing,” or IDP for 
short. The simplest form of this is doing repetitive paper 
work mechanically. And IDP is growing, no doubt about 
it. We are convinced that increasing use of computers 
ind other office machines will require more and more com- 
municating in machine language, and we are going ahead 
to provide the means. 

Our network interconnecting television stations grew 
further in 1956. Television channels were also used increas- 
ingly for “closed circuit” business meetings. In Hagerstown, 
Maryland, we are providing the connecting paths for a sig- 
nificant experiment in teaching school by television, Fight 
school buildings and three other civic buildings are now 
interconnected. This trial is expecte d to last about five years, 
with the network eventually reaching 48 schools in Wash- 
ington County. The purpose is to study and assess the use- 
fulness of television as a medium for teaching in an entire 


school system. 


Advances in Manufacture and Research 


The great expansion of our business places a tremendous 
call on Western Electric Company, the manufacturing and 
supply unit of the System. Western’s response has been 
nothing short of remarkable. 

Last year it supplied more dial equipment, telephones, 
and telephone cable than ever before much more than in 
1955, which in turn was far above 1954. In all its operations 
Western enlisted the help of 30.000 other manufacturers 
ind suppliers Nearly nine out of every ten of these are small 
concerns having less than 500 employees. More than half of 
every dollar of Western’s gross sales went to other firms for 
supplies ind raw materials and lor services rendered. 

In 1956 Western went ahead with new manufacturing 
plants in Massachusetts and Nebraska. It also proceeded 
with major additions to four other plants and put still more 
on the drawing boards. Already. since the end of World 
W il I], the company has completed is mut h new building 
construction as in all the years before. 

Finally, Western’s manufacturing engineers, working 


with the people of Bell Laboratories, are finding entirely 
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new ways to produce new <levices. Many of our modern 
equipments depend on tiny parts used in great quantity. 
This makes it desirable and even necessary to make them by 
automatic methods. Just as one example Western Electric 
is now assembling, testing and packaging small electrical 
switches automatically, by methods quite unknown a few 
years ago. 

At Bell Laboratories, development of the new electronic 
switching system is going full speed ahead. We are sure 
this will lead to many improvements in service and also to 
greater efficiency. The first service trial will start in Morris, 
Illinois, in 1959, 

This year we expect to begin using a new high-power 


radio system for telephone service between Florida and 
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Cuba. in cooperation with the telephone company there. This 
system can transmit up to 200 miles without relay stations. 
lt may prove suitable for carrying television programs also. 

The Laboratories are also trying out a new microwave 
radio relay system. This is economical for carrying tele- 
phone conversations or television over distances of 100 to 
200 miles. Another system now under development in the 
Laboratories will be able to carry four times as many con- 
versations as the radio relay systems today in use across the 
continent. 

This year we shall test out a method for sending several 
conversations at the same time over local telephone wires. 
This will be done in very fast pulses—more than a million 
a second. Transistors and other miniature apparatus will 
keep the pulses accurate. The tests will be made over wires 
interconnecting central offices in a large city——‘‘exchange 
trunks,” we call them. This may well be the start of multi- 
plying local voice paths on existing lines as we now multiply 
long distance paths. It holds tremendous promise for the 
future. 

As use of the transistor spreads, the 1956 Nobel Prize 
in physics has been awarded to its inventors: Dr. Walter H. 
Brattain of Bell Laboratories, and Drs. William Shockley 
and John Bardeen, former members of the staff. They 
invented the transistor when all three men were working at 
the Laboratories. 


Telephone progress in large measure grows out of new 
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systems, new devices, new structures, new concepts, new 
physical principles, new materials. At Bell Laboratories, 
research goes to the heart of the matter and builds out 
from there. And sometimes the result of a fundamental study 
may be far more important than it is spectacular. To end 
this glance at current research, let us mention just one case 
in point. 

Thousands of miles of telephone cable have an outer 
covering of polyethylene. It is a fine, tough, durable 
material. But light affects it, and so does oxygen in the 
atmosphere. To protect against light. we add carbon black. 
To protect against oxidation, we add another chemical. But 
until recently, chemicals used for this purpose have lost some 
of their effectiveness in the presence of carbon black. Th« 
problem was to find new chemicals which would not have 
this weakness. 

Now this problem has been solved. New ingredients have 
been discovered which actually work better with carbon black 
than without it. The result should be to lengthen the life 
of polyethylene sheathing and increase the sturdiness and 


dependability of telephone cables. 
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1956 Earnings and Financing 


Bell System earnings in 1956 are given in the financial 
statements and also in the summary on page 4. In brief, the 
System earned $13.16 per share of A. T. & T. stock, based 
on the much larger average number of shares outstanding 
than in 1955, when $13.10 per share was earned. 

As the summary also shows, we paid $9 per share in 
dividends. And the amount of earnings after dividend pay- 
ments was sufficient to increase somewhat the total retained 
earnings behind each share of stock outstanding at the end 
of the year. Share owners of record on September 14 also 
received valuable rights which entitled them to subscribe for 
one new share at par, $100 a share, for each ten shares held. 

The total number of shares so offered was 5,726,000. 
Some 5,715,000 shares (99.8 per cent of those offered) were 
purchased. More than half the share owners used their 
rights to buy stock and bought more than two-thirds of the 
issue. 

The average market value of the rights was $6.93. This 
is the eighth time since 1946 that our share owners have 
had rights to subscribe to new securities. The market value 
of such rights for each share has totaled about $22, 

About 60 per cent of the 62,894,000 shares outstand- 
ing at the end of 1956 have been sold in the postwar period 
following the issuance of rights to share owners to subscribe 
for convertible debentures or stock. In fact more than 31 
million shares have been so issued since 1950. 

This is not surprising. Our business and service and 
physical plant have grown more in the postwar years than 
in all the years before. This could only be done by employing 
much new capital, both equity and debt. Still it is worth 
noticing that the larger part of all our equity capital has 
been obtained through offers to share owners during this 
period. While receiving regular dividends each year, share 
owners have also had frequent opportunity to increase their 
investment on favorable terms At the same time, taking 
the postwal period as a whole. we have maintained a sound 
financial structure, kept our indebtedness at a reasonable 
level, and strengthened the share owners’ position through 


a moderate increase in the retained earning 


rs which help to 


protect each share of stock. 


] 


Total capital obtained in 1956 was approximately 


Bell System 
Capital 


'™ BILLIONS 
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$1,350,000,000, Of this, $558 million came from the sale 
of bonds; these included $250 million of A. T. & T. bonds 
sold in July and $308 million of other issues sold by seven 
subsidiary companies. From the offering of stock at par, 
$566 million was obtained. The Company also received 
£149 million as convertible debentures were converted into 
3,151,000 shares of stock, and employees who are buying 
stock made installment payments of $85 million. In all, 
0,778,000 A. T. & T. shares were issued, 

Sales of Western Electric Company to the Bell telephone 
’ 


companies in 1956 were $1,648,875,000, compared with 


$1,230,915,000 in 1955. Sales to others, mainly the defense 
departments of the Government, increased the total to 
$2,372,726,000, compared with $1,853,299,000 in 1955. 
Western’s earnings for the year, exclusive of certain items 
pertaining to prior years, were $75,054,000 or 3.2 per cent 
of sales. 

In May Western Electric sold 1,411,666 shares of stock. 
This financing provided $63,525,000 additional capital to 


Western and increased its outstanding shares to 14,116,666. 


We Are Working Hard to Improve Earnings 


Early in this report we said that the foundation of our 
success must always be to give good service. And this means 
progressively better service: service always so attractive 
that it will win and keep public favor. To prosper we must 
serve well. Not fairly well, or moderately well, but very 
well—as well as we can. 

However, it is just as true that to serve well we must 
prosper. This coin like any other has two sides. 

Right now, in common with all other business, we are 
experiencing higher costs of operation, including higher 
wage costs. We cannot escape this, for we must have able 
people and pay to get them. 

Our efficiency keeps improving, yes. We have continu- 


ously better equipment and operating methods. But the costs 





that arise from inflation are much greater than these savings. 

This is one reason why we need to increase telephone 
rates in many areas. The Bell companies now have applica- 
tions pending for increases which total some $130,000,000 
innually. Other applications will be made and the companies 


intend to pursue this program with all possible energy. 
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We are sure as we can be that in the long run, ample 
earnings will bring better service to telephone users at less 
cost to them. The reasons are simple but far-reaching. 
Genuinely good earnings make possible fully adequate 
financing on sound terms. They permit long-range economies 
in engineering, construction and operation. They pay the 
cost of intensified research and pioneering which produce 
further improvements and savings. 

Last year and in 1955 the Bell System earned 6.8 per 
cent on its total capital. This was better than in the other 
postwar years. Still it was less than the System earned in 
earlier years of high business activity; and in these times 
of unprecedented growth, with the need to obtain billions of 
dollars of new capital from investors, earnings above the 
present level are required. 

In this rising economy. successful nonregulated industry 
earns two or three times as much on investment as the Bell 


companies have earned under regulation. While a regulated 


business may not equal nonregulated companies in earnings. 
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the present disparity is certainly greater than it should be. 
To meet our obligations to share owners and users alike. 
we are doing our utmost to improve our relative earnings 
position. The regulatory bodies know that the billions of 
dollars needed to finance telephone growth will be forth- 
coming only if they authorize rates that produce healthy 
earnings. We are sure the regulators desire us to meet 
every need and meet it well. We are confident they will 
recognize their joint responsibility in enabling us to give all 


the service people want, and the kinds of service they ask for. 


Defense Activities Increased Last Year 


26086 O 


58 


pt 


As you know we do a great deal of work to help in the 
national defense. We did more in 1956 than in any year 
since World War II. The times require it and the Govern- 
ment looks to the Bell System to take assignments for which 
we are specially qualified. 

The very growth of the telephone system makes it an 
ever stronger national bulwark. And we always keep defense 
considerations in mind as we plan and build new routes to 
meet general needs. This often requires special construction 
to insure that emergency services will be maintained in event 
of war damage. Work is also going right ahead on the SAGE 
air defense system which will tie radars and weapons to- 
gether through a chain of electronic computing centers. This 
will use great quantities of interconnecting circuits supplied 
by the telephone companies. 

On work of this kind we cooperate closely with the non- 
Bell telephone organizations, as we do in our merchandising 
efforts, in extending direct dialing, and in meeting many 
other problems. The fine relations throughout the industry 
are important to defense and to all telephone progress. 

Bell Laboratories last year continued to work on military 
communications, guided missiles, and new electronic devices 
needed for defense. It is also taking a major part in develop- 
ing guidance systems for the Air Force’s intercontinental 
and intermediate-range ballistic missiles. Western Electric 
produced Nike missile systems in quantity and also began 
production of new Nike systems that have a much longer 
range. Building construction on the Distant Early Warning 
Line has been nearly finished and installation of detection 


and communications equipment will be completed on sched- 


2, vol. 3 48 
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ule this year. In Alaska, the first section of the “White 
Alice” communication network was turned over to the Ai 
Force late in 1956. When completed in 1958, this system 
will link Alaskan defense outposts and cities across a distance 
of 3,100 route miles. In New Mexico, Western Electric’s 
subsidiary, the Sandia Corporation, continued its manage- 
ment of the Sandia Laboratory of the Atomic Energy Com- 
mission. This Laboratory develops, designs and tests atomic 
weapons. 


The Business Grows As Its People Grow 


Our report began with the thought of working together 
to bring people together. We'd like to end with a few facts 
and thoughts about the people who are’ working together. 

Your business—and what the public thinks of it 


depends mainly on the people who work in it. To be sure 


we use many wonderful machines. We couldn't do without 
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them. But people invent the machines, and build and install 
them, and use them, and are responsible for them. It is 
always the people who give the service, and give it the 
personal touch. 

We ask the public at regular intervals what they think 
about the service and about the Bell System. And we know 
this: telephone users who are acquainted with telephone 
employees, and see them and talk with them, usually have a 
better understanding of what we are trying to do, and a 
higher regard for our efforts. than those who do not. 

Naturally this all begins with the kind of service we give. 
and the kind of people we are. But we think we help our 
community living, and public understanding that this is a 
business of people, by doing all we can to keep telephone 
men and women really well informed about the business. 
This is a continuous process, for there are always people 
going out of the Bell System and others coming in. Right 
now, for example, while more than 115,000 employees have 
been with us 25 years or more, some 345,000 have served 
less than five years. But whether they are old or young in 
experience. the part they take in their communities, anc 
their skills and spirit and understanding of what telephone 
users expect of them, are the greatest asset we have. 

A business expanding as ours is can only grow well if its 


people grow well. Perhaps that sounds a little obvious. It 





may sound less so when we add that in the next ten years. 


we expect more than 80,000 Bell System men and women to 
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take new posts in management with increased responsibility. 

With this prospect, we have already broadened manage- 
ment development activities (or better stated, activities to 
help management people develop themselves ). And we intend 
to do more. Since many of our future supervisors will be 
moving into management for the first time, several of the 
Bell companies are organizing additional training to aid in 
this first step. Also, practically all the companies have estab- 
lished schools for middle management people and are con- 
lucting training conferences organized specifically for them. 
These activities are all in addition to continuous programs 
for training nonsupervisory employees. 

As mentioned earlier, wage levels again rose in 1956. 
The wage increases negotiated between Bell System com- 
panies and the unions were in keeping with the general rise 
in wage levels in the communities where the companies 
operate. In recent months some of the companies have insti- 
tuted group life insurance programs which are financed 
jointly by the companies and the participating employees. 
Other companies are considering similar programs. 

Last year the companies of the System paid out or set 

8 


aside $312,000,000 (an amount equal to 


‘ 


per cent of 
their payrolls) to provide pensions, to pay sickness, accident 
and death benefits, and to pay the companies’ portion of 
Federal taxes for Social Security old-age insurance benefits. 


The companies pay the entire cost of their benefit and 


vension plans. Service pensions are paid from pension funds 
| | 
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accrued on an actuarial basis; these funds can be used only 
for service pension payments. At the end of the year 41,745 
retired employees were receiving service pensions: 21,585 
men and 20,160 women. 

We're particularly glad to report that Bell telephone 
people have again earned the highest honor award of the 
National Safety Council. The Council tells us the communica- 
tions industry stays in first place with its safety record. But 
we want to cut accidents even further. For example, with 
80,000 telephone trucks and cars on the road, the companies 
are giving added training to stress “the Three C’s” of safe 
driving—Courtesy, Concentration, and Control. 

There are a good many figures in this report but we’d 
like to mention just two more. Both are important. 

The first is 31. Thirty-one telephone men and women 
last year were awarded Theodore N. Vail Medals for excep- 
tional service in emergencies. We're deeply proud of their 
devotion and skill and we hope you will be also. 

The other number is 183,000. This is the membership 
of the Telephone Pioneers of America. All who have served 
in the telephone industry for 21 years are eligible and 97 
per cent of the eligibles have chosen to be members. The 
Pioneers, both active and retired, keep the spirit and fellow- 
ship of their calling. Their organization means much to the 
business and much to them. It is another fine and enduring 


example of working together to bring people together. 





This is a many-sided business. It needs the best efforts 
of many people. But those efforts are greatly strengthened 
because our goal is clear. We aim to give the best and most 
valuable telephone service in the world. This is the sure way 
to broaden opportunity and keep your investment working 
profitably for you. With great confidence in the future, we 
express again to every share owner our sincere appreciation 
for your personal interest and support. We are deeply aware 
that it is your faith and your investment which make our 
progress possible. All of us on the Board of Directors and 
throughout the organization will continue to do everything 


in our power to justify the trust you have placed in us. 


/ 


February 13, 1957 PRESIDENT 
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New York, N. Y. 


February 13, 1957 


To THE SHARE OWNERS OF 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY: 


We have examined the balance sheet of American Telephone and Telegraph 
Company as of December 31, 1956, the consolidated balance sheet of the Com- 
pany and its principal telephone subsidiaries as of December 31, 1956, and the 
related statements of income and retained earnings for the year 1956. Our 
examination with respect to such companies was made in accordance with gen 
erally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered neces 


sary in the circumstances. 


Examinations of similar scope have been made by us of the balance sheets 
as of December 31, 1956 and of the statements of income and retained earnings 
for the year 1956 of the principal nonconsolidated subsidiaries of American Tele- 
phone and Telegraph Company, except Western Electric Company, Incorporated 
and its subsidiaries, and we have reviewed accounting reports for the year 1956 
rendered to American Telephone and Telegraph Company by all other noncon 
solidated subsidiaries. The consolidated balance sheet of Western Electric Com 
pany, Incorporated and consolidated subsidiaries as of December 31, 1956 and 
the related statement of consolidated income of these companies for the year 
1956, with certificate of examination thereof by other independent accountants, 


have been furnished to us. 


In our opinion, the financial statements (pages 34 to 38) and the con- 
solidated financial statements (pages 27 to 32) present fairly the position at 
December 31, 1956 and the results of operations for the year 1956 of American 
Telephone and Telegraph Company and the consolidated position at December 
31, 1956 and the consolidated results of operations for the year 1956 of the Com- 
pany and its principal telephone subsidiaries, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the 


receding year. 
I e4 


LYBRAND, Ross Bros. & MonTGOMERY 
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HE BELL Syst—EM CONSOLIDATED FINANCIAL STATEMENTS appear on pages 28 
to 32, inclusive. These statements consolidate the accounts of the American 
Telephone and Telegraph Company, its principal telephone subsidiaries which are 
directly owned (listed on page 38), and the Bell Telephone Company of Nevada, 
a wholly-owned subsidiary of the Pacific Telephone and Telegraph Company. 


The companies consolidated have for many years maintained their accounts 
in accordance with the Uniform System of Accounts prescribed for telephone 
companies by the Federal Communications Commission. 


Telephone Plant is shown in the Consolidated Balance Sheet in the aggregate 
of the amounts at which it is carried in the accounts of the individual companies 
consolidated. For the companies in the consolidated group, all intercompany 
security holdings, intercompany receivables and payables, and intercompany 
items of income and expense, except minor items which cannot readily be iden- 
tified, are excluded. In the elimination of intercompany security holdings the 
difference between the total cost of such securities to the companies owning them 
and the total par value of and premium on such securities has been applied to 


reduce the combined retained earnings of the companies consolidated 


Investments in subsidiaries not consolidated as stated in the Consolidated 
Balance Sheet include amounts equivalent to the proportionate interest in the net 
assets of such subsidiaries as shown by their accounts, and the proportionate 
interest in their earnings is included in “Other Income” in the Consolidated 
Income Statement. The principal subsidiary not consolidated is Western Electric 
Company, which manufactures most of the telephone apparatus, cable, switch- 
boards, etc., used by the Company and its telephone subsidiaries and procures 
and sells to them materials and supplies not of its own manufacture. Contracts 
between Western Electric Company and such telephone companies provide that 
its prices to them shall be as low as to its most favored customers for like 
materials and services under comparable conditions. Items purchased by the 
telephone companies from Western Electric Company are entered in their 
accounts at cost to them, which includes the return realized by Western Electric 
Company on its investment devoted to such business. 


Financial Statements of the American Telephone and Telegraph Company 
alone are shown on pages 34 to 38. 


A. L. Storr 
Comptroller. 
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[American Telephone 


and 


consolidated 


ASSETS 


PLANT AND OTHER INVESTMENTS 


Telephone Plant (a) 
Telephone Plant in Service eee 
Telephone Plant under C construction. pee 
Property Held for Future Telephone Use.............. 
Telephone Plant Acquisition Adjustment............... 

Less: Depreciation Reserve 

Portion of cost of teley cae plant u ‘hich hen ‘Som haaaad 


against ope rations. 


Miscellaneous Physical Property. 


r eee 


Investment in Subsidiaries not conaglidaned 
Other Investments—at cost............ eae 
Principally investments in associated telephone com- 
panties. 
Total 
CURRENT ASSETS 
iii en) SN Es a 5» nn 05.00 Swans eae ss ae 


Temporary Cash Investments..... . ; 
Principally U. §. short-term obligations. 
Special Cash mneeiM, — 
Receivables 
Amounts due for service (les reserves for uncollectibles), 
working advances, interest and dividends receivable, etc. 
Material and Supplies.... an ae oa 
Principally for and maintenance 


construction purposes. 


Total Current Assets 


DEFERRED CHARGES 
Prepayments of Directory Expenses. Rents, Taxes. etc. 
Other Deferred Charges. .. i 

Total Deferred Charges 
ee rere eer ee rere 


32 


For notes, 


see page 


. $164 


December 31, 
1956 


70,144,997 
584.919.561 
16,915,456 
2,225,600 
$17,074,205,614 
4,113,774,382 


iit, 


$12.960,431,232 
8,317,586 
745,245,326 
102,593,852 


$13.816.587.996 


$ 106,559,970 
1,207,773.504 


7.868.690 
679,347,561 


211,233,284 


$ 2,212,783.009 


$ 96,628,015 

80,572,213 
$ 177,200,228 
$16.206.571,233 


December 31, 
1955 


$14,970,657,119 
351,910,986 
14,568,947 
3,358,152 
$15,340,495,204 
3,899,461,309 


$11,441,033,895 
3,7 7 25 J, 917 ‘ 
650.637.094 
82,060,951 


$ 104,464,774 


1,272,102,128 


9,599,365 
594,995,778 


176,465,495 


$ 2,157.627.540 


$ 87,114,269 

57,442,317 
$ 144,556,586 
$14,479,641,983 
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Telegraph Company and its Principal Telephone Subsidiaries] 


batiance sheet 


LIABILITIES 


December 31, 


CapPiITAL Stock Equity 1956 


American Telephone and Telegraph Company 
Common Stock—Par Value ($100 per share).......... $ 6,289,388,900 
At December 31, 1956, authorized 100,000,000 shares: 
outstanding, 62,893,889 shares. See note (b) on page 37. 


en eee 11,964,600 
Common Stock Installments—see note (c) on page 37.. 156,909,315 
Premium on Common Stock Sas rsingie ca iieatatna 1,780,815,328 


{mount received in excess of par value 
Retained Earnings 


NE COU. 2 ata piicann an aeuewenrs ecccccce 8,122,052 
Unappropriated . x acta ahaha’ 1,308,856,443 
Total Retained Earnings (see page 31)....... $ 1,316,978,495 


Total Applicable to A. T. & T. Co. Stock .. $ 9,556,056,638 


Subsidiaries Consolidated—stocks held by public 


Common Stock : 43 be cc SORA Oe ae eee 
Preferred Stock . in Sa Ol ate aCe tae beurowe 17,904,300 
Retained Earnings ; ove 18,982,210 


Total Applicable to Stocks of Subsidiaries 
eg Ee et 


Total Capital Stock Equity ceceeeees $ 9,843,871,348 
Funpep Dest 


American Telephone and Telegraph Company 


Convertible Debentures it a 29.986.400 
Other Debentures—see note (d) on page 37..........- 1,940,000,000 
Subsidiaries Consolidated (d) ebedevacedsancnddacxel 2.648,000,000 
Total Funded Debt. weceeeeees $ 4,617,986,400 


CURRENT AND ACCRUED LIABILITIES 


Notes Payable staan a ; cocccescee @ 106000000 
Accounts Payable pines bh 0600 ih bernsc eee 516,902.583 
Advance Billing for Service and Customers’ Deposits...... 138,581,811 
Dividends Payable ........ sae ae ate 142,410,891 
Taxes Accrued ..... alate ais 740,948,000 
Interest Accrued Gus ae oa ee see ceseee ee 42,487,717 
Other Current Liabilities zs ad 27,997,455 


Total Current and Accrued Liabilities $ 1,715,328,457 


DEFERRED CREDITS 


Unextinguished Premium on Funded Debt—net = 25,420,032 
Other Deferred Credits........... ‘ . : , weak 3,964,996 
Total Deferred Credits a 29,385,028 

Total Liabilities ...................... $16.206,571,233 








December 31, 
1955 


$ 5,411,596,000 


76,089,368 
1,630,721,133 


17,658,929 
1,063,982,700 
$ 1,081,641,629 


$ 8,200,048,130 


$ 215, 


$ 248,299,925 
$ 8,448,348,055 


$ 345,645,600 
1,690.000,000 
2,340,000,000 


$ 4,375,645,600 


$ 152,000,000 
464,854,885 
127,780,448 
115,653,156 
706,968,050 

37,169,251 
29,169,199 
$ 1,633,594,989 





$ 19,212,497 

2,840,842 
$ 22,053,339 
$14,479,641,983 
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[American Telephone 


OF 


JUSTICE 


and 


consolidated 


OPERATING REVENUES 


Local Service Revenues iucee Ue cwiuns 


Toll Service Revenues 


Miscellaneous Revenues SEES Se KS 
Principally directory advertising. 
Less: 


Uncollectible Operating Revenues 
rotal Operating Revenues (e 
OPERATING EXPENSES 


it Maintenance 


Cost of 


rrer 


inspection, repairs and rearrangements required 


to keep the plant and equipment in good operating con 
dition. 


Depreciation Expense 


Portion 


ny } , 
of cost of depre¢ table property charged against 

current operations. These charges are based on rates 
designed t sprea this cost uniformly over the service 
life of the property and represented approximate ly 3.8 
in 1956 and 3 n 1955 of average investment 
depre plant 

Trafic Expenses 
Costs incurred in the indiing Of messages, pru patly 
operators wages 

Commercial Expenses 
Costs ncurred in business relations vith customers 
public telephone commissions st of directories, adver 


tising, et 

Operating Rents 

General and Miscellaneous Expenses 
General Administration 

Accounting and Treasurv 

Development and Research ({ 

Pensions 

Accident, Death and Other Benefits 


eral Expenses 


Provision for Employees’ Service 
I mployee s’ Sickness 
Other Ger 
Less: Expenses Charged (¢ 


mstruction 


Total Operating Expenses 
Net Operating Revenues 


OPERATING TAXES 


Federal Taxes on Income 


Other Taxes—principally State, local and Social Security 
Total Operating Taxes 
Net Operating Income ed forwar 
For notes, see age 32 


sf 


$ 


F 


A 


PP 


Pp 


Lf 


Year 1956 
3,368,607 868 
2.176,240.700 

297,243,219 


16,794,102 


5,825,297,685 


535,226,642 


937.163.0177 


52,693,698 


56.089.160 


238,596.577 
32,503,410 
162.902.978 
48,684,195 
111,890,775 
1,154,404 

3 876,661,682 


1.948.636. 


695.226.893 
462,523,280 
1,157,750,173 
790.885.830 


$ 


PP 


“<p> 


nr wR 


sn 


Year 
3.086.454.8577 
1,959.667,241 

] 


264.967,3 


l ‘ 55 


14,046,241 
5,297,043,174 


1.098.093.507 





900.4 976 


47,801,145 


808.687 
214.153.609 
27,398,461 
151.503.46 
46,631,081 
915.976 
3,791,603 


635,548 


626,939,691 
414,477,922 
1,041,417,613 


720.990.01 
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Telegraph Company and its Principal Telephone Subsidiaries] 


income Statement 


Net Operating Income (brought forward).... 
OTHER INCOM! 
from subsidiaries not consolidated (g) 


e 


dividends) of 


Dividends 


Proportionate interest in earnings (after 


subsidiaries not consolidated (h)... 
Dividends from other companies......... 
Miscellaneous income (i) 


Less: Mis ellaneous deduc tions from income.... 


Income Available for Fixed Charges 


Fixep CHARGES 
Fangnane. om. Pde Die. oiic ose vncae vabube opasdddesce 
CN TOO ie 55 cack Dh Sas 80 gts eek en AF So ee eas 
Less: Release of Premium on Funded Debt—net......... 
Net Income 


Net INcoME APPLICABLE TO MINORITY INTERESTS 
Preferred Stock 
Common Stock 


Net Income Applicable to A. T. & T. Co. Stock 


T 


Consolidated Earnings per share of A. T. & T. ¢ Stock 


Year 1956 
$790,885,830 


$ 50,937,816 


31,170,275 
6,927,505 
49,905,694 
7,431,828 





$922,395,292 


$136,593,286 
8,577,780 
566,857 


$777,791,083 


$ 1,074,258 
20,782,971 


$755,933,854 


$13.16 


Year 1955 
$720,990,013 


$ 44,110,070 


20,347,422 
6,632,372 
29,791,326 
6,988,380 





$814,882,823 


$123,250,263 
8,545,942 
456,831 


$683,543,449 


Statement of Consolidated Retained Earnings Applicable to American 


Telephone and Telegraph Company Stock 


BaLtance—DecemBer 31, 1955 

Net Income applicable to A. T. & T. Co. Stock 
Profit on sales of securities 

Adjustment of prior years’ tax accruals 


Miscellaneous additions 
Torat ADDITIONS 
Dividends on A. T. & T. Co. Stock 
Stock Expense charged off 
Adjustment 


Organization ar 
A mortizatio f Te 
Miscellaneous 


i Capital 
lephone Plant Acquisition 
leductions 

ToraL Depuctions 


BaLANCE—DecemBeErR 31, 1956 


Year 1956 


$1,081,641,629 
$ 755,933,854 
1.126.817 
1.500.542 
67,408 

$ 758,628,621 
$ 516,803.616 
4,374,873 
1,021,681 
1,091,585 

$ 523,291,755 


$1,316,978,495 
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(a) Telephone Plant, with minor exceptions, is stated at cost to the companies. Tele- 
phone Plant Acquisition Adjustment represents certain costs attributable to property 
purchased from predecessor owners. Expenditures for patents have been charged off as 
incurred and thus are not included in the asset accounts. 


(b) Comprises $566,048,624 at December 31, 1956 and $503,370,965 at December 
31, 1955, representing cost of investments, and $179,196,702 at December 31, 1956 and 
$147,266,129 at December 31, 1955, representing proportionate interest in the net 
assets of subsidiaries not consolidated in excess of such cost. 


(c) Reservations against contingency of refunds in connection with certain rate 
proceedings. 


(d) Of the funded debt of subsidiaries consolidated, $168,000,000 matures from 1960) 
to 1970, $470,000,000 from 1971 to 1980, and $2,010,000,000 thereafter. Two sub- 
sidiaries have sold an aggregate of $70,000,000 of debentures since December 31. 
1956 and one subsidiary has authorized the sale of $40,000.000 of mortgage bonds. 


(e) Total Operating Revenues include approximately $9,400,000 in 1956 and 
$5,700,000 in 1955 with respect to which reservations of retained earnings have been 
made against contingency of refunds to customers in connection with certain pendin; 
rate proceedings. 


(f) Cost of work carried on for the American Telephone and Telegraph Company 
by Bell Telephone Laboratories, 


(«) Includes dividends of $49.458,558 in 1956 and $42,886,891 in 1955 from Western 


Electric Company. 


(h) Includes the American Telephone and Telegraph Company's proportionate interest 
(over 99%) in the earnings (after dividends) of Western Electric Company and its 
subsidiaries amounting to $31.427.384 in 1956 and $20,337,125 in 1955. 


(i) Includes $22.625.977 in 1956 and $13.557.666 in 1955 for interest charged 
construction, and $24,072,275 in 1956 and $12,909,087 in 1955 for interest on gov- 
ernment securities. 


(j) Based on average shares outstanding—57,422,624 in 1956 and 50,705,669 in 1955. 


Amounts accrued for employees’ service pensions under Plans established by the Bell 
S ( , id Bankers 1 ( Trustee of Pensi Fund 

System Companies are paid to Bankers Trust Company as Trustee of Pension Funds. 
These Funds are irrevocably devoted to service pension purposes and are not a part of 
the assets of the ¢ ompanies. The Funds of all the ¢ ompantes aggregated $2,.382.394.350 
on December 31, 1956 and in each company are adequate to meet future pension 
payments for those now receiving pensions ind those now entitled to retire on pensior 


at their own request. 
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American 


batlagnce 


ASSETS 
December 31, 
PLANT AND OTHER INVESTMENTS 1956 

Telephone Plant (a) 

Telephone Plant ty Serwbee ci ooo os cee eebces cocccccess $ 1,390,490,149 

Telephone Plant under: Construction... ........++++++++: 96,022,969 

Property Held for Future Telephone Use...........++-+ 625,190 

$ 1,487,138,308 

Less: Depreciation Reserve. ....ccccsccccscccssauceccces 523,237,088 


Portion of cost of telephone plant which has been charged 
against operations. 


$ 963,901,220 


Investments in Subsidiaries—at cost (see page 38).......  8,764,632,993 
Stocks $8,477,104,861 
AGVENDND «inc ive bi ccc ¥ete see eee see 287,528,132 
Other Investments—at cost (see page 38)..........+000- 89,252,298 
Stocks 67,872,877 
Advances 21,000,000 
NS 6. via casenakatenaevase 379,421 
DN eee os UE eerie et eebih aed $ 9,817,786,511 
CurrENT ASSETS 
LI i I UE. sca cccriconcnscccessascntcws # 16,110,331 


Temporary Cash Investments..............++ 1,207,773,504 
Principally U. S, short-term obligations. 


SCA IR iv id. 5oc0v v'esop ber bas tee ccrcecces 1,954,786 


OO es Crake ko oe 58a 6db ud dees sssnnecerss 63,145,526 
Amounts due for service (less reserve for uncollectibles), 
working advances, interest and dividends receivable, etc. 

EP ere eee ee 18,975,253 


Principally for construction and maintenance purposes. 


Total Current Assets ...........00s005 enaah-tin $ 1,307,959,400 
DEFERRED CHARGES ....... es sae vesieles taeda ee 10,911,397 
INOS ec HUGO U0 e 040bae<beétidoorcens $11.136,657,308 


For notes, see page 37. 





OF 


JUSTICE 


Telephone 


December 31, 
1955 


$1,280,649,621 
45,656,088 
708,240 


$1,327,013,949 
490,881,354 


$ 836,132,595 
7,670,242,113 


68,188,937 


$8,574,563,645 


$ 16,183,006 
1,272,102,128 


2,007,891 
53,365,853 
14,121,917 


$1,357,780,795 


$ 6,990,963 
$9,939,335,403 
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and Telegraph Company 


sheet 


LIABILITIES 


December 31, December 31, 











CapitaL Stock Eguity 1956 1955 
Common Stock—Par Value ($100 per share)............. $ 6,289,388,.900 $5,411,596,000 
{t December 31, 1956, authorized 100,000,000 shares 
outstanding, 62,893,889 shares. (b) 
Common Stock Subscribed.......... pr Cite ir mneoraawia 11,964,600 vseoev evens 
Common Stock Installments (c)... i ibeiteneserun 156,909,315 76,089,368 
Premium on Common Stock ede sanedli ia si na aie 1,780,815,328 1,630,721,133 
Amount received in excess of par value. 
Retained Earnings (see page 37).........ccccccccccces 659,201,434 561,729,110 
Fotal Capital Stock Equity.................. $ 8,898,279.577  $7,680,135,611 
Funpep Dest 
Cétivestibie  DORMINGS. 26k... ov evieas vesdiser ee Re ek $ 29.986.400 $ 345,645,600 
Oued Dehenttew: (0) 6 occas ORS Ris cho HR. 1,940,000,000 1,690,000,000 
Total Funded Debt teh cekwedcddenmene $ 1,969.986.400 $2.035.645,600 
CURRENT AND ACCRUED LIABILITIES 
Accounts Payable s cneune seuepecouccaekes $ 47,383,408 $ 36,749,603 
Dividend Payable Salsas ; , shinink iin deter’ 141,503,155 114,745,419 
Taxes Accrued vues s dL, Gan SeCOTE 50,427,113 50,066,024 
Interest Accrued 17,742,188 15,367,85¢€ 
Total Current and Accrued Liabilities .. .. $ 257,055,864 $ 216,928.902 
DererreD CREDITS 
Unextinguished Premium on Funded Debt—net........... $ 11,062,029 $ 6,227,826 
Other Deferred Credits . 273,438 397,464 
Total Deferred Credits rs $ 11,335,467 § 6,625,290 ! 


Total Liabilities eeceeecccoceccocee SHG 6 SSoeeneee 








income 


OPERATING REVENUES 


loll Service Revenues (e).. 

License Contract Revenues............ ; 
Received for services furnished telephone companies 

Miscellaneous Revenues .............- 

Less: Uncollectible Operating Revenues 


Total Operating Revenues 


OPERATING Expenses (f) 


Current Maintenance 
Depreciation Expense .. wae eses 
in 1956 and 3.7% in 


r¢ 
, 


Represented approximately 3.é 

1955 of average investment in depreciable plant. 
EONS a FeSO 65 Oo ob ae eves oo ob caseveae we 
Commercial Expenses 
Operating Rents 


General Administration De wake 
Accounting and Treasury Expenses 
Development and Research (g)......... 
Provision for Employees’ Service Pensions ses hea 
Employees’ Sickness, Accident, Death and Other Benefits. . 
Other General Expenses..... 
Less: Expenses Charged Construction 
Total Operating Expenses 
Net Operating Revenues 


OPERATING TAXES 
Federal Taxes on Income sa wel ai yee 
Other Taxes—principally State, local and Social Security 
Total Operating Taxes 
Net Operating Income 


OTHER INCOME 


Dividend Income—principally from subsidiaries 
Interest Income (h) 
Miscellaneous Income 


Less: Miscellaneous Deductions from Income 


Income Available for Fixed Charges 


Fixep CHARGES 


Interest on Funded Debt 
Other Interes! 
Less: Release of Premium on Funded Debt—net 
Net Income 


Earnings per share 





American 
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Telephone 


statement 


Year 1956 
$354.000.865 
54,972,525 
20.567,877 
1,403,439 


$428,137,828 





$ 86.649,114 
49,335,208 


35.952.670 
17,148,795 
5,636,177 
18,301,747 
18,841,220 
32.503.410 
9.642.463 
3.045.985 
14.275,322 
2.172.324 
$289.159,787 
$138,978,041 


$ 49.033.000 

24,030,000 
$ 73.063.000 
$ 65,915,041 


$574,199.411 
38.068.726 
1.410.880 
753,358 
$677.840,.700 


$ 59.108.671 
2.496.917 
955.095 

$6 16,490,207 


$10.74 


JUSTICE 


Year 1955 


$3 19,688,330 
19,918,656 


19,086,631 
1,157,940 
$387,535,677 





$ 74,194,287 


45,973.658 


34,944,766 
14,445,595 
4,496,209 
15,951,374 
15,628,838 
27,398,461 
9,193,962 
2,919,789 
11,258,614 
1,661,208 
$254,744,345 


$132,791,332 


$ 45,201,000 

21,036,904 
$ 66,237,904 
$ 66,553,428 


$512.529.527 
22,395,342 
627.893 
$603,088,950 


$ 55.648.855 
1.580.655 
185.927 
$546,045,367 


$10.77 
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and Telegraph Company 


Statement of Retained Earnings—Year 1956 


BaLaANceE—DecemBer 31. 1955 ; le eatianedn $561,729.110 
Net Income ..... re as 6: se etek cali i trio es 


Profit on sales of securities....... ss cadet amit he ; si cles eee 836,146 
Miscellaneous additions ..... ; «steer onan A ee eerie Ter eS 558 

ToTaL ADDITIONS . ; ita dace ie Sa ola ncaardeaaiags $617,326.911 
Dividends declared .......... ; ee 
Organization and Capital Stock Expense charged off................00000: 2.854.361 
Miscellaneous deductions ..... ety EUR PE a s ccaarsy ould « oeieh MAD 196,610 

TotaL Depuctions cae waewla dlele'eclectlad’al. do. a2 SGieneueaeneny 


BaLANCE—DeEceMBER 31, 1956 .............. divine. oelbesote-tc bee ee 


Notes to Balance Sheet and Income Statement 


(a) Telephone Plant, with minor exceptions, is stated at cost to the Company. Expenditures 
for patents have been charged off as incurred and thus are not included in the asset accounts. 


(b) 299,864 authorized and unissued shares were reserved at December 31, 1956 for 
conversion of the 374°% Debentures due October 1967 convertible at $144, (The conversion 
price is subject to adjustment as provided in the Indenture.) There were also reserved 119,646 
shares purchased on an installment basis under the 1956 stock offer. See also note (c) below. 


(c) Installment payments and interest applicable to shares under elections to purchase 
by employees of the Company and its subsidiaries under the Employees’ Stock Plan. 
The Plan provides that an employee may cancel his election to purchase in whole or in 
part at any time and receive a refund which may be taken in cash or applied to the pur- 
chase of shares. The Plan, approved by stockholders in 1950, authorizes the sale of a total 
of 3.000,000 shares. At December 31. 1956, 1.576.188 shares had been issued under the 
Plan and installment payments were being made on 1,355,803 shares. 


(d) Of these debentures, $140.000,000 mature in 1970, $775.000.000 from 1971 to 1980, and 
$1.025,000,000 thereafter. In December 1956 the Directors authorized an additional debenture 
issue of $250,000.000 


(e) Represents the Company’s share of toll revenues of $1,205,497,000 in 1956 and $1,063,- 
839,000 in 1955 from toll business handled jointly with subsidiary and other telephone 
companies. 


(f) Operating expenses are incurred principally in providing the Company’s long distance 
communication services and in performing License Contract services furnished telephone 
companies. 


(g) Cost of work carried on for the Company by Bell Telephone Laboratories. 


(h) Includes $23,775,575 in 1956 and $12,719,895 in 1955 for interest on government 
securities. 


(i) Based on average shares outstanding—57,422.624 in 1956 and 50,705,669 in 1955. 


Amounts accrued for employees’ service pensions under the Plan established by the Com 
pany are paid to Bankers Trust Company as Trustee of the Pension Fund. This Fund is 
irrevocably devoted to service pension purposes and is not a part of the assets of the 
Company. Such Fund amounted to $126,758.819 on December 31, 1956 and is adequate to 
meet future pension payments for those now receiving pensions and those now entitled t 
retire on pension at their own request 
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American Telephone and Telegraph Company 


Investments in Subsidiaries and in Other Companies 


December 31, 1956 


Capita Stocks (a) 


Par Value % of Total Book Value 
PRINCIPAL TELEPHONE SussipIARIES of Holdings Outstanding (Cost) 

New England Tel. & Tel. Co... $ 254,741,100 69.29 $ 259,692,650 
New York. Tel. Co............. 1,011,300,000 100.00  1,034,280,335 
New Jersey Bell Tel. Co....... 395,000,000 100.00 408,667,184 
Bell Tel. Co. of Pennsylvania... 500,000,000 100.00 506,316,050 
Diamond State Tel. Co......... 32,000,000 100.00 32,700,000 
Chesapeake & Potomac Tel. Co. 90,000,000 100.00 91,000,000 
Chesapeake & Potomac Tel. Co. 

SND eicr asad he Sees 185,000,000 100.00 186,467,862 
Chesapeake & Potomac Tel. Co. 

of Virginia ..... 190,000,000 100.00 190,000,000 
Chesapeake & Potomac Tel. Co. 

of West Virginia ..... 77,000,000 100.00 77,000,000 
Southern Bell Tel, & Tel. ‘Ca. 995,000,000 100.00 996,817,298 
Ohio Bell Tel. Co.. ae 407,000,000 100.00 407,042,298 
Michigan Bell Tel. Co......... 365,987,000 99.99 366,399,232 
Indiana Bell Tel. Co., Inc...... 144,998,800 99.99 145,585,286 
Wisconsin Tel. Co............. 195,000,000 100.00 198,223,802 
Illinois Bell Tel, Co........... 518,915,100 99.32 524,396,012 
Northwestern Bell Tel, Co...... 300,000,000 100.00 301,039,490 
Southwestern Bell Tel. Co...... 994,998,400 99.99 998,251,478 
Mountain States Tel. & Tel. Co. 253,350,600 86.74 254,755,564 
Pacific Tel. & Tel. Co.. 915,781,400 90.54 911,439,637 
Pacific Tel. & Tel. Co. alae 

PE os cntienne was Craswk weie 64,095,700 78.17 55,999,180 

OTHER SUBSIDIARIES 
Bell Telephone Laboratories, 

Pes... ; bie 20,000,000 (b)50.00 20,000,000 
Western Electric Co 0., i. ee (c) 99.82 482,964,079 
195 Broadway Corporation. 23,000,000 100.00 23,015,000 
Eastern Tel. & Tel. (d) 4,999,100 99.98 5,052,424 


oly ees eae 


OTHER COMPANIES 


Southern New England Tel, Co. 


. $8,477,104,861 


$ 29,342,400 21.61 $ 29,654,232 


Cincinnati & Suburban Bell Tel. 


ae pei 
Bell Tel. Co. ‘a Cesnda. 


Cuban American Tel. & Tel. Co. 


Total 


(a) Common stocks unless otherw 
(b) Remaining shares owned by Western Electric Co., 
(c) 14,090,768 shares- 
(d) Canadian dollars. 


no par val 


18.637,900 29.82 19,201,362 

. (d) 18,749,800 4.84 18,854,783 

865,000 50.00 162,500 

L sure Qile 36 meiedts evalew eats $ 67,872,877 
ise indicated. 


Inc. 
ue. 


ADVANCES 


$ 44,300,000 
3,000,000 
7,000,000 


3,525,000 
6,700,000 


14,000,000 
3,350,000 


6,925,000 
9,700,000 
9,500,000 
5,000,000 
2,075,000 
2,500,000 
17,300,000 
11,800,000 
34,700,000 
45,400,000 
56,000,000 


4,500,000 
953,132 
$287,528,132 


$ 21,000,000 


$ 21,000,000 
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Facts About the Bell 


System 





Number of Telephones (a) 


22,445,519 35,343,440 46,218,233 49,437,917 
Dial Operated — 14,504,851 26,700,319 40,041,368 44,238,202 
Per cent Dial Operated. . 64.6 75.5 86.6 89.5 
Number of Central Offices. 7,374 8,470 9,751 10,038 
Miles of Wire: 
In Under ground Cable. . 60.759.000 86,963,000 116,384,000 126,583,000 
In Aerial Cable: ....... 33.966.000 48,240,000 73,279,000 81,074,000 
Ce Aiken sd e0asem 5.034.000 6,578,000 7,482,000 7,937,000 
TOME. renadi zens eer 99,759,000 141,781,000 197,145,000 215,594,000 
A verage Daily Telephone 
Conversations* (b) 90.548.000 140,782.000 168,936,000 178,610,000 
Total Plant 
(“000” omitted ) $5,702,057 $10,101,522 $15,340,495 $17,074,206 


Operating Revenues 


(000” omitted ) * $1,930,889 3,261,528 $5,297,043 $5,825,298 


Number of Employees (c) 474,527 602,466 745,629 786,719 
Number of A. T. & T. 

Company Share Owners 683,897 985,583 1,408,851 1,492,297 
Number of A. T. & T. 

Company Shares Out- 

standing 20,166,251 28,615,956 54,115,960 62,893,889 


* For year ended December 31. 


(a) Excludes private line telephones numbering 191.953 on December 31, 1956. Including 
telephones of some 4.400 independently owned connecting telephone companies and additional 
thousands of connecting rural or farmer lines and systems, the total number of telephones 
in the United States which can be interconnected is approximately 60,200,000. 


(b) For the year 1956 there were approximately 170,873,000 average daily local conver- 
sations and 7.737.000 average daily toll and long distance conversations. During 1956 
many calls were reclassified from “toll” to “local,” due to enlargement of numerous local 
calling areas. When the data are adjusted for such reclassifications, there was an increase 
of 5.6 per cent in local conversations, and 9.3 per cent in toll and long distance conversations 
over the year 1955. 


(c) Includes employees of Western Electric Company and Bell Telephone Laboratories. 
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Arthur W. Page 
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Tom K, Smith 
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William White 
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Frederick R. Kappel 
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Eugene J. McNeely 
Clifton W. Phalen 
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William C. Bolenius 
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George L. Best 
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H. Randolph Maddox 
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S. Whitney Landon 


TREASURER 


John J. Scanlon 
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Alexander L. Stott 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4179 





Bb. L System earnings were $13 per share 
of A. T. & T. stock 
based on the average of 63,811,000 shares 
outstanding—6.388.000 more than in 1956 
and 13,105,000 more than in 1955. After 
dividends of $9, earnings per share retained 


These earnings were 


in the business at year-end were $24.49, 
compared with $20.94 at the end of 1956 


Telephones in service increased 2,815,000 
to a total of 52,250,000. Long distance con- 
These 


gains were somewhat less than the increases 


versations rose more than 7 per cent, 


of the previous year, but they still represent 


a tremendous volume of new business. 


To enlarge and modernize telephone plant, 
the System spent more than $2.5 billion for 
construction. Of this, about $1 billion was 
available from internal sources, mainly de- 
preciation charges and retained earnings, 
and $1.5 billion was supplied from new 
capital obtained toward the end of 1956 and 
from additional funds raised during 1957 


The funds raised last year totaled about 
$1.160,000,000 and were obtained almost 
entirely through the sale of bonds. At year 
end the proportion of debt in total capital 
was 36 per cent. In January 1958 A. T. & T 
share owners authorized a new issue of de- 


bentures convertible into stock, and a new 
employees’ stock plan. Issuance of new 
shares under the terms of this financing will 
increase the proportion of stock capital. 


Taxes were $1,784,000,000, or an average 
of $2.92 a month per telephone. Of the 
total, $1,269,000,000 (equalling $19.28 per 
share of A. T. & T. stock) was in taxes on 
operations. The remaining $515,000,000 
was in the Federal excise tax paid directly 
by customers. This tax began as a war- 
emergency levy; it is discriminatory and 
should be ended as soon as possible. There 
is no excise tax on such other necessities as 
electricity, gas, water, or local transporta- 
tion. Yet the telephone carries the same 10% 
“supercharge” as various luxury goods. 


The cost of providing service continues to 


rise. Wage increases in 1957 will increase 
both operating and construction costs in 


Telephones in the 
United States 


IN MILLIONS 


Other 
Companies ——» 


Bell 


System nmin 





1946 1986 


1987 
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BELL SYSTEM FINANCIAL SUMMARY 


Earnings on Capital 

Operating Revenues and Other Income 

Operating Expenses and Taxes 

Interest Deductions 

Net Income 

A. T. & T. Shares — Average for Year 
— Number at Year-End 


Net Income per Average Share 


1958. Interest rates on new debt capital 
are higher than they were a few years ago. 
These facts emphasize why the Bell compa 
nies in many states are pressing for in 
creases in telephone rates. In the long run, 
as the nation grows it is bound to need much 
more telephone service. To make sure we 
meet all needs well. we are bending every 
effort to raise the level of earnings. This is 
vital to our success in raising large amounts 
of new capital year after year, in competi 


tion with all other industry. 


crowth of 
makes it more useful and convenient. Also 


The very telephone service 


we are introducing and s yreading many 
5 


specific betterments. Fewer families are on 


party lines. More businesses, and more 
families too, have communication arrange 
ments tailored to their special needs. Some 
five million customers today can use “DDD” 

direct distance dialing—to as manv as 30 
million other telephones from coast to coast, 
and another 10 million customers can dial 


nearby cities and towns. 


In October the 


tween the U. § 


new telephone cable be 


mainland and Hawaii was 


opened for service. Since then conversations 


1957 1956 
6.7% 6.8% 


$6,459, 765,000 $5, 956,807,000 


$5,434, 188,000 $5,034 412,000 
$172,673,000 $144,604,000 
$852,904,000 $777,791,000 

63,811,000 57,423,000 
64,648,000 62,894,000 
$13.00 $13.16 


have increased about 30 per cent. The first 
telephone cable across the Atlantic, ope ned 
in 1956, is now so heavily used that work has 
already begun on a second cable which is 


expected to be ready in 1959. 


Underlying all our progress are research 
at Bell Telephone Laboratories and manufac- 
ture of top-quality equipment by Western 
Electric, In 
continue to work on guided missile systems 


addition. both organizations 
and other vital defense projects 


World events in 1957 strongly emphasize 
the country’s need for science. Basic research 
at Bell 
America’s pre-eminence in telephone com- 


Laboratories has led the way to 


munications and this we are determined to 
maintain. In recent years the Laboratories 
has pioneered new programs to train young 
scientists and engineers. and has made spe 
cial arrangements with universities to the 
same end. Western Electric also has organ 
ized training centers for its engineers. and 
is going ahead with plans for an engineering 
research center which will concentrate on 
fundamental problems of production. We 
believe these efforts will bring new advan 


tage to the Bell System and to the nation 
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THE SHARE OWNERS 


| 4AST year was a good year for your Company. The sum- 
mary on the preceding pages gives the main facts in a few 
words. We made excellent gains in service, earned $13 per 
share of A. T. & T. stock though we had many more shares 
outstanding, and increased the earnings retained in the 
business after payment of dividends. Our financial structure 
is sound. Our markets continue to grow. The number of 
share owners increased more than 110,000, as the chart in 


the margin shows. 


The story of a year is partly the story of capital invested, 
service rendered, income received, expenses paid, and profits 
earned. But it is also a story of things begun with an eye to 
the future. These go all the way from basic research to test- 
ing experimental services, training employees for new respon- 
sibilities, and obtaining telephone rates that will make for 


good service and strengthen earnings in years to come. 


You will probably get the best picture of the business, 
therefore, if you will visualize a great many things going on 
in it all at once, but at different stages of development. With 
this in mind, besides recording work completed last year, we 
should also like to tell you about some of the beginnings we 


have been working on. 


AT&T Share Owners 


IN THOUSANDS 





pot) 1956 1957 


Of our 1,605,000 owners, 


95 percent are individuals 











Service 
improved 
further 
in 1957 


Use of 
radio is 
increasingly 
important 
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PROGRESS IN SERVICE is of course the foundation for every- 
thing else in this report. We made good progress in 1957. 
For example, we changed a million more telephones to dial 
service. Today 92 per cent of our telephones are dial- 


operated. In a few more years, just about all of them will be. 


Last year also we provided individual lines to 1,600,000 
more families; and the number of additional instruments in 
homes which have more than one telephone increased nearly 
1,050,000. 

Long distance service was the fastest ever. The average 
speed of connection was only 72 seconds. Long distance calls 
dialed directly by telephone users go through almost as fast 
as local calls. 

Overseas telephone service is now provided to 119 coun- 
tries and territories and the number of conversations went 
up nearly 20 per cent last year. Between points served by 


the new ocean cables, the increase was far greater. 


Here we might note a typical example of what we men- 
tioned earlier—work proceeding at different stages. First are 
the cables in actual service, handling thousands of calls to 
and from Europe, Alaska and Hawaii. Next is the second 
transatlantic cable, with contracts signed and manufacture 
started. Third is an important beginning—a new engineering 


development now under way at Bell Telephone Laboratories. 


This is called TASI.* Today twin ocean cables (one for 
each direction of talking) can carry 36 conversations at once. 
What we look forward to is that TASI may as much as double 
this capacity. This it will do by taking advantage of the 
times when people are listening or pausing. The voice chan- 
nels they leave temporarily unused will be automatically 
assigned to other talkers; and when a listener starts to talk, 
he will instantly have the use of a channel which another 
person has left idle. 


THE GROWING USE OF MICROWAVE RADIO offers another illus- 
tration of progress at different stages. A dozen years ago we 
built our first radio relay system between New York and 
Boston. Today radio relay routes all over the country pro- 
vide 12 million miles of telephone circuits, or nearly one- 


quarter of our entire long distance network. They also furnish 


* Short for “Time Assignment Speech Interpolation.” 
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80 per cent of the channels in our television network, which 


reaches 513 TV stations in 348 cities. 


Now we are beginning to build new microwave systems 
which can provide additional thousands of voice channels on 
heavily used long distance lines, or efficiently serve “light” 
routes, as the case may be. We expect also that in the next 
several years, we shall be able to make microwave radio 


extremely useful even over very short distances. 


In fact, use of radio is sure to be more and more impor- 
tant in enabling us to provide the best and most economical 
service in years to come. We have therefore asked the 
Federal Communications Commission to increase the number 
of microwave frequencies allocated to communication com- 
panies. The number of frequencies is limited, and a policy 
assuring their orderly assignment to companies serving the 
general public will allow far more efficient use of the radio 
spectrum than could result from indiscriminate licensing for 
private operation. Moreover, such a policy is essential to 


permit expansion of the communication network in ways 





that will best serve the nation’s defense. 


We have also asked the Commission for additional fre- 
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starting 
or on trial 
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quencies to provide general public service between vehicles 
and telephones in the nationwide system. Only if more fre- 


quencies are available can such service grow and improve. 


QUITE A FEW NEW DEVELOPMENTS are making a start in use 
today. The “message-waiting” light pictured on page 9 is 
one, and others are pictured on later pages. Still others 
include: a new transistorized system for increasing the talking 
paths on rural lines; new equipment for reporting fires o1 
other emergencies from telephones on city streets; telephone 


instruments in new colors and shades. 


Today also we are installing new telephone cables which 
contain wires insulated by a thin film of polyethylene plastic 
instead of paper pulp. This is important for several reasons. 
Moisture can’t get through this new protection, so service 
is more trouble-free. The cable sheathing does not have to 
be hermetically sealed wherever a wire comes out of the 
cable to be connected to someone’s house. Moreover each 


pair of wires can have a distinctive color—something not 


possible before. These advantages mean faster construction 








CON 


Western 
Electric’s 
biggest year 
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of new lines, easier identification of the wires, and simpler 
maintenance. 

Still other new developments were in the stage of testing 
and experiment in 1957. Some are shown in our photo- 
graphs. Another is a “drive-up” coin telephone which one 
can use without getting out of an automobile. Another inter- 
esting possibility is to have a centralized ringer for all the 
telephones in a house, instead of a separate ringer in each 
instrument. We conduct trials of these and other new ideas 
to get the reactions of customers, and to help us design the 
equipment and services people want at prices which they are 


willing to pay and which will earn a profit. 


Last year’s report mentioned that we were intensively 
studying the telephone needs of different industries. These 
studies are proving very useful. To give one example, the 
group studying the airlines has made many recommenda- 
tions to improve communication service in all phases of air 
transport. In the coming jet age, the nation’s airlines expect 
to carry 72 million passengers annually by 1960. Specially 
trained telephone people will work closely with the airlines to 


develop and provide the services needed. 


OUR MANUFACTURING AND RESEARCH ORGANIZATIONS also 
work on projects at various stages. Western Electric last 
year produced and purchased more equipment for the Bell 
System than ever before. It designed new machines to manu- 
facture new systems developed at Bell Laboratories. It went 
ahead with construction of new plants which will enhance 


the efficiency of operations in future years. 
Western Electric sales in 1957 were $2,480,614,000 








} 
] 
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compared with $2,372,726,000 in 1956. Sales to the Bell 
companies were $1,821,198,000 compared with $1,648,875,- 
000. Most of the balance was in sales to the government for 
national defense. Earnings in 1957 were $84,608,000, equal 
to 3.4 cents per dollar of sales. In the spring of 1957 Western 
Electric sold 1,568,518 shares of stock. This provided $70,- 
583,310 additional capital to the company and increased its 


outstanding shares to 15,685,184. 


These reports have often referred to the public advantage 
which comes from the unification of telephone operations, 
manufacture and research. This allows a teamwork which 
could not be achieved in any other way, and in which the 
single purpose of all concerned is to provide the best and 


mest efficient service. 


A typical example of this teamwork in 1957 has to do 
with the plastic-insulated wire already mentioned. To pro- 
duce this at a price that will enable the telephone companies 
to take full advantage of the benefits, Western Electric engi- 
neers designed a production line which combines in one con- 
tinuous operation all the processes for drawing, annealing 
and insulating the wire. In a new plant in Omaha, Western 
will soon install 55 of these production lines. Moreover, while 
this is being done, Bell Laboratories engineers are seeking a 
wey to foam the polyethylene insulation so delicately that it 
will keep all its good properties, but the amount of material 


used, and the cost, will be further reduced. 


Such collaboration makes for increased efficiency in all 
phases of Bell System operations. Most products made by 
Western for the System today have been developed since 
World War II, and their prices last year actually averaged 
less than in 1950. This compares with a price rise of about 25 


per cent for manufactured non-food products generally. 


Even this outstanding performance could not make up 
for all the increases in wages and other costs that we 
have experienced. Furthermore Bell System earnings have 
been low all through the postwar period, and increases 
in telephone rates have been imperative for that reason 
too. Nevertheless it is clear that our three-way tie between 
research, manufacture and operations is vital to keeping 
the price of service as low as possible. This is one 


of the main reasons why, as the general level of prices has 


risen, and personal incomes have increased, the cost of tele- 
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The search 
for new 
knowledge 
continues 


phone service has become a smaller part of the average 


family budget than it was before the war. 


BELL TELEPHONE LABORATORIES is one of the largest re- 
search organizations in industry. One reason is simply that 
there is so much work to be done. Also, big size in itself is 
a distinct asset. To make significant scientific discovery 
we need the best scientific minds. Those minds usually want 
the stimulus of association with others of like caliber, in a 
well-rounded scientific community that has pre-eminent 


standing. This we have in Bell Laboratories. 


There for many years the attack on communication prob 
lems has begun with basic research—the search for new 
understanding and knowledge of nature. This has made pos- 
sible long distance service; the multiplication of talking 
paths over the same physical conductors; the development 
of radio relay systems; the creation of modern dial switch- 
ing systems; and many other developments. In fact, the 
entire telephone network of today is built on the knowledge 


which basic research has supplied. 








i) 
C 
\ 
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The transistor, invented at Bell Laboratories about ten 
years ago, is now finding many communication uses: to route 
long distance calls automatically; to provide rural telephone 
circuits; to send data at high speeds; to produce the “ringing 
signal” in telephones of the kind the little girl is using in the 
picture on page 9; to amplify sound in other telephones for 
people who have difficulty in hearing; to implement the sys- 
tem illustrated on our cover. These are examples. Also, devel- 
opment work continues on the new electronic switching 
system in which transistors play a vital part. This is a major 
undertaking. We are confident it will make possible many 


new conveniences and improvements in telephone service. 


Meanwhile basic research goes on. Bell System scientists 
today are studying the effects of nuclear radiation on crystals 
and plastics. They have found new ways to join materials 
together—to bond them so that they may be used in ways 
previously impossible. They are studying how to send huge 
quantities of information over long distances through hollow 
“waveguides.” They have demonstrated an entirely new 
microwave amplifier—a small crystal in which, at a tempera- 
ture near absolute zero, the spin of electrons in the atoms 
provides the amplifying action. Such a device promises to 
detect far weaker signals than could ever be detected before 


-even reflections from small objects in outer space. 
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Good earnings 
are essential 
to attract 
and protect 
investment 


Telephone Plant 
Investment 


IN BILLIONS 





1946 1956 1957 
Investment in Be!l 
System plant at the 
end of 1957 totaled 


more than $19 billion 


INVESTMENT AS WELL AS RESEARCH is essential to telephone 
service, as the chart on this page shows. 


In January 1958 the share owners authorized an issue of 
$718,300,000 of 414% convertible debentures, and an em- 
ployees’ stock plan under which the Company can make 
offerings of up to 7,000,000 shares of its stock to Bell System 
employees. To share owners who held stock on January 24, 
we have mailed Warrants evidencing their Rights to sub- 
scribe for the new debentures. One $100 debenture may be 
purchased for each nine shares held. The Rights should be 
exercised or sold by March 12, 1958. Beginning May 12, 
1958, holders of the debentures may convert them into stock 
by turning in $100 of debentures, with payment of $42 in 
cash, for each share. 


Before the new employees’ stock plan was authorized, 
the Company had sold to employees nearly all of the 
3,000,000 shares authorized by the share owners in 1950. 
Some 1,340,000 of these were issued in 1957. 


As pointed out in the summary on page 2, the Bell Sys- 
tem obtained most of its new capital last year through the 
sale of bonds. These totaled $1,100 million, consisting of two 
A. T. & T, issues of $250 million each, and 12 issues of sub- 
sidiary telephone companies totaling $600 million. The 
average interest cost was nearly 434 %—the highest in many 
years. 


The higher cost of money is only one of the reasons why 
the Bell companies have been requesting increases in tele- 
phone rates. As already mentioned, wages have increased 
and the costs of providing service continue to rise. Our capi- 
tal needs are very large, and to attract and protect investors’ 
savings we must compete with other industries which have 


been earning much more on investment than we have. 


Also, under the law the amounts we can charge as de- 
preciation expense—to provide for the wearing out and ob- 
solescence of telephone plant—are based on its original 
cost. But in these times of rising costs, the full worth of 
much of the plant is more than the allowed depreciation 
will ever add up to. As a practical matter, this means that 
when we put in, say, a new telephone pole to replace an old 
one, the reserve that has been accumulated to retire the old 


will not equal the cost of the new. The difference must come 


from somewhere. 
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Under inflation all business has had to face this problem. 
Successful unregulated industries have generally been able to 
meet it out of increased earnings. As they have pointed out, 
this is one reason why they need a good profit margin. The 
same holds true for us. In fact it holds even more strongly, 
for we have a larger capital investment in relation to our 
volume of business than most other companies. 

Another reason why increases in telephone rates are 
needed is one we have discussed before. We are convinced 
that in the long run a public policy of allowing the telephone 
companies to earn well will produce better service at lower 
cost. There is in fact evidence that public utilities which have 
earned relatively well provide as good or better service at 
lower rates on the average than those which have had less 


chance to thrive. 


The fundamental is simply this: A business that is finan- 
cially strong and healthy can afford to do the things that 
make for progress and economy. A business hampered by 


low earnings must resort to day-to-day expedients which in 


the long run are costly to all. 
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In 1957 the Bell System companies obtained rate in- 
creases amounting to $104 million annually. Applications 
totaling about $125 million are now pending in 20 states, 

os and further applications will be made. 
Aiding 
the nation’s 
defense 


THE BELL SYSTEM DOES A WIDE VARIETY OF DEFENSE WORK 
at the Government’s request, and this too proceeded at many 
stages during 1957. In July Western Electric turned over to 
the United States Air Force the 3,000-mile Distant Early 
Warning (DEW) Line in the Arctic—completed on schedule 
in 32 months. The “White Alice” communication system 
linking population centers and military installations in 
Alaska will soon be in full operation. Western Electric is 
coordinating the work of many contractors on the SAGE air 
defense system and the telephone companies are furnishing 
circuits which interconnect radars and computers. In pro- 
viding for the growth of long distance service, we are con- 


tinuing to build “express” routes which by-pass areas that 





might be primary targets for attack; the purpose is to make 
increasingly sure that in event of disaster, emergency com- 
munications will be maintained. 

sell Laboratories’ research and development work for the 
Government includes large-scale effort in developing an inter- 
continental ballistic missile guidance system. Western Elec- 
tric has increased production of longer-range Nike missile 
systems which can carry nuclear warheads, and with the 
Laboratories is working on further improvements of the 
Nike missile family. The Sandia Corporation, a subsidiary of 
Western Electric, continues to manage the Atomic Energy 


Commission’s Sandia Laboratory, which develops, designs 


Big size and tests atomic weapons. 
helps us 


to serve the 


WE ARE A BIG BUSINESS and a growing one. We believe this 
public well is greatly to the country’s advantage, for what our growth 
really means is that we are making the telephone more useful 
to more people. It is no more than looking facts in the face to 
say that an abundance of good telephone service, low in cost 


and constantly improving—the fast, seemingly “easy” inter- 





connection of millions of telephones—gains much from 


having a big, unified, nationwide organization. 


Only such an organization can coordinate the growth and 


26086 O—58—pt. 2, vol. 3 50 








4192 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICF 





improvement of a tremendously complex, ever-changing phy- 
sical system, so that, for example, a telephone user in 
Phoenix or Hartford, with a few turns of the dial, in twenty 
seconds or less can be talking to someone in Boston—or St. 


Louis—or San Francisco. 


In manufacture, volume production of top-quality, stand- 
ardized equipment by Western Electric helps keep down the 
cost of service to the user. 

In research, Bell Telephone Laboratories has the size and 
standing to attract top-notch scientists and engineers who 
can tackle big problems and provide pioneering technical 
leadership. 

In the construction of telephone facilities, big investment 
is a necessity. 


In defense, the tremendous size of the telephone network 
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gives the best assurance of maintaining emergency service 
under disaster conditions; and if big organization did not 
exist to work on defense communication problems, it would 
have to be created. 


Small businesses are vital to the country too. And we 
work with them constantly—with thousands of suppliers, for 
example, and with thousands of non-Bell telephone companies 


both large and small in every state. 


But our business must be big. Not for the sake of size, 
but for the sake of service. What this demands is perfectly 
clear. It demands the utmost in responsibility—and how well 
the responsibility is met depends entirely on the competence 


plus the devotion of telephone men and women. To help build 





Policies that these human qualities is the goal of what are usually called, 
promote good for brevity, “personnel policies.” 

human 

performance GOOD WAGES AND WORKING CONDITIONS attract and keep able 


people in our business. Last year, with other wages increas- 
ing in the communities where our employees work, telephone 
wages again rose. Contracts negotiated with the unions were 


generally for 15 months instead of 12 months. 


The sense of opportunity is also essential to good and 
responsible performance. Since 1950, on the average, there 
have been 13 promotions each year for every 100 Bell Sys- 
tem employees. The growth of the business has had much 
to do with this, but three broad policies are intimately re- 


lated also. 


The first is to make promotions from the ranks in ac- 


cordance with individual ability. 


Second, the pension plans of the Bell companies provide 
for the orderly retirement of older people. Last year the 
companies expended a total of $340,000,000, or 8.9 per cent 
of the payrolls, for pensions, benefits, and group life in- 
surance, and for Federal taxes for Social Security old-age 
and disability insurance benefits. Service pensions are paid 
from trust funds which are accrued actuarially and can be 
used only for this purpose. At the end of 1957, 22,783 men 
and 22,224 women were receiving such pensions. The com- 
panies pay the entire cost of their pension and benefit 
programs save for group life insurance, which is financed 


by both employee and company contributions. 








Telephone Plant 
Investment 
per Employee 


IN THOUSANDS 


i 
Ty Tee elt) 


Increasing investment 
builds the foundation 
of all opportunity for 


Bell System employees. 


We appreciate 
| the cooperation 
| that others 
give us 
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A third factor in providing opportunity is training. We 
train operators, clerical employees and craftsmen in voca- 
tions. We train engineers to help them keep abreast of fast- 
changing technologies. We give supervisors and managers a 
wide range of training experience to help them develop the 
skills of organizing and planning—of coaching and leading 
—of building an atmosphere which will stimulate men and 
women to grow. Through frank discussion of the facts about 
the business, and through organized study and conference. 
we are working to help managers at all levels broaden thei: 
understanding of the Bell System’s whole responsibility and 
the direct relation between their personal performance and 
the total result. Our duty to the nation is only discharged 
through the rendering of countless services in home towns all 
over the country, and every service in each community needs 
the ability and good citizenship and thoughtful decision of 
local telephone people. 

These personnel policies we believe are basic to the ac 
complishment of 793,000 Bell System employees. Of that 
number almost 130,000, or nearly all who have been in the 
business 21 years or more, are members of the Telephone 
Pioneers of America, as are more than 40,000 retired em 
ployees also. Their fellowship grows out of shared experience 
and shared devotion in providing service. But the progress 
of the System is the work of all, and it was the whole organi 


zation that made possible the good results of 1957. 


For exceptional action in emergencies, 63 men and 
women last year received Theodore N. Vail Medals. They 


earned the awards by courage and skill. 


WE SHOULD LIKE TO MAKE PARTICULAR MENTION of the wide 
ranging cooperation between the people of the Bell System 
and those in many other companies and countries. Teamwork 
in communication service goes beyond corporate boundaries; 


we do not work by ourselves. 


Approximately 4,100 other telephone companies and 
cooperatives in the United States connect with our lines to 
provide fully nationwide service. As we said earlier, we work 
closely with all of them. The growth of direct distance dial- 
ing, the needs of defense, and the interconnection of nation- 


these emphasize further 


wide services for large customers- 
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the importance of good working relationships between all 


branches of our industry. 


Western Electric depends on services provided by some 
33,000 suppliers and subcontractors. Ninety per cent of these 
are small businesses. Bell Laboratories also, particularly in 
its work for the Government, relies on many other organiza- 


tions to take subcontracts. 


In building the DEW Line, Western Electric cooperated 
not only with men of the Laboratories and the Bell telephone 
companies, but with hundreds of contractors, with task 
groups of the United States armed forces, and with the 


Canadian Government. 


We own and operate the new telephone cable system to 
Hawaii jointly with the Hawaiian Telephone Company; this 
was built with the help of both American and British cable 
manufacturers, and British ships laid the cables under our 


charter and supervision. 
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The second transatlantic cable is made possible through 
agreement and joint participation with the communication 
agencies of France and West Germany, and similar agencies 
in Great Britain and Canada have agreed to our using land 
facilities in Nova Scotia and Newfoundland. 


For these and other instances of cooperation we are sin- 
cerely grateful. We believe that in these critical times 
they lend encouragement and strengthen hope. Teamwork 


can and does produce results. 


CLEO F. CRAIG, PRESIDENT OF YOUR COMPANY from 1951 to 
1956, and more recently Chairman of the Board, resigned as 
chairman and retired last May after more than 43 years of 
Bell System service. We are glad to report that he is con- 

| tinuing as a director, and we should like to repeat here the 


following words from a resolution passed by the Board: 


| “Under Mr. Craig’s leadership the Bell System has 
| achieved unprecedented growth and the quality of service 
has reached new high levels. The earnings and financial 
position of the business have been strengthened. Thoughtful 
and far-reaching programs have been instituted to help 
| assure the best possible leadership in years to come. The 


foundations for continuing progress are sound and strong.” 


Finally, we should like to say again to each one of our 
more than 1,600,000 share owners: Thank you for the sup- 
port you give us. Your faith and investment are essential 


to everything we are trying to do, and we greatly value 


also the views and comments you give us. We are sure the 
future holds great opportunities for the further success of 


your business. To meet these opportunities fully, and earn 
your continuing confidence, we shall always do our utmost. 


For the Board of Directors, 


(a f¢—->~ 


PRESIDENT 


February 13, 1958 
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THe BELL SystEM CONSOLIDATED FINANCIAL STATEMENTS appear on pages 24 
to 28, inclusive. These statements consolidate the accounts of the American 
Telephone and Telegraph Company, its principal telephone subsidiaries which are 
directly owned (listed on page 34), and the Bell Telephone Company of Nevada, 
a wholly-owned subsidiary of the Pacific Telephone and Telegraph Company. 


The companies consolidated have for many years maintained their accounts 
in accordance with the Uniform System of Accounts prescribed for telephone 
companies by the Federal Communications Commission. 


Telephone Plant is shown in the Consolidated Balance Sheets in the aggregate 
of the amounts at which it is carried in the accounts of the individual companies 
consolidated. [For the companies in the consolidated group, all intercompany 
security holdings, intercompany receivables and payables, and intercompany 
items of income and expense, except minor items which cannot readily be iden 
tified, are excluded. 


Investments in subsidiaries not consolidated as stated in the Consolidated 
Balance Sheets include amounts equivalent to the proportionate interest in the net 
assets of such subsidiaries as shown by their accounts, and the proportionate 
interest in their earnings is included in “Other Income” in the Consolidated 
Income Statements. The principal subsidiary not consolidated is Western Electric 
Company, which manufactures most of the telephone apparatus, cable, switch- 
boards, etc., used by the Company and its telephone subsidiaries and procures 
and sells to them materials and supplies not of its own manufacture. Contracts 
between Western Electric Company and such telephone companies provide that 
its prices to them shall be as low as to its most favored customers for like 
materials and services under comparable conditions. Items purchased by the 
telephone companies from Western Electric Company are entered in their 
accounts at cost to them, which includes the return realized by Western Electric 
Company on its investment devoted to such business. 


Financial Statements of the American Telephone and Telegraph Company 
alone are shown on pages 30 to 34. 


A. L. Stott 


Comptroller. 
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consolidated 


ASSETS 
December 31, 
PLANT AND OTHER INVESTMENTS 1957 
Telephone Plant (a) 
Telephone Plant in Service... ..........s0cccccccces $18,438,267,507 
Telephone Plant under Construction. ..............++- 660,596,014 
Property Held for Future Telephone Use.............- 16,336,571 


1,776,939 
$19,116,977,031 
4,363,439,158 


Telephone Plant Acquisition Adjustment 
Less: Depreciation Reserve 
Portion of cost of telephone plant which has bee en , charged 
against operations, 
$14,753,537,873 
7,760,551 
861,475,921 


Miscellaneous Physical Property. . bs 
Investment in Subsidiaries not consolidated (b). 


Other Investments—at cost. 5 iatalae Tolar 115,179,359 
Principally investments in assocléted ‘telephone com- 
panies, 
ME 55/04 5.040 44) nba AVR RsS Oks Oh EKER ENS $15,737,953,704 
CuRRENT ASSETS 
Cie En PRONE SOUNDS cc 5 osc ced chesscesdosaccece $ 122,199,102 
Temporary Cash Investments... ...........0eeseeeceeeees 794,820,674 


Principally U. S, short-term obligations. 


Special Cash verre 
Receivables 


9,047,704 
CC Cee eer eee re sere ees eresereseceneseces 716,180,256 
Amounts due fer service 0 (less reserves s for uncollectibles). 
working advances, interest and dividends receivable, 


Material and Supplies (c). be Gusaveeaueewasss 
Principally for construction an maintenance purposes. 


etc, 


115,114,098 


Total Carremt Agnete .cccscccccccccccccevves $ 1,757,361,834 
DEFERRED CHARGES 

Prepayments of Directory Expenses, Rents, Taxes, etc...... $ 106,345,194 

Other Deferred Charges....... inte WaeRaeeseneen 76,214,940 

Total Deferred Giese: ; . $ 182,560,134 

Ee eae eT $17, 677,875,672 


For notes, see page 28. 





JUSTICE 


n Telephone and 


December 31, 
1956 


$16,470,144,997 
584,919,561 
16, 915,456 


grasa 614 
4,113,774,382 


$12,960,431,232 
8,317,586 
745,245,326 
102,593,852 


$13,816, 587,996 





106,559,970 
1,207,773,504 


7,868,690 
679,347,561 


211,233,284 


$ 2,212,783,009 


$ 96,628,015 


80,572,213 
$ 177,200,228 
$16,206,571,233 
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Telegraph Company and its Principal Telephone Subsidiaries] 


batliance sheets 


LIABILITIES 


December 31, December 31, 
CapitaL Stock Equity 1957 1956 


American Telephone and Telegraph Company 
Common Stock—Par Value ($100 per share).......... $ 6,464,817,800 $ 6,289,388,900 
At December 31, 1957, authorized 100,000,000 shares; 
outstanding, 64,648,178 shares. See note (c) on page 33. 


Comsmnen, SiO. amORMeOG ac sc scan sean vc.ésenveeees » ain tha 4 atailie 11,964,600 
Common Stock Installments—see note (d) on page 33 betel in pn 156,909,315 
PIC ORS ONO. SURGE 6.65 dedinetiws cisendsnndecens 1,860,757,911 1,780,815,328 


Amount received in excess of par value. 
Retained Earnings 


Reserved (d) ... cixvadtadoleatencct sees 11,880,559 8,122,052 
Ic ccccvcuvcteoartranenracntarrcweareu: 1,571,323,677 1,308,856,443 
Total Retained Earnings (see page 27) . $ 1,583,204.236 $ 1,316,978,495 


Total Applicable to A. T. & T. Co. Stock .. $ 9,908,779,947 $ 9,556,056.638 


Subsidiaries Consolidated—stocks held by public 


ee a nem yk 
Peeenesd SHOR. «.<.cicc.«<njceuene uke ee eanaedeel 17,904,300 17,904,300 
Retaiiod Eariiee: ... ...0ccvidp wlthemetedbwsduewwen’ 22,009,294 18,982,210 





Total Applicable to Stocks of Subsidiaries 
Held by Publiie .......c...cccccsccccces § 317,420,594 O° 207214710 
Total Capital Stock Equity.............. $10,226,200,541 $ 9,843,871,348 


Funpep Dest 


American Telephone and Telegraph Company 
I I I 


Convertible Debentures—see note (c) on page 33...... $ .......... §$ 29,986,400 
Other Debentures—see note (e) on page 33 .......... 2,440,000,000 1,940,000,000 
Subsidiaries Consolidated (€).......c.cceccccccccscees 3,248,000,000 2,648,000 ,000 
Total Funded Debt....................+ $ 5,688,000,000 $ 4,617,986,400 
CURRENT AND ACCRUED LIABILITIES 

Notes Payable ........ Sue GRW RAE YLUE ORs ee. Se $ 76,000,000 $ 106,000,000 
Rees FAG TSS dn ons inks Ganenieenecn waste 517,265,906 516,902,583 
Advance Billing for Service and Customers’ Deposits. ..... 152,865,501 138,581,811 
Deas Pam ta.k< <2 <0 ss ccteeed wank dee deel < 146,493,557 142,410,891 
as DUGG § Or ribs 6 60s ukacaannkedeneakweauuwas 755,550,823 740,948,000 
RUNG AOU Bi Fe sa xcnnes0.<6nct-consie see camel 54,856,137 42,487,717 
Other Current Liabilities......... ia 26,652,888 27,997,455 


Total Current and Accrued Liabilities $ 1,729,684,812 $ 1,715,328,457 


DererreD CREDITS 


Unextinguished Premium on Funded Debt—net......... $ 31,069,649 $ 25,420,032 
Other Deferred Credits....... ouie ues ean aaet 2,920,670 3,964,996 


Total Deferred Credits..................$ 33,990,319 §$ 29,385,028 
Total Liabilities ...................... $17,677,875,672 $16,206,571,233 
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consolidated 


OPERATING REVENUES 
Local Service Revenues.......... 
Toll Service Revenues 
Miscellaneous Revenues 


Principally directory advertising. 
Less: Uncollectible Operating Revenues 


Total Operating Revenues .... 


OPERATING EXPENSES 

Current Maintenance 
Cost of inspecticn, 
to keep the plant and equipment in good operating con- 
dition. 


te}. 


repairs and rearrangements required 
E & 7 


Depreciation Expense (c).. 


Portion of cost of depreciable property charged against 
current operations. These charges are based on rates 
designed to spread this cost uniformly over the service 
life of the property and represented approximately 4.5% 
in 1957 and 3.8% in 
depreciable plant. 


1956 of average investment in 


Traffic Expenses ....... 


Costs incurred in the handling of messages, principally 


operators’ wages. 
I ios coe cides ane eidanenene ne 
Costs incurred in business relations with customers; 


public telephone commissions ; 
tising, etc. 


cost of directories, adver- 


Operating Rents 

General Administration 

Accounting and Treasury Expenees. 
Development and Research (f). 
Provision for Employees’ Service Pensions. ta 
Employees’ Sickness, Accident, Death and Other Benefits. ; 
Other General Expenses. ‘ 
Less: Expenses Charged Construction 


Total Operating Expenses 
Net Operating Revenues 


OPERATING TAXES 
Federal Taxes on Income...... esccscece 
Other Taxes—principally State, local and ‘Soc ial Security 


Total Operating Taxes 
Net Operating Income (carried forward) ...... 


For notes, see page 28 





PROGRAM-——-DEPARTMENT OF 


[American Telephone and 


Year 1957 
$3,647,596,447 
2,357,650,210 
331,374,988 


22,788,445 


$6,313,8: 3,200 











$1.205,314,592 


763,002,316 


947,350,959 


571,606,448 


59,844,499 
38.800.007 
257,349,874 
34,504,458 
160,233,396 
65,216,827 
125,478,175 
63,105,708 
$4.165.595,843 
$2,148 237,357 


$ 753,767,013 
514,825,268 


$1, 268,592, 281 
€. 879,645,07 16 


JUSTICE 


Year 1956 


$3,368,607,868 
2,176,240,700 
297,243,219 


16, 794, 102 


$5,825, 297 297,685 


$1,242,253,787 


535,226,642 


937,163,017 


529,811,847 


52,693,698 
36,089,160 
238,596,577 
32,503,410 
162,902,978 
48,684,195 
111,890,775 
51,154,404 
$3,876,661,682 
$1,948,636,003 


$ 695.226.893 
462,523,280 











$ 790,885,830 
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Telegraph Company and its Principal Telephone Subsidiaries] 


income statements 


Net Operating Income (brought forward)..... 


OTHER INCOME 


ividenas rom subDsic iaries not conso ic atec eseees 
Dividends f bsid lidated (g) 


Proportionate interest in earnings (after dividends) 


subsidiaries not consolidated (h) 
Dividends from other companies... .. 


‘ad 


1957 
$ 879,645,076 


Year 


$ 56,848,897 


29,095,392 
7,037,393 


Year 1956 
$790,885,830 
$ 50,937,816 


31,170,275 
6,927,505 


Miscellaneous income (i).... dan tent 60,745,730 49,905,694 
Less: Miscellaneous deductions from income...... 7,795,546 ~Z,431 828 


Income Available for Fixed Charges 


Fixep CHARGES 
Interest on Funded Debt 
Other Interest 
Less 


Release of Premium on Funded Debt—net 


Net Income 
APPLICABLE TO MINORITY INTERESTS 


Preferred Stock 
Common Stock 


Net INCOME 


$1,025,576,942 


$ 166,013,613 
7,450,117 
791,067 


$ 852,904,279 


$ 1,074,258 
5 


5 
22,050,72: 


Net Income Applicable to A. T. & T. Co. Stock $ 829,779,296 


Consolidated Earnings per share of A. T. & T. Co 


Stock (j) 


$1 3.00 


$922,395,292 


$136,593,286 
8,577,780 
566,857 


$777,791,083 


$ 1,074.25 
20,782,971 





755,933,854 


$13.16 


Statements of Consolidated Retained Earnings Applicable to American 


Telephone and Telegraph Company Stock 


BALANCE AT BEGINNING OF PERIOD........ 


Net Income applicable to A. T. & T. Co. Stock 
Profit on sales of securities 
Miscellaneous additions 
Tota. AppItIons 
Dividends on A. T. & T. Co. Stock - 
Organization and Capital Stock Expense charged off 
Amortization of Telephone Plant Acquisition Adjustment 
Miscellaneous deductions .. 

Tota, Depuctions 


BALANCE AT CLOSE OF PERIOD 


Year 1957 


$1.316.978.495 
$ 829.779.296 
3,986,889 
1,114,041 

$ 844,880,226 
$ 574,302,856 
1.776.185 
644,609 
1,930,835 

$ 578,654,485 
$1,583,204,236 


Year 1956 


$1,081,641,629 
$ 755,933,854 
1,126,817 
1,567,950 


$ 758,628,621 


$ 516,803,616 
4,374,873 
1,021,681 
1,091,585 


$ 523,291,755 


$1,316,978,495 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4203 


Notes to Bell System Financial Statements 


(a) Telephone Plant, with minor exceptions, is stated at cost to the companies. Tele- 





phone Plant Acquisition Adjustment represents certain costs attributable to property 


purchased from predecessor owners. 


(b) Comprises $639,714,529 at December 31, 1957 and $566,048,624 at December 31, 
1956, representing cost of investments, and $221,761,392 at December 31, 1957 and 
$179,196,702 at December 31, 1956, representing proportionate interest in the net assets 
of subsidiaries not consolidated in excess of such cost. 


(c) Effective January 1, 1957, a revised practice of accounting for station equipment was 
adopted. In connection therewith, there was transferred to Telephone Plant $91,634,175 
representing the cost of certain items of equipment previously included in Material and 
Supplies pending installation. Such items are now charged to Telephone Plant as purchased. 
This change in accounting practice also had the effect of increasing Depreciation Expense 
and reducing Current Maintenance with no material effect on net income. 
. 
(d) Reservations against contingency of refunds in connection with certain rate pro- 


ceedings. 


(e) Of the funded debt of subsidiaries consolidated, $168,000,000 matures from 1960 
to 1970, $560,000,000 from 1971 to 1980, and $2.520,000,000 thereafter 


(f) Cost of work carried on for the American Telephone and Telegraph Company by 


Bell Telephone Laboratories 


x) Includes dividends of $54,954,662 in 1957 and $49,458,558 in 1956 from Western 


Electric ¢ ompany 

(h) Ineludes the American Telephone and Telegraph Company’s proportionate interest 
(over 99%) in the earnings (after dividends) of Western Electric Company and its sub- 
sidiaries amounting to $29,500,154 in 1957 and $31,427,384 in 1956 


(i) Includes $31,749,925 in 1957 and $22,625,977 in 1956 for interest charged con- 


struction 


(j) Based on average shares outstanding—63,.811,428 in 1957 and 57,422,624 in 1956, 
g 


The Company and its subsidiaries have established funds with Bankers Trust Company, 
New York, N. Y., as Trustee, which are irrevocably devoted to service pension purposes. 
Regular payments are made to such funds pursuant to accrual programs, At December 31, 
1957 the pension funds amounted to $2,600,214,126. Future service pension payments to 
those now on the pension rolls and those now entitled to retire on pensions at their own 
request are fully provided for by the amounts in the funds, The funds are not a part of 
the assets of the companies and are therefore not reflected in the balance sheets. 
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American 


ASSETS 


PLANT AND OTHER INVESTMENTS 


Telephone Plant (a) 
Tempe FIR I SOTVIOl noo. sik ninco. cdenskeced0eses 
Telephone Plant under Construction. .............++++ 
Property Held for Future Telephone Use............. 


LORS  DMDOEIED TROUEUE os acco scncscouccectecevecses 
Portion of cost of telephone plant which has been charged 
against operations. 


Investments in Subsidiaries—at cost (see page 34)....... 
Stocks $9,340,064,083 
Advances 352,481,845 


Other Investments—at cost (see page 34). 
Stocks . $ 
Advances 
Miscellaneous 


Total 


77,072,282 
22,480,000 


552,907 


CURRENT ASSETS 
Cash and Demand Deposits eee Te 


Temporary Cash Investments..... 
Principally U. S, short-term obligations 


Special Cash Deposits... .. 
Receivables j 
Amounts due for service (less reserve for uncollectibles), 


| working advances, interest and dividends receivable, etc. 


Material and Supplies (b)..... 


Principally for construction and maintenance purposes 


Total Current Assets 


I aos ge used kav ade heen 
Total Assets 


For notes, see page 33. 





PROGRAM——DEPARTMENT OF 


December 31, 
1957 


$ 1,568,321,883 
119,051,189 
544,667 


$ 1,687,917,739 
560,541,371 


9,692,545,928 


100,105,189 


$10,920,027,485 


§ 16,004,162 
791,541,392 


2,109,061 


57,593,039 


15,383,268 


$ 882.630,922 


$ 13,677,393 
$11.816.335,800 


JUSTICE 


Telephone 


lance 


December 31, 
1956 


$ 1,390,490,149 
96,022,969 
625,190 

$ 1,487,138,308 


523,237,088 


$ 963,901,220 


8,764,632,993 


89,252,298 


$ 9.817.786.5111 


$ 16,110,331 


1,207,773,504 


1,954,786 


63,145,526 


18,975,253 


$ 1.307.959.400 


t 10,911,397 
$11,136,657,308 








and 
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sheets 


Telegraph 


Company 


LIABILITIES 


December 31, 
Capita. Stock Equity 1957 
Common Stock—Par Value ($100 per share)........... -» $ 6,464,817,800 
At December 31, 1957, authorized 100,000,000 shares; 
outstanding, 64,648,178 shares. (c) 
Common Stock Subscribed................. CCC OCCER KOS 
Common Stock Installments (d).......... 0.0 cee cceeee é-euvctwed 
Premium on Common Stock............ 1,860,757,911 
Amount received in excess of par value. 
Retained Earnings (see page 33)........ 771,357,363 


Total Capital Stock Equity.................. 


Funpep Dest 


Convertible 


Other Debentures (e)..... 


Total Funded Debt . 


Debentures 


(c 


Fer 


. $ 


CurRENT AND ACCRUED LIABILITIES 


Accounts Payable . 


Dividend Payable 


Taxes Accrued . 


Interest 


Accrued op ‘cs Seek aeneea wed 
Total Current and Accrued Liabilities ...... 


DEFERRED CREDITS 


. $ 2,440,000, 


$ 9,096,933,074 


2,440,000,000 


- $ 44,822,014 


Unextinguished Premium on Funded Debt—net.......... 


Other Deferred Credits........ 


Total Deferred Credits ... 
Total Liabilities 


145,458,401 
53,180,968 


22,283,962 
$ 265,745,345 








$ 13,268,950 
388,431 


.$ 13,657,381 


$11,816,335,800 


December 31, 
1956 


$ 6,289,388,900 


11,964,600 
156,909,315 
1,780,815,328 


659,201,434 
$ 8,898,279,577 


$ 29,986,400 
1,940,000,000 
$ 1,969,986,400 


$ 47,383,408 
141,503,155 
50,427,113 
17,742,188 

$ 257,055,864 





$ 11,062,029 

273,438 
$ 11,335,467 
$11,136,657,308 











American 


income 


OPERATING REVENUES 


7 were’ Revesnts: (1) cc. s.s. SSE AIBA LA. 
License Contract Revenues... .........ccccccccseces 
Received for services furnished telephone companies. 
Miscellaneous Revenues ..............0eeeeeecees : 
Less: Uncollectible Operating Revenues...............+. 


Total Operating Revenues 


OPERATING EXPENSES (g) 


Current Maintenance 
Depreciation Expense 


Represented approximately 3.9% in 1957 and 3.8% in 
1956 of average investment in depreciable plant. 
ee Po ce ooo ee ed tdaiadelces teen 
Commercial Expenses 
Operating Rents . es 
General Administration iaienncens 
Accounting and Treasury Expenses...... 
Development and Research (h). dss 
Provision for Employees’ Service Pensions............... 
Employees’ Sickness, Accident, Death and Other Benefits. 
NE ES sss gic bon wes.cvscndiacs sueeeg a’ 
Less: Expenses Charged Construction.................+. 
Total Operating Expenses 
Net Operating Revenues 


OPERATING TAXES 
en SUPPL EPEAT TLE TET RITE 
Other Taxes—principally State, local and Social Security 

Total Operating Taxes 
Net Operating Income 


OTHER INCOME 


Dividend Income—principally from subsidiaries 
Interest Income 

Miscellaneous Income Paeeasbetesied 
Less: Miscellaneous Deductions from Income 


Income Available for Fixed Charges 


Fixep CHARGES 
Interest on Funded Debt...... 
Other Interest pea ees a 
Less: Release of Premium on Funded Debt—net 


| Net Income 


: Earnings per share (1). 





Statements 


Year 1957 


$385,278,512 
59,720,464 


21,870,27 
1,941,955 
$464,927,299 


$ 94,907,448 
56,095,924 


36,540,685 
18,440,995 
7,451,936 
19,746,607 
18,211,077 
34,504,458 
9,717,536 
4,454,169 
15,004,834 
2,575,188 
$312,500,481 
$152,426,818 


$ 53,778,000 
27.077,643 
$ 80.855,643 


$ 71,571,175 


$637,730,122 
48.038,027 
669.963 
645.976 


$ 69,153,779 


2.525.052 
373.476 
$686.057.956 
$10.75 


Teles 
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re 


See 


Year 1956 


$354,000,865 


54,972,525 


20,567,877 
1,403,439 
$428,137,82% 


$ 86,649,114 
49,335,208 


$5,952,670 
17,148,795 
5,636,177 
18,301,747 
18,841,220 
32,503,410 

9 642,463 
3,045,985 
14,275,322 
2,172,324 
$289,159,787 
$138,978,041 


$ 49,033,000 

24,030,000 
$ 73,063,000 
$ 65,915,041 


$574.199.41]1 
$8.068.726 
1,410,880 
1.753.358 


$677,840,700 


$ 59.108.671 

2 496.917 
255.095 
$616.490.207 


$10.74 
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and Telegraph Company 


Statements of Retained Earnings 





Year 1957 Year 1956 

BALANCE AT BEGINNING OF PERIOD. ..........cececccees $659,201,434 $561,729,110 
Net Income a cas Seca nea ora $686,057,956 $616,490,207 
FVOME OG Weues GE. MROUNIINS 60a 6 sk ss we od wasceecsscwes 884,095 836,146 
REmcotlancouh WnOND oo oc ss co ccb cache kecnccucs 8,088 558 

ToraL AbDDITIONS $686,950,139 $617,326,911 
Dividends declared sscccccoceersvescsecee'cs) QUTGREEEE? ‘SaumEEEDES 
Organization and Capital Stock Expense charged off... . 344,181 2,854,361 
Miscellaneous deductions 147,173 196,610 

Torat Depuctions $574,794,210 $519,854,587 
DALANCE AV CAGES OF PROBOMS caizinks KC oe eee ee eveee. ce $771.357,363 $659,201,434 


Notes to Financial Statements 


(a) Telephone Plant, with minor exceptions, is stated at cost to the Company. 


(b) Effective January 1, 1957 in connection with a revised practice of accounting for 
station equipment an amount of $4,975,455 was transferred from Material and Supplies 
to Telephone Plant. 


(c) On January 15, 1958 the Board of Directors reserved 7,183,130 shares of capital 
stock for issuance upon conversion of $718,313,000 principal amount of Fifteen Year 444% 
Convertible Debentures, due March 12, 1973 which were offered to stockholders of record 
on January 24, 1958. These debentures will be convertible into stock of the Company begin- 
ning May 12, 1958 at $142 per share. On January 15, 1958 the stockholders authorized the 
Company to place in effect an Employees’ Stock Plan under which not to exceed 7,000,000 
shares may be issued and sold on an installment basis to employees of the Company and 
of its subsidiaries. 

(d) At December 31, 1956 represents installment payments and interest thereon applicable 
to shares of Capital Stock under elections to purchase pursuant to the Employees’ Stock 
Plan approved by the stockholders in 1950. Such elections to purchase provided for com- 
pletion of installment payments by July 1957. 


(e) Of these debentures, $140,000,000 mature in 1970, $775,000,000 from 1971 to 1980, 
and $1,525,000,000 thereafter. 


(f) Represents the Company’s share of toll revenues of $1,334,598,000 in 1957 and 
$1,205,497,000 in 1956 from toll business handled jointly with subsidiary and other telephone 
companies, 


(g) Operating expenses are incurred principally in providing the Company’s long distance 
communication services and in performing License Contract services furnished telephone 
companies. 


(h) Cost of work carried on for the Company by Bell Telephone Laboratories. 


(i) Based on average shares outstanding—63,811,428 in 1957 and 57,422,624 in 1956, 





The Company has established a fund with Bankers Trust Company, New York, N. Y., as 
Trustee, which is irrevocably devoted to service pension purposes. Regular payments are 





made to the fund pursuant to an accrual program, At December 31, 1957 the pension fund 
amounted to $136,809,597. Future service pension payments to those now on the pension 
rolls and those now entitled to retire on pensions at their own request are fully provided 
for by the amount in the fund. The fund is not a part of the assets of the Company and 
is therefore not reflected in the balance sheets 


26086 O—58—pt. 2, vol. 3——51 
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DEPARTMENT OF JUSTICE 


American Telephone and Telegraph Company 


Investments in Subsidiaries and in Other Companies 


December 31, 1957 


PRINCIPAL TELEPHONE SUBSIDIARIES 


Ca 
Par Value 


of Holdings 


New England Tel. & Tel, Co.... $ 254,741,100 


Now. Votk) Tel) Gen. wisiiinisecccss 
New Jersey Bell Tel. Co....... 
Bell Tel. Co. of Pennsylvania. . 
Diamond State Tel. Co........ 
Chesapeake & Potomac Tel. Co, 
Chesapeake & Potomac Tel. Co. 

RE EET FETT 
Chesapeake & Potomac Tel. Co 

ae a ee 
Chesapeake & Potomac Tel. Co. 

of West Virginia seieehins 
Southern Bell Tel. & Tel. Co... 
CO TE Cs iA sop se ees 
Michigan Bell Tel. Co......... 
Indiana Bell Tel. Co., Inc...... 
PECADO. BOR) MO oc. 0.00 00,85 00 
Illinois Bell Tel, Co........... 
Northwestern Bell Tel. Co...... 
Southwestern Bell Tel. Co...... 
Mountain States Tel. & Tel. Co. 


Pacific Tel, & Tel... Co... <c000 
Pacific Tel. & Tel. Co.—Pre- 
ferred ee ee 


OTHER SUBSIDIARIES 
Bell Telephone 
Western Electric Co., Inc....... 
195 Broadway Corporation..... 
Eastern Tel. & Tel. Co......... 


Laboratories, 


Nn) aha ote ica ink sib arenes: Iiutd as Ga 


OrHer COMPANIES 
Southern New England Tel. Co. 
Cincinnati & Suburban Bell Tel. 
Co. ee ee ee esse see eeeseeee 
Bell Tel. Co. of Canada........ 
Cuban American Tel. & Tel. Co. 


ey ey ee oe ae ee en ee ee 


1,151,300,000 
435,000,000 
545,000,000 
36.000,000 
100,000,000 


205,000,000 


220,000,000 


97,000,000 

, 100,000,000 
450,500,000 
378,987,000 
162,998,800 
195,000,000 
518,915,100 
325,000,000 
1,054,998,400 
304,020,800 
1,079,094,300 


~ 


64,095,700 


25,000,000 
(c) 

23,000,000 

(d) 4,999,100 


36,678,000 


# 


20.501.700 
(d) 18,749.800 
865.000 


(a) Common stocks unless otherwise indicated, 
(b) Remaining shares owned by Western Electric Co., Inc. 
(c) 15,656,656 shares—no par value. 
(d) Canadian dollars. 


PITAL STOCKS (a) 
% of Total Book Value 
Outstanding (Cost) 
69.29 $ 259,692,650 
100.00 =1,174,280,335 
100.00 448,667,184 
100.00 551,316,050 
100.00 36,700,000 
100.00 101,000,000 
100.00 206,467,862 
100.00 220,000,000 
100.00 97,000,000 
100.00 =1,101,817,298 
100.00 450,542,298 


99.99 379,399,232 
99.99 163,585,286 
100.00 198,223,802 
99.32 524,396,012 
100.00 326.039,490 
99.99 1,058,251,478 
86.74 305,425,778 
90.40 1,074,752,545 


78.17 55,999,180 


(b) 50.00 25,000.000 
99.82 553,440,179 


100.00 23.015,000 
99.98 5,052,424 
$9,340,064,083 

21.46 $ 36.989,831 
29.83 21,065,168 
4.17 18.854,783 
50.00 162.500 


$ 77,072,282 


ADVANCES 


$ 78,000,000 
200,000 
29,500,000 


4,225,000 
3,325,000 


3,900,000 


3,625,000 
15,500,000 
9,500,000 
12,800,000 
3,800,000 
3,300,000 
58,600.000 
10,700,000 
7,200,000 
21,000,000 
82,000,000 


4.400.000 
906.845 
$352,481,845 


$ 21,000,000 


1,480,000 


$ 22,480,000 
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Certificate of Audit 


New York, N. Y. 
February 13, 1958 


To THE SHARE OWNERS OF 
AMERICAN TELEPHONE AND TELEGRAPH COMPANY: 


We have examined the balance sheets of American Telephone and Telegraph 
Company as of December 31, 1957 and 1956, the consolidated balance sheets of 
the Company and its principal telephone subsidiaries as of December 31, 1957 
and 1956, and the related statements of income and retained earnings for the 
years then ended. Our examination with respect to such companies was made 
in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 


Examinations of similar scope have been made by us of the balance sheets 
as of December 31, 1957 and 1956 and of the statements of income and re- 
tained earnings for the years then ended of the principal nonconsolidated sub- 
sidiaries of American Telephone and Telegraph Company, except Western 
Electric Company, Incorporated and its subsidiaries, and we have reviewed 
accounting reports for the years 1957 and 1956 rendered to American Tele- 
phone and Telegraph Company by all other nonconsolidated subsidiaries. The 
consolidated balance sheets of Western Electric Company, Incorporated and con- 
solidated subsidiaries as of December 31, 1957 and 1956 and the related state- 
ments of consolidated income of these companies for the years then ended, 
with certificate of examination thereof by other independent accountants, have 
been furnished to us. 


In our opinion, the financial statements (pages 30 to 34) and the con- 
solidated financial statements (pages 23 to 28) present fairly the position at 
December 31, 1957 and 1956 and the results of operations for the years then 
ended of American Telephone and Telegraph Company and the consolidated 
position at December 31, 1957 and 1956 and the consolidated results of opera- 
tions for the years then ended of the Company and its principal telephone 
subsidiaries, in conformity with generally accepted accounting principles, which 
have been applied on a consistent basis except for the change in accounting for 
station equipment referred to in note (c) on page 28 and note (b) on page 33, 
which change we approve. 


LyBrRAND, Ross Bros. & MONTGOMERY 
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Facts About The Bell System 
Dec. 31 Dec. 31 Dec. 31 Dec. 31 
1945 1950 1955 1957 
Number of Telephones (a) 22,445,519 35,343,440 46,218,233 52,252,494 
Dial Operated am 14,504,851 26,700,319 40,041,368 47,987,684 
Per cent Dial Operated. . 64.6 75.5 86.6 91.8 
Number of Central Offices. 7,374 8,470 9,751 10,339 


Average Daily Telephone 
Conversations* (b) 


Total Plant 


90,548,000 


140,782,000 


168,936,000 


188,276,000 


(“000” omitted) $5,702,057 $10,101,522 $15,340,495 $19,116,977 
Operating Revenues 
(“000” omitted)* ...... $1,930,889 $3,261,528 $5,297,043 $6,313,833 


Number of Employees (c) 474,527 602,466 745,629 792,634 
Number of A. T. & T, 

Company Share Owners. 683,897 985,583 1,408,851 1,605,046 
Number of A. T. & T. 

Company Shares Out- 

standing 20,166,251 28,615,956 54,115,960 64,648,178 





* For year ended December 31. 


(a) Excludes private line telephones numbering 202,211 on December 31, 1957. Including 
telephones of some 4,100 independently owned connecting telephone companies and addi 
tional thousands of connecting rural or farmer lines and systems, the total number of 
telephones in the United States which can be interconnected is approximately 63,600,000 


(b) For the year 1957 there were approximately 180,084,000 average daily local conver- 
sations and 8,192,000 average daily toll and long distance conversations, During 1957 
many calls were reclassified from “toll” to “local” due to enlargement of numerous local 
calling areas. When the data are adjusted for such reclassifications, there was an increase 
of 5.3 per cent in local conversations, and 7.5 per cent in toll and long distance conversa- 
tions over the year 1956. 


(c) Includes employees of Western Electric Company and Bell Telephone Laboratories 
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WESTERN ELECTRIC COMPANY 
INCORPORATED 
195 Broapway, NEw YORK 


DIRECTORS 


CHARLES J. WHIPPLE 


OFFICERS 


President 


FREDERICK R. KAPPEL 


Vice Presidents 


HENRY CGC. BEAL PauL A. GORMAN 

JosepH R. BRANSFORD FREDERICK R. LAck 

WALTER L. BROWN James W. McRAE 

REESE F. CLIFFORD Gus F. RAYMOND 

ARTHUR B. GOETZE TimoTtny E. SHEA 
Secretary 


NORMAN R. FRAME 


Treasurer Comptroller 
H. HastTincs REDDALL CHARLES D. DUGAN 


*Executive Committee 





*“HeENRY C. BEAL *N. BAXTER JACKSON 
*JosEPH R. BRANSFORD WILLIAM B. Joyce 
WALTER L. BROWN *FREDERICK R. KAPPEL 
REESE F. CLIFFORD FREDERICK R. Lack 
ARTHUR B. GOETZE TimoTuy E. SHEA 
PauL A. GORMAN *Guy W. VAUGHAN 
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Western Electric Company 


INCORPORATED 


To the Stockholders: 


Rieovinemivs for the Company’s products and services were sub- 
stantially higher in 1955. By steadily increasing the level of its opera- 
tions throughout the year the Company was able to meet its commit- 
ments to its principal customers, the Bell Telephone Companies and 
the United States Government. 

To accomplish this heavy program the Company expanded its plant 
facilities, added employees and operated on a multi-shift and six-day- 
week basis at many locations. Greater use than ever before was made 
of subcontractors and suppliers. Deliveries for the year totaled about 
21% more than in 1954. 


Public demand for additional telephone service was strong through- 
out 1955 and there was an increased need for almost every line of 
communications product the Company manufactures. Shipments of 
major products surpassed those of last year by a wide margin. The 
output of dial switching equipment for telephone central offices was 
52% above that of the previous year. Deliveries of telephone instru- 
ments were 48% higher than those of 1954 and included one and 
one-quarter million color sets. Shipments of exchange area cable, 
including more than seven billion conductor feet purchased from 
other manufacturers, reached 30% over those of 1954. The Com- 
pany’s distribution and installation organizations similarly stepped 
up their activities to accommodate the high level demands. 


Statements and statistics include the principal subsidiaries: Teletype Corporation, 
Nassau Smelting and Refining Company, Incorporated, and Weco Corporation. 
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A difficult procurement situation existed during the year on a 
number of materials such as copper, nickel and steel which are highly 
essential in the Company’s manufacturing operations. By extraordi- 
nary effort sufficient amounts of these materials were obtained to 
obviate curtailment or interruption of the Company’s production pro- 
gram but at times working inventories were dangerously low. The 
Company's subsidiary, Nassau Smelting and Refining Company, 
helped appreciably in meeting the copper situation by stepping up 
their reclamation of the metal from telephone cable and equipment 
which Bell Telephone Companies had taken out of service. 


Repeated work stoppages at copper mines and refineries and the 
fact that copper prices have reached such extremely high levels have 
made it attractive and important to develop the use of an alternate 
material. Engineering development work has been accelerated to put 
the finishing touches on the Company’s processes for quantity pro- 
duction of telephone cable made of aluminum instead of copper. Sev- 
eral billion conductor feet of cable with aluminum conductors have 
already been manufactured. It has proven satisfactory in service. It 
is expected that before long economic factors will determine the choice 
between copper and aluminum in telephone cable manufacture. 

The manufacture of exchange area cable with conductors insu- 
lated with polyethylene instead of paper was expanded into large 
quantity production in 1955. The use of plastic insulation will result 
in lower maintenance costs for Bell companies and will also facilitate 
splicing and terminating operations. 

Preparations were begun during the year for the production of “P” 
carrier, a transmission system designed for use in rural areas. This 
equipment will employ transistors which Western Electric is now pro- 
ducing in substantial quantities. This miniature electronic device is 
already being used in telephone answering sets, volume control tele- 
phones and card translators. 


During the latter months of the year Western Electric engineers 
were developing processes in anticipation of the manufacture of a 
radically different communications system in which telephone calls 
will be routed by electronic means rather than by electro-mechanical 
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relays and switches as at present. This concept involves a new and 
complex system of circuitry employing miniaturized components, 
such as transistors, varistors, diodes and capacitors which the Com- 
pany is manufacturing. Western Electric will begin producing equip- 
ment for the first experimental electronic telephone exchange in 1956. 


The Company’s specially equipped shop in Hillside, New Jersey, 
delivered on schedule the undersea voice amplifiers for the first leg 
of the transatlantic telephone cable. Incorporated in the cable which 
was laid between Newfoundland and Scotland last summer, these 
amplifiers have performed faultlessly in transmission tests. Work is 
now under way on the amplifiers for the return transatlantic crossing 
which will be laid next summer. 


Voice amplifiers are also being manufactured for the submarine 
telephone cable which will connect Port Angeles, Washington, and 
Ketchikan, Alaska, and work has been started in connection with the 
cable planned to be laid between the United States and Hawaii. 


Work under Government military contracts, including many con- 
cerned with vital aspects of continental defense, proceeded at a high 
level throughout 1955. About 16% of the Company’s employees were 
engaged on such projects. 


The greatest volume of Government work was in connection with 
production contracts accepted in previous years on which substantial 
deliveries were being made. The weapons systems and military com- 
munications equipment involved were developed by Bell Telephone 
Laboratories. 

The Company was also busy with a number of important conti- 
nental defense assignments which primarily call for services instead 


of manufacturing effort. Many specially qualified employees trans- 





ferred from other Bell System companies helped in the performance 
of these services. The availability of this wide variety of essential 
skills in and through Western Electric is one important reason why 
the Air Force asked the Company to undertake these projects. 


Disastrous floods which swept over large areas of several eastern 
states and northern California during the latter months of 1955 caused 
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widespread damage to Bell telephone facilities and disrupted service 
for thousands of telephone subscribers. In effecting the fastest pos- 
sible restoration of service, the telephone companies called on Western 
Electric to deliver large quantities of equipment and supplies on an 
emergency basis. All divisions of the Company joined effectively in 
the special effort involved in expediting these deliveries. Where tele- 
phone central offices had been inundated or destroyed, Western Elec- 
tric installers rendered substantial assistance in making necessary 


repairs or replacements. 


Sales and Earnings 


Total sales in 1955 amounted to $1.853.299.000, an increase of 
$327.068.000 or about 21% over 1954. 


Sales to Bell System companies in 1955 were $1.230,915.000 or 
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66% of the total. This compares to Bell sales of $1,019,279,000 in 
the previous year. 

Sales of military equipment and services to the United States 
Government totaled $558,717,000 as compared to $452,200,000 in 
1954. 

Earnings in 1955 amounted to $63,340,000 which was equal to 
3.4 cents per dollar of sales. Dividend payments amounted to $3.45 
per share and totaled $42,966,000, leaving $20,374,000 of the year’s 
earnings invested in the business. 

Several price changes were made during 1955 but together they 
had no appreciable effect on the year’s billings to Bell System com- 
panies. The changes in prices of apparatus and equipment of Western 
Electric manufacture, involving both increases and decreases, resulted 
in an overall reduction, This reduction was offset by increases in the 
prices of cables and wires which were made necessary by a substan- 
tial rise in the price of copper and the higher cost of purchased ex- 
change cable. 


The following table shows total receipts and their distribution in 


955. 
1955: Cents 
‘ ig : Per Dollar 
The Company Received— pa Recaltad 


From materials sold and services rendered. $1.853.299.000 


From dividends, interest and miscellaneous 7.890.000 

EE ih oie kip erie reneregenen 1,861,189,000 100 

Distribution of Receipts— 

Payments for materials and supplies pur- 

chased and services received; depreciation 

of plant and other costs................ 1,092,829,000 58.7 
Employment costs (wages, salaries, vacation 

and sickness absence payments, death ben- 

efits, social security taxes, payments to 

OG TON: CUO into connec navnsnes 604,353,000 So0 
Taxes (Federal income, personal property, 

real estate, state income and franchise and 

other taxes, except social security taxes) 100,667,000 3.4 


Dividends paid to stockholders........... 42,966,000 2.3 


There remained invested in the business..... 20,374,000 1.1 
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Deliveries of Telephone Material 


The following table shows the quantities of some of the principal 
products shipped in 1955, and for purposes of comparison the ship- 
ments during 1953 and 1954: 


1953 1954 1955 

Lines of Dial Central Office Switching 

BPE PE Tee 1,809,000 1,681,000 2,549,000 
Manual Central Office Switchboard 

Positions for Long Distance Service. . 4,100 2,200 2,400 
Exchange Cable (millions of conductor 

Satin: aves. adi ca wrestle week 68,872 75,195 97,680 
PNG EPL DE AL TOA 3.317,000 3,672,000 5,442,000 
og ALS ere cee 8,600 6,300 8,200 
Microwave Amplifier Bays........... 1,082 922 864 
SE. 2c baie badueh Mags in bee's 45,715 84,207 101,323 
Coaxial Cable (miles)............... 220) 120 935 


Installation and Distribution Services 


The Company’s installation force was increased in 1955, particu- 
larly in the latter months of the year when increasing amounts of 
central office equipment were coming off the production lines. At the 
year-end the installation organization numbered 18,700 as compared 


to 16,300 at the end of 1954. 

The installers worked on 45,000 separate jobs at over 11,000 differ- 
ent work locations in over 6,500 cities and towns. To man these jobs 
more than 44,000 employee transfers involving a change of living 
quarters were necessary. Over 98% of the jobs were completed on 
schedule. 

During the year 1,994,551 dial lines were installed, tested and 
turned over to telephone companies for service. In addition, 2,194 
manual switchboard positions were installed. The installation of com- 
plex facilities for the expansion of direct distance dialing service 
increased substantially. 
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To secure and train the increased installation force, expanded re- 
cruiting and training programs throughout the country were necessary. 
Efficiency and quality of work were maintained at high levels through- 
out 1955. 

The Company’s 29 distributing houses likewise had an exceptionally 
busy year. These houses carry extensive stocks of telephone equipment 
and supplies for day-to-day delivery. Sales of new material from these 
stocks reached an all-time high of $422,374,000 in 1955, an increase 
of about 31% over 1954. The deliveries comprised some 27,761,000 
items of which 96.5% were delivered to the telephone companies 
at the time they had specified when they placed their orders. 

The repair shops maintained in the distributing houses for recon- 
ditioning telephone equipment operated at a peak level in 1955. Over 
6,316,000 telephone instruments were repaired and refinished or mod- 
ernized. The value of the telephone equipment reconditioned in the 


shops in 1955 was $179,442,000, an increase of 16% over 1954. 


National Defense Effort 


Billings to the United States Government in 1955 for work done by 
the Company under production and service contracts were 24% higher 
than in the previous year. A substantial part of the increase resulted 
from heavier deliveries under the Company’s production contracts 
for such devices as Nike guided missile systems, radar fire control 
equipment and military communications systems. The Company’s 
steady output of Nike systems enabled the Army to extend the protec- 
tion of this weapon to more American cities. 


The Company completed and turned over to the Air Force a 1,500 
mile submarine cable communication system to serve a guided missile 





test range that crosses the Bahamas and the western tip of Puerto Rico. 
Connecting many islands on the way, the cable extends from Florida to 
Puerto Rico. Telemetered reports on the performance of missiles in 
flight are transmitted over this system to the Air Force test center at 
Cape Canaveral, Florida. 

Work was continued for the Signal Corps on a submarine cable sys- 
tem to link Ketchikan and Skagway in Alaska. Nearly 380 miles of 
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cable were laid during the year and the Company is now shipping car- 
rier and terminal equipment to complete the project in 1956. 


In 1955 the Company continued to render assistance to the Air 
Force in implementing a number of their continental defense projects 
such as the “Sage” modernization of the air defense system, a compre- 
hensive communications network in Alaska, and the Distant Early 
Warning Line of radar stations in the far north. These are essentially 
contracts for services and a major part of the direct work is performed 
by American and Canadian subcontractors under the direction of 
Western Electric supervisors and technicians. 


“Sage” is the name adopted by the Air Force for a semi-automatic 
system in which high speed electronic devices for locating, identifying 
and expediting the interception of invading aircraft will be tied to- 
gether electronically in a widespread network. Western Electric is 
furnishing a variety of services in connection with the project, includ- 
ing the design and construction of Government-owned buildings and 
coordination of production schedules for equipment and structures. 
The Company also will perform final tests to insure that the system 


meets the operational requirements of the Air Force. 


Early in 1955 work was begun for the Air Force on an extensive 
communications system in Alaska. The new system will work with 
existing facilities and will help speed vital information for the defense 


of the continent. 


Construction work is proceeding satisfactorily on the Distant Early 
Warning Line of radar stations along the northern rim of the conti- 
nent. Bell System crews have completed the extensive and hazardous 
job of selecting the sites which would prove most advantageous for 
these installations. This involved surveying a vast area of Arctic coast- 
line, most of it unpopulated and heretofore unexplored. The great 
difficulty of transporting the necessary tons of materials and supplies 
to these remote and isolated locations was a major problem but it has 
been successfully done by a joint effort of Western Electric and its 
subcontractors, and the Army, Navy and Air Force. This is a good 


demonstration of what teamwork between private industry and the 
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military can accomplish. Construction is now under way on all instal- 
lations. 

Through its subsidiary, the Sandia Corporation, the Company con- 
tinued throughout 1955 to manage the Sandia Laboratory of the 
Atomic Energy Commission at Albuquerque, New Mexico. This opera- 
tion is being conducted under a non-profit contract with the Commis- 
sion which runs through December 1958. The Sandia Laboratory is 
concerned with military applications of atomic energy, including the 


development, design and testing of atomic weapons. 


Purchasing 
In meeting the requirements of its Bell System, Government and 
other customers in 1955, the Company made substantial purchases of 


materials, components, merchandise and services from others. Pay- 
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ments for these things exceeded one billion dollars which was equiva- 
lent to 56 cents out of each sales dollar. These purchases were divided 
as follows: 


Purchase of raw materials, components, etc., for 


Western Electric manufacturing operations. . . $394,900,000 
Materials purchased for resale as such to Bell 
Telephone Companies...................+. 300,000,000 
Materials and subcontracted items for Govern- 
I tits eats hese s oan wa 315,700,000 
Payments for transportation...............45. 35,100,000 
PPE TEESE LS YELLE 1.045,700,000 


These purchases were widely dispersed and represented a substan- 
tial contribution to the economy of the areas in which the Company and 
the Bell Telephone Companies operate. The Company was a customer 
of over 28,000 firms located in 3,000 cities and towns in every state 
and a score of foreign countries as well. About 90% of the suppliers 


were small businesses having no more than 500 employees. 


Plant Investment 


The continued high demand for the Company’s products made 
necessary a substantial added investment during the year in new build- 
ings and machinery as well as improvements and additions to older 
plants and equipment. The amount involved was $58,692,000 which in- 
creased total plant investment by the end of the year to $498,945,000. 


Construction work was started on additions to the Allentown Plant 
at Allentown, Pennsylvania, and the Point Breeze Works in Baltimore. 
The 300,000 square feet of floor space being added at Allentown 
will provide room for the expanded production of transistors and 
other components which the manufacture of electronic switching 
equipment will require. The Point Breeze addition will make available 
650,000 square feet of space for increasing production of cable and 


other products. 


Construction of the new Merrimack Valley Plant at North Andover, 
Massachusetts, was over 50% complete at the end of the year. First 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4223 


occupancy is expected in the latter half of 1956. The new factory will 
provide 900,000 feet of space for the manufacture of carrier systems 
and other transmission equipment. 


In order to expand production of dial central office equipment a 
plant at Montgomery, Illinois, with 440,000 feet of space was pur- 
chased and a 380,000 square foot building in Chicago was leased from 
the U. S. Government. 

New buildings for distributing house operations were completed 
and occupied during the year in Nashville, Pittsburgh and San Fran- 
cisco. The Nashville house replaces the one at Louisville. Construction 
of new distributing houses was started at two additional locations 
where operations have outgrown the quarters presently occupied. One 
is at Kansas City, Kansas, and the other at Queens, New York. The lat- 
ter will replace a nearby Brooklyn location. 


Merchandise Investment 


The Company’s investment in merchandise, which includes raw ma- 
terials, supplies and goods in process of manufacture as well as com- 
pleted products, amounted to $378,939,000 at the end of 1955 as 
compared with $289,495,000 at the end of the previous year. 


Finance 

In 1955 the Company increased by $20,000,000 its borrowings 
under a bank credit agreement which was negotiated in 1953. The total 
borrowed under this agreement was $100,000,000 at the year end. 

Increased capital requirements of the Company were met in part by 
an issue of capital stock. A new offering of 1,155,000 shares was made 
to stockholders in April 1955 in the ratio of one share for every ten 
held. The offering was fully subscribed. It brought the total outstand- 
ing shares to 12,705,000 and provided $51,975,000 additional equity 
capital. 


Personnel 


Continuing the trend which began in the latter months of the pre- 
vious year, employment showed a steady increase in 1955. The Com- 
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pany had 120,054 employees at the end of the year as compared to 
98,141 on the preceding December 31st. Thirty-three per cent of the 
employees had been with the Company for 10 years or more and 31% 


were women. 


The Company’s employment costs in 1955 totaled $604,353,000. 


This amount was made up of the following items: 


Wages and salaries for time worked..................$515,002,000 


Wages and salaries for time not worked: 


Vacation, holiday and personal absences.......... 34,912,000 
Sickness and accident absences................... 8.906.000 
Ni 229,000 


Other employment costs: 


Payment to Trustee of pension funds.............. 27,708,000 
Change in accrual for vacations.................. 2,265,000 
Company's share of Social Security taxes 

(Federal Old Age and Federal and State 


PEs ToS ie eer er ich aetna se Crees 12,063,000 
DnatirdanGhed oii iis LG E2OOWIG. Os cdwTS Taide ke 1.736.000 
Military allowances, disability pensions, 

ON Rt hag sos cd ioe, > Sted Was was 1,532,000 

MGA DAKE. PS IGRIEL ke 0G «RU ReKA Bed 604.353.000 


Negotiations with labor unions for new or amended contracts were 
in progress throughout the year with one or more of 30 bargaining 
units. Bargaining was generally carried on with a sound regard for the 
interests of all concerned. However, in a few cases agreement was not 
reached by the expiration date, and work time was lost through work 
stoppages or wage increases for the employees represented were de- 
layed. 

Wage and salary increases granted in 1955 to all employees, in- 
cluding management employees and others not represented by unions, 
amounted to more than $41,000,000 on an annual basis. 


Consistent with the importance of providing opportunity for indi- 
vidual employees to grow and progress in the business and to insure 
a strong management leadership through promotion within the or- 


ganization, the Company continued and extended its program of per- 
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sonnel development. This program includes the careful selection of 
individuals qualified for promotion, planned job rotation to broaden 
their experience and formal development courses to supplement their 
job training. 

In 1955 approximately 500 selected new employees were given two- 
week orientation courses and 1,600 individuals received planned job 
rotation assignments. About 1,300 supervisors participated in super- 
visory indoctrination courses or received training in human relations. 
Fifty other management people participated in advanced management 
courses at special schools operated by the Company, the Bell System 
and universities. 

During the year 1,200 employees were promoted to their first super- 
visory positions and 600 were promoted from one management level 


to another. 


The Trustee’s annual report on the administration of the Pension 
Trust Funds, which are devoted exclusively and irrevocably to the pay- 
ment of service pensions, appears on page 25. At the end of 1955 such 
funds amounted to $406,930,152. At that time, 4,230 retired em- 
ployees were on the service pension rolls and 2,189 active employees 
were entitled under the terms of the Pension Plan to retire with service 
pensions if they chose to do so. 

A continued emphasis on accident prevention measures and the con- 
stant alertness of employees throughout the year resulted in a further 
improvement in the Company’s excellent safety record. Disabling job 
injuries per million man hours worked declined to 1.3 from 1.7 in 1954. 

The outstanding safety performance of 21 Company units was recog- 
nized by the National Safety Council during the year. The Award of 


Honor, the Council’s highest award, was granted to the Hawthorne, 
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Kearny, Indianapolis, Allentown, Haverhill, Burlington and Greens- 
boro manufacturing locations and to the Chicago installation area. 
Awards of Merit were presented to the shops at Duluth and Laureldale, 
the distributing houses at Philadelphia, Pittsburgh, New Orleans, 
Cleveland, Denver, Syracuse, Chicago and Los Angeles, and the in- 
stallation areas headquartered at Detroit, Philadelphia and Dallas. It 
seems fitting that in addition to the Council’s recognition, these units 
should be mentioned in this report since they not only merit the ac- 
claim of all industry but are an inspiration for other units of the Com- 
pany which are striving to equal or surpass their safety records. 

Under the voluntary payroll deduction plans which the Company 
makes available for thrift purposes, funds set aside at the direction of 
employees are deposited for their account in savings banks, savings 
and loan associations and credit unions, or are applied to payment for 
U.S. Savings Bonds, life insurance premiums, Blue Cross Hospital 
and Medical Service plans, or purchases of American Telephone and 
Telegraph Company stock under that company’s Employees Stock Plan. 
During 1955 the total of such deductions amounted to $71,686,000, or 
approximately 13% of the payroll for the year. 

Under the Employees’ Suggestion System for promoting greater 
economy and efficiency in the Company’s operations 6,037 suggestions 
were adopted with awards totaling $87,380. Included in this amount 
was a $1,000 award, the fourteenth such maximum award to be made 
in the twelve-year period since the Suggestion System was established. 

Telephone Pioneer activities at Western Electric locations during 
the year were highly successful. They brought together in a fraternal 
way the many long-service and retired employees who have contributed 
and are continuing to contribute so much to the high standing of the 
Company as an organization and to the well-deserved recognition of 


Western Electric men and women as outstanding citizens. 


Stanley Bracken retired on March 3] at the age of 65 after a 43-vear 
career with the Company. He served as president of the Company from 
1947 to the end of 1953 and thereafter as Chairman of the Board until 


his retirement. 
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The government anti-trust suit instituted against this Company and 
American Telephone and Telegraph Company on January 14, 1949 
was disposed of by a consent decree entered on January 24, 1956. 

Excepting work for the United States Government and certain inci- 
dental activities, the decree confines A.T.&T. and its operating subsid- 
iaries to the furnishing of regulated communications services, and 
confines this Company to the manufacture of equipment of a type sold 
to those companies and to other activities of a type engaged in for 
them. Other provisions require the licensing of United States patents 
for any purpose (royalty-free under almost all existing patents and at 
reasonable royalties under all future patents) and the furnishing of 
certain technical information to such licensees, and prohibit entering 
into various types of agreements and other action involved in the com- 
plaint’s charges. The Court retains jurisdiction to enter further orders, 
upon application by the Department of Justice, respecting the sale of 
equipment to independent telephone companies and to communications 
carriers competing with A.T.&T. or its operating subsidiaries. 

The decree will not affect the Company’s work for the Bell System 
and the United States Government and the limitations it places on 
future activities of the Company are consistent with present policies 
of its management. 


A formidable program was undertaken and carried out by the Com- 
pany’s personnel in 1955. Responsibilities upon everyone were heavy 
and varied, time was an all important factor and many special and 
dificult problems had to be solved. The success of the Company in 
meeting its heavy obligations is a tribute to the leadership and inge- 
nuity of its managerial and technical personnel and to the devoted and 
conscientious effort of all employees. The directors wish to express 
their pride and appreciation for this effective teamwork and their con- 


fidence that this source of strength will enable the Company to meet 





any challenge of the future. 
For the Board of Directors 


? 


February 20, 1956, President. 








} 
i 
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WESTERN ELECTRIC 


CONSOLIDATED 


_Current Assets 


EE ee = pay = See ee Bes lee ch ie tet ot en ir A, RE 
Marketable Securities at the Lower of Cost or Market. 
Receivables 
Bell Telephone Companies.............5.000e00005 
Lisstad States Goverment sink é sin o> i05b0.0603 $85 m0 


ee emt ee CO eum eis ee Me ris + 6 at. eN at's YES 
Tema MBC SEI 5k ee A eels 
Merchandise at the Lower of Cost or Market (a) 
EE  caicco sh sar cupeaee yh evs Fase 8405555 668 
Be POE Ds eid tat oie c pidln ed vis wre) Shi eediles @ea 
Raw Materials and Supplies 
Total Merchandise 
Deduct Progress and Advance Payments Received on 
Government Contracts.............. 


Teter GUN NN kee ccc ee ceveeverdi 


Deduct Current Liabilities 


j Total Current Liabilities.................. 
Working Capital (Net Current Assets) 


Prepaid Rent, Insurance and Other Expendi- 
tures Applicable to Future Operations... . 


Investments 
In Subsidiary Companies not Consolidated at 

I I 65 wo bo oA st ws ead awe moeoies wales 

In Associated Companies at Cost................0005- 

Other Investments at or below Cost 


EE MEP 6.5 ba 45:6 an 50 de bee oe EE 


Plant 
RMT CE ck ds aes Vee Pid ee eet oleic eee ot 


Buildings and Related Service Facilities 
NS ccrcesey scp sun tse e seks ones Bice cn eG 
Small Tools, Furniture and Fixtures.................. 
NE ON OE OU sa svn Wis dw OR Vas placer 

Deduct Portion of Cost of Plant Applicable to Past 
Operations ( Depreciation) 
Plant—Net 


SOHC SEO ETHEHeeeeeeeseseeeeeees 


cs 6 2 &e'* 


For notes, see page 23. 


the 
i] 
wu 


962,003 
896,938 


3 


-1 


208,492,057 
72,802,266 
16,196,522 
297,490,845 





133,212,143 
190,508,701 
99,217,971 


378.938.815 


__ 21,646,932 
718,641,669 


196,603.967 
114,418,950 


311,022,917 
407,618,752 





4.578.836 


7,372,307 





Dec. 31, 


1954 


$22,313,723 
94,671,398 


134,165,891 
51,976,651 
_14,320,047 
200,462,589 


85,420,043 
161,733,771 
_ 42,341,591 


289,495,405 


__15,070,680 
591,872,435 


150,495,947 
__ 96,002,776 
246,498,723 
345,373,712 





4.367.163 


8,309,770 

















27,726,083 25,726,083 
___ 3,904,180 3,071,931 
39,002,570 37,107,784 
19,135,719 17,968,848 
199,244,983 175,825,112 
181,925,473 161,486,982 
__ 98,638,830 84,971,661 
498,945,005 440,252,603 
_ 204,153,599 182,533,215 
294,791,406 257,719,388 
745,991,564 644,568,047 
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COMPANY. Incorporated 


FINANCIAL POSITION 


Dec. 31, 


__1955 
Total Assets Less Current Liabilities. ...... $745,991,564 
Deduct Costs Applicable to Past Operations 
for Which Expenditures Will Be Made in 
the Future: 
Equalization of Development (b).................4. 46,941,023 
Force Adjustments (Principally layoff payments)..... 13,600,527 
Plant Reconversion..... ae Re ‘ Ah ey ee ee 12,217,382 
SRE PUNOIND De cine cual ko ie We Be SUM ERIN Chae Mes 6,103,064 
Self-Insured Risks... shia Boater eas ki acey ag aa ee 
“POCah PGUNCRIO NS . os. 65 ck ccc ees os Mea 78,861.996 
Net Assets in Which Stockholders’ Equity and 
Bank Borrowings Were Invested. ....... 667,129,568 


= 


Dec. 31, 
1954 7 


$644.568,047 


$5,192,696 
12,160,550 
11.333,905 
0 
1.100.126 


69,787.27 





974,780,770 





Derived from: 


Notes Payable to Banks in Accordance with Credit 

Agreement Terminating July 20, 1958.............. 100,000,000 
Capital Stock (No par value—15,500,000 shares author- 

ized, 12,705,000 shares outstanding at December 31, 

1955; 12,500,000 shares authorized, 11,550,000 shares 

outstanding at December 31, 1954.)................ 416,475,000 
Cumulative Net Income Remaining Invested in the 


Business 150,654,568 


667,129,568 


CHARLES D. DUGAN, Comptroller 


80,000,000 





364.500.000 


130,280,770 
574,780,770 
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WESTERN ELECTRIC COMPANY, Incorporated 


CONSOLIDATED INCOME 


Gross Income 1955 
Sales 
Bell Telephone Companies. .......0cscccccccsvcess $1,230,915,097 
United States Government (d).............2eee00: 558,716,943 
er: COE ng cd ices eee Sadsainwee ens ___ 63,667,016 
SS etki s ots buds bes MAT Pee OS ERA 1,853,.299,056 
EN a nik + bey 0 ods dw hi baabt ease’ 7,889,934 
ee eres creer reer rer 1,861,188,990 
Costs 
Employment Costs 
RN RENTER sarusi tho bi6.0& &.0:4.0:9.9,0.6,0.0.c:0 sda nisinioae 559,048,741 
Payments to Trustee of Pension Funds............. 27,708,515 
OO a bin ae vos e ee Nese ees eebon vives 12.062.960 
Other Employment Costs...............0.006. 5.532.938 
Total Employment Costs..............5055 604,353,154 
Materials and Services Purchased.................++. 1,163,704,751 
Taxes 
Pe SR ca cc cckshsen hbo eUes OMS 89,238,791 
Personal Property, Real Estate and Other Taxes.... 11,427,981 
Total Taxes (Excluding Social Security).... 100,666,772 
Portion of Cost of Plant Applicable to Year’s Opera- 
SRDS TERREONE Fire eas CSc ae ees nt ewcniinedn 28,374,853 
Provision for: 
Equalization of Development (b)................. 1,748,327 
eS on ark. oshx c © Wh 9.86 SIR mee 1,669.880 
patil UR Pe elie ee i ly See Ae ao 3.336.562 
Ss IS WER CCR Cot ces 45 84.6 ob 0508 bb hed Os 6.655.954 
PUR sss 2 'o.0 6 hicks SNS OX * Pecelance 1,910.510,253 
Deduct: 
Increase in Merchandise Inventories............... 89,443,410 
Costs Included Above Which Were Charged to: 
Plant Accounts (Plant Manufactured)........... 22.833.554 
Provision for Death Benefits (c) ................ 552.890 
Provisions Made in Prior Years for: 
ge  SERTTREET TERETE ETRE Ee 229,903 
PT IIIIIIR Sa so ic ko ceee ttdescesenanss 2.453,085 
Te in hae cokane waeavedee 115,512.842 
Total Costs Applicable to Gross Income.... 1,794.997.411 
Income Available for Interest and Dividends 66.191.579 
Deduct Interest on Borrowings.............eesee08. 2,851,781 
Net Income for the Year................ 63.339.798 
Add Cumulative Net Income Remaining Invested in the 
Business at Beginning of Year.................... ___ 130,280,770 
193,620,568 
SE UN EN on i cach wan ainwsnaanenes 42.966,000 
Cumulative Net Income Remaining Invested 
in the Business at End of Year.......... 


150,654,568 


1954 


$1,019,279,407 
452,200,290 
54,751,632 
1,526,231,329 
8,145,748 
1,534,377,077 


474,972,371 
25,886,500 
10,489,911 

3,763,942 

515,112,724 

828,627,719 








59,716,062 
8,874,417 


68,590,479 


23,730,283 


3,113,341 
1,890,220 
1,991,917 

0 


1,443,056,683 


(50,458,299) 


15,710,923 
0 


944,789 
775,061 

(33,027,526) 
1.476,084.209 
58,292,868 
__2.456,438 
55,836,430 
109,094,340 


164,930,770 
34,650,000 


130,280,770 





( ) Indicate negative amounts, 
For notes, see page 23. 


CHARLES D. DUGAN, Comptroller 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(a) The Company has adhere -d to its long-established practice of carrying 
inventories in its accounts at the lower of cost or market, with provi- 
sion for loss on shelf-worn and defective material and from obsoles- 
cence. Development, merchandising and general expenses have not 
.been included in inventories. 

_ Costs of inventories of regular products, with minor exceptions, have 

been determined on substantially a last-in first-out (LIFO) method, 
which method was adopted effective January 1, 1948. These inven- 
tories are valued for tax purposes on a first-in first-out (FIFO) basis. 
Costs of inventories of special products required by the United States 
Government in connection with the national defense program (about 
one-fourth of total inventories at December 31, 1955 and one-third at 
December 31, 1954) represent actual costs accumulated by contracts 
less the cost of units sold evaluated at average cost based on the 
estimated total cost of each contract upon completion. 


(b) It is the Company’s usual practice to charge development expenses 
(including related factory engineering expenses) applicable to stand- 
ard products to the costs of products benefiting therefrom through the 
use of rates based on the relation of dev elopment expenditures to sales 
during the prece ding 20 years, subject to certain limitations as to the 
annual net increase in the Equalization of Development account. In 
1955 and 1954 the amounts of development expenses included in costs 
of standard products sold were more than actual development expendi- 
tures and the difference is reflected in the Equalization of Development 
account in the Statement of Consolidated Financial Position. 


(c) It is the Company’s policy to pay death benefits to qualified bene- 
ficiaries of deceased pensioners in accordance with the Plan for Em- 
ployees’ Pensions, Disability Benefits and Death Benefits. Prior to 
1955, such death benefits were charged to income on an incurred basis. 
Commencing in 1955, the Company will accrue and charge to operat- 
ing costs currently, amounts determined on the basis of annual actu- 
arial type studies to provide for these benefits. These accruals will be 
credited to the Death Benefits account in the Statement of Consolidated 
Financial Position and benefits authorized will be charged thereto. 
The effect of this change was to decrease 1955 net income by 
$6,103,064. 


(d)A substantial portion of the Company’s Government business since 
1953 is subject to price redetermination and practically all of such 
business since 1951] is subject to renegotiation. The Company con- 
siders that appropriate provision therefor has been made in the 
accounts. 
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NEW YORK PHILADELPHIA 
CHICAGO PITTSBURGH 
ATLANTA ARTHUR YOUNG & COMPANY SAN FRANCISCO 
BOSTON ACCOUNTANTS AND AUDITORS TOLEDO 
CLEVELAND - TULSA 
DALLAS 165 BROADWAY WASHINGTON 
DENVER NEW YorK 6 WICHITA 
DETROIT — 
HOUSTON CANADA 
KANSAS CITY ENGLAND 

LOS ANGELES FRANCE 
MILWAUKEE VENEZUELA 


February 14, 1956 


To the Board of Directors and Stockholders 
Western Electric Company, Incorporated: 


We have examined the statement of consolidated financial position 
of Western Electric Company, Incorporated and Consolidated Subsidiaries at Decem- 
ber 31, 1955 and the related statement of consolidated income for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. It was not practicable to 
confirm receivables from the United States Government, as to which we have satisfied 
ourselves by other auditing procedures. 


In our opinion, the accompanying statements of consolidated finan- 
cial position and of consolidated income present fairly the financial position of Western 
Electric Company, Incorporated and Consolidated Subsidiaries at December 31, 1955 
and the results of their operations for the year then ended, in conformity with generally 
accepted accounting principles which have been applied on a basis consistent with 
that of the preceding year except for the change in accounting for death benefits, as 
explained in Note (c), which change we approve. 


ARTHUR YOUNG & COMPANY 
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CONSOLIDATED STATEMENT OF PENSION FUNDS 
Established by 
WESTERN ELECTRIC COMPANY 
Incorporated 


AND ITS PRINCIPAL SUBSIDIARIES 


Balance in Funds—December 31, 1954............cccccccccccccccceccccces $373,616,078 
Additions to Funds During 1955 
Payments into Funds by Companies.................seeeeee: $27,708,515 
Interest Revenue, including gain or loss on investments dis- 
NE ON 6.005 05a s Kao ced wee ae SERA TRH Ob SERUNOLAME 11,453,455 
PR IN rin ais rio a Winns Gg la an ke Oke aA TE $39,161,970 
Disbursements for pensions during 1955.............0000ee0eeee __ 5,847,896 
Fee eee Gi TINS 6 nino oe da.dcddecedncdédcess ns ebhasaduansen 33,314,074 
Balance in Funds— December 31, 1955... ......... 00. cece cece ce eee eeceeees $406,930,152 


Comprises 


U. S. Government Obligations........... 6 tris ta a tga ee eds sacar ee $ 45,219,439 
Obligations of Telephone Companies.... Si rio wight ce leat kp 75,451,335 
Public Utility, Railroad and Industrial Obligations........................... 257,360,548 
Ce CNS 56.55 saidanviaccihe cade sed ceee beans tied alas koe ahh ana aetae 23,680,982 
ee SF kW Pee TTT eer eT re eee eee 5,217,848 

Wc cecdcndcndencsaunwas cob ahasevadatadudagariaukaeaeaseaeaeee $406,930,152 


NOTE: Securities are shown on amortized basis. 


We certify that the above consolidated statement of the Pension Funds established by the 
Western Electric Company, Incorporated and its principal subsidiaries, for which Funds this 
company is Trustee, is correct. 


BANKERS TRUST COMPANY, Trustee 
By W. B. DUNCKEL, Vice President 


New York, N. Y.—January 26, 1956, 
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ANNUAL REPORT 
OF THE BOARD 
OF DIRECTORS 
TA, re 
STOCKHOLDERS 


SUMMARY 


The year 1956 was outstanding in Western Electric history 
in volume of production, in sales and in services rendered. 

Commitments to all customers in 1956 were met even 
though demand for nearly every product classification reached 
new peaks. Product quality and employee efficiency contin- 
ued at high levels. Prices were maintained at essentially 1955 
levels despite increases in wage rates and cost of materials. 


Sales were $2,372,726,000, about one-fourth greater than 
in the preceding year. Sales to Bell Companies totaled 
$1,648,875,000. Equinment sufficient to serve 3,530,000 dial 
central office lines was shipped in 1956. This is about the 
combined total of lines now providing dial telephone service 
to the public in 10 large cities—Philadelphia, Washington, 
Columbus, Chicago, Milwaukee, Minneapolis, Dallas, Los 
Angeles, San Francisco and Seattle. Some 6,600,000 tele- 
phone instruments were produced and shipped—equal to 


Individual concentration on the task at hand multiplied by the 
thousands of teams of Western Electric men and women at work 
helped make 1956 a noteworthy year in Company history. 
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one-seventh of all the Bell System telephones in service at 
the start of the year. In addition 7,600,000 instruments were 
reconditioned and made available for further use in tele- 
phone service. 


The Government’s requirements for electronic equipment 
and specialized services important in the nation’s defense 
plans were higher than in any previous post-war year. Work 
for the Government included: production of improved guided 
missile systems and components for both intermediate range 
and intercontinental ballistic missiles; construction of the 
Distant Early Warning line in the Arctic across the northern 
rim of the continent; establishment of a communications 
system to connect widely separated defense installations and 
cities in Alaska; and the construction of direction centers 
and discharge of other important responsibilities in the 
continental air defense system known as SAGE. 

The Company’s plant facilities were expanded substan- 
tially to carry out its programs and thousands of new people 
were hired. Many of the manufacturing operations were con- 
ducted on a six-day multi-shift basis and in some instances on 
a seven-day basis. In addition, Western relied heavily upon 
other manufacturers and suppliers for materials, compo- 
nents, finished products and services. 

Despite concentration on current production, engineering 
development work was accelerated in preparation for the 
efficient production of tomorrow’s products. New automatic 
techniques were developed for making parts which are mi- 
nute in size and which must be held to extremely close toler- 
ances both electrically and mechanically. Among the items 
now made by processes unknown a few years ago are com- 
ponents for an electronic switching system wholly new in 
concept, scheduled to be tested in use at Morris, Illinois 
in 1959. 

Activity in the installation organization increased sharply 
in 1956, keyed to the volume of central office equipment 
flowing from Western Electric factories. The number of dial 
lines installed and turned over to the telephone companies 
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ready for service was almost 50 per cent greater than 1955. 
About one-quarter of the installers’ work involved expansion 
of facilities for long distance service. 


Employees in the Company’s 30 distribution and repair 
centers shipped larger volumes of products and supplies to 
telephone companies and reconditioned more worn tele- 
phone equipment than in any previous year. An average of 
12,000 items ordered by the Bell telephone companies was 
shipped from local stocks every working hour throughout 
the year, 97.5 per cent of them on the date wanted. 

By the end of the year the number of the Company’s em- 
ployees had reached an all time high. This, of course, meant 
a steady increase in training activities for those newly em- 
ployed and for others who moved up to jobs of greater 
responsibility. Many employees were promoted to super- 
visory rank and upgraded to better positions. 

During 1956 several programs were introduced that offer 
important advantages to employees. Outstanding among 
them are: a contributory group insurance program which 
adds a further measure of security over and beyond that pro- 
vided by the Company’s Benefit Plan; a tuition refund plan 
to help employees finance out-of-hour study at the college 
level; an engineering training program intended to assist 
both newly hired engineering graduates and experienced en- 
gineers in their professional development. Another step in 
stimulating the personal and professional development of the 
engineering group was the establishment of a new publica- 
tion, ““The Western Electric Engineer.” This magazine which 
is to be issued on a quarterly basis, will provide another 
medium for interchange of technical information among the 
Company’s engineers. 

In cooperation with 95 of the nation’s colleges and uni- . 
versities, a Western Electric scholarship award program was 
undertaken to help students of above average ability to work 
toward their degrees. 
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SALES AND EARNINGS: 
sales were up more than one-fourth 


Sales in 1956 totaled $2,372,726,000, an increase of $519,427,000 
or 28 per cent over 1955. 

Of this total, sales to Bell companies were $1,648,875,000 or 70 
per cent of the total, an increase of 34 per cent over Bell sales in 1955. 

Sales to the Government, consisting almost entirely of materials or 
services involving national defense projects, amounted to $640,869,000 
as compared to $558,717,000 in 1955. 

Earnings last year, not including an adjustment applicable to prior 
years, were $75,054,000, equal to 3.2 cents per dollar of sales. After 
payment of dividends of $3.60 per share, $25,505,000 of the year’s 
earnings remained invested in the business. 

Although there were several price adjustments during the year, the 


WESTERN ELECTRIC SALES 


(in millions of dollars) 
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overall level of prices of our telephone products was about the same 
at the end of 1956 as at the beginning of the year. 

The following table shows total receipts and their distribution 
in 1956: 


CENTS 
THE COMPANY RECEIVED AMOUNT PER DOLLAR 
From materials sold and 
SOFVICES TENGETOD.. oi... ce ec ewe $2,372,726,000 
From dividends, interest 
and miscellaneous..............ee0e0. 7,680,000 


ry rer: $2,380,406,000 100 


DISTRIBUTION OF RECEIPTS— 

Payments for materials and supplies pur- 

chased and services received; deprecia- 

tion of plant and other costs........... 1,425,929,000 59.9 
Employment costs (wages, salaries, vaca- 

tion and sickness absence payments, 

death benefits, social security taxes, pay- 

ments to pension funds, etc.)........... 755,710,000 31.7 
Taxes (Federal income, personal property, 

real estate, state income and franchise 

and other taxes, except social security 


Re ee eee ee, © ee 123,713,000 §2 
Dividends paid to stockholders........... 49,549,000 2.1 
There remained invested in the business. . . 25,505,000 1.1 


(not including income of $5,979,000 
applicable to prior years) 
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MANUFACTURE 
OF TELEPHONE 


PRODUCTS: 


more and more were needed 


Bell Companies continued last year to need larger amounts of 
nearly every telephone product the Company makes, maintaining a 
trend which has continued without letup since the latter half of 1954. 


The following table shows the quantities of some of the principal 
telephone products shipped by the Company. For comparison, 1954 
and 1955 shipments are also shown: 


I eee 

Lines of Dial Central Office 

Switching Equipment.............. 1,681,000 2,549,000 3,530,000 
Manual Central Office Switchboard 

Positions for Long Distance Service. . 2,200 2,400 4,100 
Exchange Cable (millions of conductor 

PS cis xe vials ow ew ate tos we Paen ob 75,195 97,680 112,190 
Telephones................++0++44++3,672,000 5,442,000 6,606,000 
Geer TPM ce Fs nc ke hbo ee 6,300 8,200 13,000 
Microwave Amplifier Bays............ 922 864 1,456 
Repenters......cstnee teen wasn eee 84,200 102,300 168,500 


Coaxial Cable (milles)............e0-- 120 235 362 
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TECHNICAL DEVELOPMENT: 
to maintain leadership 


A new Engineering Division of the Company headed by a vice 
president was established during the year to centralize responsibility 
for basic and fundamental research in fields of interest to the Com- 
pany and to provide leadership and consultation with the operating 
divisions on technical and scientific programs. This increased atten- 
tion to the engineering aspects of the business will lead to further 
improvements in the arts of manufacture and facilitate their intro- 
duction into production. 

Throughout the year the Company continued to press forward in 
technological developments aimed at increased production, improved 
product design and lower costs. Some current examples are: auto- 
matic manufacture including assembly, testing and packaging of a 
new low-cost switch needed in great numbers in #5 crossbar equip- 
ment; elements of a complex new relay now being produced on 
automated production lines; a new type of carrier equipment for 
rural telephone service which promises reduced costs because of auto- 
matic manufacturing methods which mechanically assemble minia- 
ture parts. 

To bring together even more closely the product design work of the 
Bell Telephone Laboratories and the manufacturing engineering of 
Western Electric, further steps were taken in 1956 to establish new, 
and to augment existing branch Laboratories’ organizations at 
Company factories. 
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INSTALLATION: 
work done on customers’ premises 


In 1956 the installation organization installed, tested, and turned 
over to the Bell telephone companies switching and other equipment 
ready to serve 2,885,000 dial lines. This exceeded the previous high 
year by 791,000 lines. In addition, our installers completed and turned 
over to Bell companies 4,446 operator switchboard positions as well 
as large quantities of many kinds of long distance and direct distance 
dialing facilities. 

The increased work load required the installation organization to 
enlarge its force by more than one-third. The hiring of large numbers 
of people and completion of the associated training was a major 
task. Nonetheless, efficiency and quality of work were maintained 
at high levels. 

In all, approximately 43,500 separate installation jobs were com- 
pleted in over 7,000 cities and towns across the nation. 


DISTRIBUTION: 
deliveries from stock were up 18 per cent 


The year was a busy one for our thirty distribution centers located 
in the territories of the Bell companies they serve. They meet day-to- 
day telephone company needs in two important ways: Supplies and 
material required in the daily conduct of the telephone business are 
immediately available from large stocks, and worn telephone equip- 
ment removed from service is modernized, repaired and restored to 
first class condition for a new cycle of service. 

Deliveries from distributing house stocks including repaired ap- 
paratus and equipment amounted to $718,536,000 in 1956, about 18 
per cent above 1955. Some 7,600,000 telephone instruments and over 
20,000 Teletype machines were processed through the repair shops 
and made ready for further public use. Another example of the serv- 
ices performed at distributing house repair shops was the recovery of 
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fifty million feet of drop wire by splicing together short lengths re- 
turned from telephone companies. The value of all materials repaired 
or modernized for re-use in the Bell System was over $216,000,000. 


PURCHASING: 
from 31,500 firms 


No company in our economy stands alone. Each relies in part upon 
the products or services of other businesses—rarely, however, to the 
extent that Western Electric was able to do in 1956. 

During the year we purchased $1,412,000,000 worth of supplies, 
components, raw materials and transportation service from more than 
31,500 other firms. Payment for these purchases was divided as follows: 


Materials, components, etc., for Western Electric 


manufacturing Operations. .66... ss... ceecsccesecvence $ 504,000,000 

Materials purchased for resale as such to Bell telephone 
ey ee eee eee 392,000,000 
Materials and subcontracted items for Government orders 464,000,000 
TROT MEER ee on 69:0 00 Ceci Ree Ria eens 52,000,000 
ae ee ae $1,412,000,000 


This volume of purchases, equivalent to nearly 60 cents of every 
dollar of sales revenue, is greater than in any previous year and makes 
clear our extensive reliance upon other businesses, both small and 
large, for the materials, parts and supplies used in our own activities. 
In fact, without the support of other businesses we could not have 


PURCHASES (in millions of dollars) 


1,250 
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succeeded in meeting our Bell System and other commitments in 1956. 
By the same token, our purchases helped assure the success of many 
other companies. 

In carrying out our buying program during the year nearly 90 per 
cent, or 28,000, of the firms from which we made purchases were in 
the category of “‘small business” having fewer than 500 employees. 

In addition to our purchases from companies located in some 3,200 
U. S. cities and towns in all of the states, we bought materials from 
many foreign countries, the largest single item being lead covered 
exchange cable to augment cable production of our own factories. One 
domestic and 15 foreign manufacturers, the latter located in six 
countries, delivered 17 billion conductor feet of cable. 

Availability of most materials was satisfactory although difficulty 
was experienced early in the year in procurement of copper, nickel 
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and certain types of steel. Prices for nearly every material but copper 
increased somewhat during the year. 

Concentrated efforts of purchasing and traffic specialists in devel- 
oping new supply sources, in broadening competition and in devising 
improved procedures and advantageous transportation arrangements 
brought about savings of several millions of dollars. 


NATIONAL DEFENSE EFFORT: 
to help make the nation secure 


The Company continued to meet requirements of the U. S. Defense 
Department for electronic equipment which our communications 
experience especially qualifies us to produce and also to provide 
engineering and management services in large scale defense projects 
which our Bell System association uniquely fits us to perform. The 
value of such production and services in 1956 totaled $640,869,000. 

Included were Nike guided missile systems which are being installed 
by the Army to defend densely settled and strategic industrial areas of 
the nation. Production of improved, longer range missile systems was 
under way in our factories at year’s end. 

Under an Air Force contract, the Company prepared to produce 
a substantial number of test models of a guidance system for an 
intercontinental ballistic missile known as “Titan.” At the end of the 
year, manufacturing work was in progress on this project and on 
another which involves guidance sections for the intermediate range 
missile, ““Thor.” 

Construction by subcontractors under Company supervision of 
buildings, towers, airstrips and other structural facilities for the Dis- 
tant Early Warning line in the Arctic was nearly complete by the end 
of the year. Installation of radars, communications and other elec- 
tronic equipment will be completed, tested and turned over to the Air 
Force in 1957 on schedule. 

The first links of a communications network in Alaska, dubbed 
“White Alice,” were completed and turned over to the Air Force for 
service in the latter part of 1956. In addition to conventional micro- 
wave radio circuits this system includes one of the first large scale 
applications of “tropospheric scatter” or over-the-horizon radio relay 
at microwave frequencies. When the project is finished in 1958, Alaska 
will have a high quality, long distance telephone-telegraph system of 
3,100 route miles linking remote defense installations and serving 
civilian communications purposes as well. 
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Construction work on the first direction centers for the SAGE 
system is well advanced and other Western Electric responsibilities 
in connection with this Armed Forces continental air defense system 
are keeping pace with elements of the project being supplied by others. 

Western Electric, as the prime contractor for the DEW line, White 
Alice and SAGE projects could not have discharged its responsibilities 
successfully without the full and unstinting cooperation of other units 
of the Bell System. To date, the Company has had the assistance of 
1,100 technicians and engineers from the Bell telephone companies 
whose specialized communications knowledge was invaluable in these 
important projects. Particular credit for outstanding accomplish- 
ments under the most rigorous and trying circumstances goes to these 
people who served on assignments in the far north. 

In November work was completed for the Signal Corps on a 380- 
mile submarine cable linking Ketchikan and Skagway in Alaska. This 
cable connects with the Seattle-Ketchikan cable constructed by the 
A. T. & T. Long Lines Department. Together, these installations 
provide Alaska with reliable links to the United States and help 
relieve heavily loaded radio-telephone circuits and the Alcan High- 
way land line. 

Through the Sandia Corporation, a subsidiary, the Company con- 
tinued its management of the Atomic Energy Commission’s Sandia 
Laboratory under a non-profit contract which runs through 1958. The 
Sandia Laboratory is concerned with military applications of atomic en- 
ergy including the development, design and testing of atomic weapons. 


PLANT INVESTMENT: 
to meet expanding needs 


To keep pace with customer needs, substantial additions to our 
plant capacity were made in 1956. Added net investment in buildings 
and machinery, including additions or improvements to older plants 
and equipment, amounted to $98,662,000. After write-off of facilities 
retired from service, total investment in plant at the end of the year 
was $597,607,000. 

Ground was broken in June on a 390-acre plot near Omaha, 
Nebraska for a major factory to expand production of dial switching 
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equipment and exchange cable. When completed in 1959, the plant 
will have approximately 1,800,000 square feet of manufacturing 
space and will employ about 5,000 men and women. Pilot operations 
to train a nucleus of personnel for the new plant are now under way 
at two locations in Omaha. 

In November the Teletype Corporation, a Company subsidiary, 
began construction of a factory on the outskirts of Chicago which will 
have 500,000 square feet of floor space. The new plant is expected to 
be ready for initial operations late in 1957. 

In the Fall, construction was about complete on the new Merrimack 
Valley plant in Massachusetts when an addition was started which will 
add 50 per cent more floor space. This increased capacity will help 
meet requirements for carrier equipment and other products used in 
long distance telephone service. 

Meanwhile, major additions were under way at four other factories. 
A 685,000 square foot addition to the Point Breeze Works was in 
partial operation at year’s end enabling increased production of cable 
and other products. A 315,000 square foot addition to the Allentown 
Works was well along at the end of the year, and will be in use early 
in 1957. Late in the year work started on a 140,000 square foot addi- 
tion to the Indianapolis Works to provide space for warehousing and 
shipping facilities. A 250,000 square foot addition was authorized 
in 1956 for the Hawthorne Works to expand the metals manufacturing 
mill and production facilities for central office switching equipment. 

Besides new construction for manufacturing purposes, the Com- 
pany’s distribution organization had a major construction program 
under way. Its purpose was to provide new facilities for relief of con- 
gestion at a number of distributing houses and to add new centers for 
serving Bell telephone companies where increased volumes of business 
make this economically desirable. 

Last year replacement distributing houses were completed or were 
under way at Washington, D. C., Queens, N. Y., Detroit, Kansas City, 
Cleveland, and Los Angeles and property was purchased in Cincinnati 
for a replacement building. Expansion of existing facilities at Minne- 
apolis was completed and work went forward on expansion at New 
Orleans and Houston. Plans were announced for establishment of 
new distribution centers in Charlotte, N. C., Westchester County, 
N. Y. and Phoenix, Arizona. 
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By the end of the year the total Company floor space in use 
amounted to 31,000,000 square feet of which 34 per cent was leased. 
As of the end of 1956, new construction completed since 1946 about 
equaled the floor area of all buildings erected by the Company 
prior to that time. 


FINANCE: 
expansion requires new capital 


Increased capital requirements were partly met by an issue of capital 
stock. An offering to stockholders in April of 1,411,666 shares was 
fully subscribed providing $63,524,970 of new money and raising 
outstanding shares to 14,116,666. 

A new credit agreement negotiated in March increased bank bor- 
rowings by $50,000,000 bringing total borrowings to $150,000,000. 


PEOPLE: 
they turned in a fine job 


Performance of the men and women of Western Electric last year 
was outstanding. Had it been otherwise the Company could not have 
met successfully the challenging task it faced in 1956. Despite the 
volume of work and inexperience of the thousands of new people 
added, overall efficiency did not drop. In fact, it was maintained in 
1956 and quality of the products remained at high levels. 

By the end of the year the Company had 138,520 employees on 
roll. By way of comparison, we had 120,054 people at the end of 1955 
and 132,927 at the previous high point which occurred in 1947. 
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Employment costs in 1956 totaled $755,710,000 as follows: 


Wages and salaries for time worked..............--+.+-:- $645,059,000 
Wages and salaries for time not worked: 
Vacations, holiday and personal absences...........-... 44,655,000 
Sickness and accident absences...............cceeeeeees 9,821,000 
Fomine adgustnents i. 6.66.6 ies ecoeiennes soe eaeeeie 244,000 
Other employment costs: 
Payments to Trustee of pension funds................... 34,435,000 
Company’s share of initial premium for 
Employees’ Group Insurance. .............20+ee eee 374,000 
Change in accrual for vacations........ 0.6.5. csases eens. 2,535,000 
Company’s share of Social Security taxes (Federal Old 
Age and Federal and State Unemployment)........... 15,146,000 
TRS iis oe nitteds ttdiin dete aan aa 1,329,000 
Military allowances, disability pensions, and other costs... _ 2,112,000 
Se en ee ere $755,710,000 
. + «©. ee © 6 £6. $$." *. 2 2 ee we eee 


Despite the targe number of new employees 


added to the roll : 


OUALITY OF PRODUCTS EFFICIENCY 


4 ~s 


also was marntained 
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Wage and salary increases to employees last year amounted to 
$56,319,000 on an annual basis. 

Several employee development programs were introduced during 
the year and others were extended in important respects. A program 
of seminars for middle management levels is being put into effect 
early in 1957 to stimulate managerial development. In addition a 
number of management employees were selected for participation in 
special study programs offered by several of the leading colleges and 
universities of the country. 

Under preparation as the year ended was an extensive training pro- 
gram for engineers which will be initiated in 1957. This will provide 
training to help newly hired graduates assume their engineering 
assignments more rapidly and to offer experienced engineers oppor- 
tunities to broaden their professional capabilities. Under the program 
the engineers will be freed of job responsibilities for a number of weeks 
of full-time instruction during their first year with the Company and 
later will be assigned for extensive periods to devote their time to 
special studies of advanced engineering practices. The program is 
broad in its scope and will be of great value in maintaining the Com- 
pany’s leadership in manufacturing technology. 


The Company introduced a tuition refund plan to encourage em- 
ployees to take graduate and undergraduate courses at accredited 
colleges. Under this program the Company will refund the tuition, 
up to $250 a year, for out-of-hours courses taken by any employee 
which relate to his current work or prospective future assignments. 
The aim is to encourage self-development of the employee and in so 
doing increase his effectiveness on the job and help him prepare for 
the acceptance of increased responsibility. 

Last year the Company enlarged its program of aid to education 
by providing scholarships for 131 young men and women at 95 
colleges. One hundred and six of the scholarships are in the field of 
engineering, the others in science, business administration and liberal 
arts. The scholarships pay up to $800 per year to students selected by 
the institutions. An additional cost-of-education grant of approxi- 
mately three quarters of the scholarship amount goes to privately 
supported schools participating in the program. The new program 
does not diminish the Company’s interest or activity in its College 
Gift Plan, sponsored for 29 years, through which hundreds of items 
of apparatus and equipment are annually made available free of 
charge for use in college laboratories. 

A group life insurance program which is entirely independent of 
the Employee Benefit Plan was inaugurated in December. Under the 
program employees may buy insurance at a cost of less than fifty 
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cents a month per $1,000 of coverage. Insurance coverage is fixed for 
the individual at his annual basic pay taken to the next highest $1,000 
figure. The Company contributes the full cost of the first $1,000 of 
insurance for each participating employee and also the balance of 
remaining costs in excess of the employee’s contribution. During a 
Company-wide enrollment of employees represented by unions agree- 
ing to the program, and of all management employees, 80,303 men 
and women signed up for participation. This represented 96 per cent 
of all eligible employees. For the participants as a whole, the initial 
amount of insurance was $479,630,000. Under the program and sub- 
ject to certain limitations, life insurance will continue for participating 
employees after their retirement at no further cost to them. More than 
5,000 former employees who are now retired on service pensions and 
on disability pensions were insured at no cost to them under special 
provisions of the program, with total coverage amounting to more 
than $15,000,000. 

Western Electric’s pension program last year completed 50 years 
of operation. In that time more than $59,000,000 in service pension 
payments have been made to retired employees. At the end of 1956 
Pension Trust Funds, which are devoted exclusively and irrevocably 
to the payment of service pensions, amounted to $446,511,000. The 
Trustee’s Annual Report on the administration of the Fund appears 
on page 33. At the end of the year, 4,554 retired employees were on 
the service pension rolls. Some 2,485 employees at that time in active 
service were entitled to retire on pension under the terms of the Plan 
if they chose to do so. 

Accident prevention programs were actively pursued throughout 
the year with the result that the Company continued to rank among 
the best in American industry as a safe place to work with an in- 
cidence of only 1.4 on-the-job injuries per million man hours worked. 
The National Safety Council again recognized safety achievements of 
many Company units with granting of seven Awards of Honor, the 
Council’s highest award, and twenty seven Awards of Merit. 

Money set aside out of pay at the direction of employees under 
the voluntary payroll deduction plans which the Company maintains 
for thrift purposes, amounted to $85,483,000 or a little more than 12 
per cent of the payroll in 1956. This money was deposited for em- 
ployees’ accounts in savings banks, savings and loan institutions and 
credit unions, or applied to payment for U. S. Savings Bonds, life 
insurance premiums, Blue Cross Hospital and Medical Service plans 
or purchases of American Telephone and Telegraph Company stock 
under the Employees Stock Plan. 

Awards totaling $90,000 were made to employees in 1956 for sug- 
gestions adopted under our plan which has been in effect since 1944. 
There were 5,636 suggestions put into use contributing to the econ- 





| 
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omy and efficiency of the Company’s operations. Included were 
$1,000 awards to three employees at the Hawthorne, Lincoln and 
Point Breeze manufacturing plants. 

A Bronze Vail Medal was awarded last year to Vincent F. Buttigieg 
for his alertness and skill in administering first aid to crew members 
of a plane that crashed and burned in the Arctic near the Distant 
Early Warning installation at which he was working. Now on loan 
to the Western Electric Company, Mr. Buttigieg was formerly an 
employee of the Michigan Bell Telephone Company. 


* * * * * 


Frederick R. Kappel, whose wise and enthusiastic leadership was 
felt in all levels of the Company, resigned as president of the Western 
Electric Company on September 19 to become president of the 
American Telephone and Telegraph Company. Arthur B. Goetze, 
who at that time was vice president in charge of manufacture, was 
elected by the Board to succeed Mr. Kappel. During the year Vice 
Presidents Henry C. Beal and Reese F. Clifford, having reached age 
65, retired under provisions of the Pension Plan and each resigned 
membership on the Board of Directors. Retirement concluded forty- 
two years of service for Mr. Beal and forty-six years of service for 
Mr. Clifford. 

In 1956 the following were elected vice presidents: Noble Arm- 
strong, Paul R. Brousse, William E. Burke, James N. Cost, Charles 
D. Dugan, A. Pope Lancaster, Clyde C. Randolph and Harold V. 
Schmidt. Mr. Brousse was also elected a member of the Board of 


Directors. 
. * * * * 


In the year here reported, filled as it was with significant events 
and achievements, the great capability exhibited by the people of 
Western Electric stands out most notably. There is no set of statistics 
which fully reveals this valued asset. Yet it was evidenced in full 
measure throughout each of the Company divisions and in Western 
Electric work locations from coast to coast. 

The directors record their pride in and their admiration for this 
capability and also for the good-hearted spirit with which men and 
women of the Company in 1956 approached and overcame the 
formidable tasks confronting them. It was a fine performance in 


every respect. 
For the Board of Directors 


February 18, 1957 Js 


President 
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WESTERN ELECTRIC 


Current Assets 
Cash.... 
Marketable Securities at the Lower of Cost or Market 
Receivables 
Bell Telephone Companies 
United States Government 
Other 
Total Receivables 
Merchandise at the Lower of Cost or Market (a) 
Completed 
In Process 
Raw Materials and Supplies 
Total Merchandise 
Deduct Progress and Advance Payments Received on 
Government Contracts 
Total Current Assets 


Deduct Current Liabilities 
Payable to Suppliers, Employees and Others 
Federal, State and Municipal Taxes Payable 
Total Current Liabilities. . . 
Working Capital (Net Current Assets 
Prepaid Rent, Insurance and Other Expenditures 
Applicable to Future Operations 


Investments 
In Subsidiary Companies not Consolidated at Ec 
Value 
In Associated Companies at Cost 
Other Investments at or below Cost 


Total Investment 


Plant 


Land 
Buildings and Related Service Facilities 
Machinery 
Small Tools, Furniture and Fixtures 
Total Plant at Cost 
Deduct Portion of Cost of Plant Applicable to Past 
Operations (Depreciation) 
Plant— Net 


Total Assets Less Current Liabilities 


For notes, see page 31 


Dec. 31, 
1956 


$ 22,978,760 
40,668,034 


238,999, 596 
61,532,861 
22,203,802 
322,736,259 
173,130,540 
231,913,350 
66.513.440 


471.557.330 


57,360,932 
800.579.451 


196,487,136 
l 18,943,887 
315,431,023 


485,148,428 


5,424,542 


273.943 
31,726,083 
4.310.402 


43,310,428 


23,109,942 
238,784,851 
215,815,940 
119.896.7263 


597,606,996 


223,197,640 
374,409, 35¢ 
908,292,754 


CONSOLIDATED 


Dec. 31, 
1955 


$ 25,962,003 
37,896,938 
208,492,057 
72,802, 26¢ 


16,196,522 
297,490,845 


133,212,143 
190,508,701 
55,217,971 


378,938,815 


21,646,932 
718,641,669 


196,603,967 
114,418,950 
311,022,917 


407,618,752 


7,372,307 
27.726.083 


904, 180 
39.002.570 


19,135,719 
199,244,983 
181,925,473 

98,638,830 


498 945.005 


294,791,406 


145,991,564 


204,153,599 
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COM PAN 7 Incorporated 
FINANCIAL POSITION 


Total Assets Less Current Liabilities. 


Deduct Costs Applicable to Past Operations for 
Which Expenditures Will Be Made in the Future: 


Equalization of Development (b) 

Force Adjustments (Principally layoff payments) 
Plant Reconversion 

Death Benefits (Pensioners) 


Total Deductions 


Net Assets in Which Stockholders’ Equity and Bank 
Borrowings Were Invested 


Derived from: 


Notes Payable to Banks in Accordance with Credit 
Agreements Terminating July 20, 1958 and March 15, 
1961 

Capital Stock (No par value—15,500,000 shares author- 
ized; 14,116,666 shares outstanding at December 31, 
1956; 12,705,000 shares outstanding at December 31, 
1955) 

Cumulative Net Income Remaining Invested in the Busi- 
ness 


Dec. 31, 
1956 


$908,292,754 





54,043,479 
15,445,188 
13,295,308 
13,370,185 


96,154,160 





812,138,594 


150,000,000 


479,999,970 


182,138,624 
812,138,594 
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Dec. 31, 
1955 


$745,991,564 





46,941,023 
13,600,527 
12,217,382 
__6,103,064 
78,861,996 


667,129,568 





100,000,000 


416,475,000 


150,654,568 
667,129,568 





CHARLES D. DUGAN, Vice President-Comptroller 











I 
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WESTERN ELECTRIC COMPANY, Incorporated 


CONSOLIDATED INCOME 


Gross Income 
Sales 
Bell Telephone Companies............ 
United States Government (c)..................0.. 
II eo ali I ed ed 
PRU hee esate nig oe le alan cS 
SONI OS SOURS << cn coos sceccoerscrsveterss 


Teen ross Income. «6s a Lee 


Costs 
Employment Costs 
ME PIR ns ar o.5 es wcsmie eas s oe Reece 
Payments to Trustee of Pension Funds,............. 
ee rae 
Coenen Employee CONS) 2. cs cee ec 


Total Employment Costs. ... sr 
Materials and Services Purchased.................... 
Taxes 
Federal Income Taxes. . a 
Personal Property, Real Estate and Other Taxes... .. 


Total Taxes (Excluding Social Security). ... 


Portion of Cost of Plant Applicable to Year’s 
Onerations (Depreciation) ik. an esiilins ods ces ce caws. 
Provision for: 
Equalization of Development (b)............. 
Force Adjustments. ........... 
Plant Reconversion. . 
Death Benefits (Pensioners). . 


Toth Cotte: ...2...0s00s. 


Deduct: 
Increase in Merchandise Inventories. ......... 
Costs Included Above Which Were Charged to: 
Plant Accounts (Plant Manufactured)............ 
Provision for Death Benefits (Pensioners). ..... 
Provisions Made in Prior Years for: 
Force Adjustments. .. . iecegtte een 
Puen WEIN, os Lie cad s ccs cémieasenn 


Total Deductions. . 
Total Costs Applicable to Grows indioine. 


Income Available for Interest and Dividends Before Py 


Adjustment Applicable to Prior Years...... 
Deduct Interest on Borrowings. . es re er 
Income Before Prior Years Adjustment. ree 
Add Adjustment Applicable to Prior Years (d) . 
Net Income for the Year (Including ialieuiaies 
Applicable to Prior Years). . 


Add Cumulative Net Income Remaining Invested in 
the Business at Beginning of Year. 


Deduct Dividends Paid.. a 
Cumulative Net Income Remaining Invested i in 
the Business at End of Year................... 


For notes, see page 31 


CHARLES D. DUGAN, 


1956 


$1,648,874,347 


640,869,031 
82,982,361 


~ 2,372,725,739 


7,680,409 
2,380,406, 148 


699,779,636 
34,434,550 
15,146,372 

6,349,278 


~~ 755,709,836 


1,489,816,173 


110,520,298 
__13,192,660 
123,712,958 
33,251,618 
7,102,456 
2,091,698 
3,477,738 
7,637,729 
2,422,800,206 


92,618,515 


26,981,604 
370,608 


247,037 
2,399,812 


122,617,576 


ae ,300, 182,630 


‘* 169 "399 
75,054,119 
5,979,435 


81,033,554 
150,654,568 


~ 231,688,122 
49,549,498 


182,138,624 


$ 


1955 


,230,915,097 


558,716,943 
63,667,016 


853,299,056 


7,889,934 


,861,188,990 


559,048,741 
27,708,515 
12,062,960 

5,532,938 


163,704,751 


89,238,791 
11,427,981 
100,666,772 


28,374,853 


1,748,327 
1,669,880 
3,336,562 
6,655,954 


910,510,253 


89,443,410 


22,833,554 
552,890 


229,903 
2,453,085 
115,512,842 


,794,997,411 


66,191,579 
2,851,781 


63.339.798 
0 


63,339,798 


130,280,770 
193,620,568 
42,966,000 


150,654,568 


Vice President-Comptroller 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(a) The Company has adhered to its long-established practice of carrying inven- 
tories in its accounts at the lower of cost or market, with provision for loss on 
shelf-worn and defective material and from obsolescence. Development, mer- 
chandising and general expenses have not been included in inventories. 

Costs of inventories of regular products, with minor exceptions, have been 
determined on substantially a last-in first-out (LIFO) method, which method 
was adopted effective January 1, 1948. These inventories are valued for tax 
purposes on a first-in first-out (FIFO) basis. 

Costs of inventories of special products required by the United States 
Government in connection with the national defense program (about one- 
third of total inventories at December 31, 1956 and one-fourth at De- 
cember 31, 1955) represent actual costs generally accumulated by contracts 
less the cost of units sold evaluated at average cost based on the estimated 
total cost of each contract upon completion. 


(b) It is the Company’s practice to charge development expenses (including 
related factory engineering expenses) applicable to standard products to the 
costs of products benefiting therefrom through the use of rates based on the 
relation of development expenditures to sales during the preceding 20 years, 
subject to certain limitations as to the annual net increase in the Equalization 
of Development account. In 1956 and 1955 the amounts of development 
expenses included in costs of standard products sold were more than actual 
development expenditures and the difference is reflected in the Equalization of 
Development account in the Statement of Consolidated Financial Position. 

(c) A substantial portion of the Company’s Government business since 1954 is 
subject to price redetermination and practicaily all of such business since 1952 
is subject to renegotiation. The Company considers that appropriate provision 
therefor has been made in the accounts. 


(d) In the year 1956 an amount of $5,979,435 was added to net income as a result 
of a change in the treatment of vacation expense for Federal income tax 
purposes in accordance with a determination by the Internal Revenue Service. 
Of this amount $1,305,000 was applicable to 1955 and the remainder to 
prior years. 








: 
| 
) 
) 
. 
| 


a 
. 
| 
: 
| 


4260 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


ARTHUR YOUNG & COMPANY 


ACCOUNTANTS AND AUDITORS 
165 BROADWAY 
NEw YORK 6 


February 13, 1957 


To the Board of Directors and Stockholders 
Western Electric Company, Incorporated: 

We have examined the statement of consolidated financial position 
of Western Electric Company, Incorporated and Consolidated Subsidiaries at Decem- 
ber 31, 1956 and the related statement of consolidated income for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. It was not practicable to 
confirm receivables from the United States Government, as to which we have satisfied 
ourselves by other auditing procedures. 

In our opinion, the above-described statements present fairly the 
financial position of Western Electric Company, Incorporated and Consolidated Sub- 
sidiaries at December 31, 1956 and the results of their operations for the year then 
ended, in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 


ARTHUR YOUNG & COMPANY 
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CONSOLIDATED STATEMENT OF PENSION FUNDS 
Established by 
WESTERN ELECTRIC COMPANY 
Incorporated 


AND ITS PRINCIPAL SUBSIDIARIES 


Balance in Funds— December 31, 1955 eae $406,930, 152 
Additions to Funds During 1956 
Payments into Funds by Companies ; $34,434,550 
Interest Revenue, including gain or loss 


on investments disposed of. 11,517,156 
Total Additions. . $45,951,706 
Disbursements for pensions during 1956 6,370,758 
Net Increase in Funds. . pettacaae i 39,580,948 
Balance in Funds—December 31, 1956 $446,511,100 


Comprises 


U. S. Government Obligations $26,961,278 
Obligations of Telephone Companies 90,674,703 
Public Utility, Railroad and Industrial Obligations. 285,853,917 
Other Obligations. ‘ oe id 37,127,521 
Cash and accrued interest not due 5,893,681 

Total $446,511,100 


Note: Securities are shown on amortized basis 


We certify that the above consolidated statement of the Pension Funds established by the Western 
Electric Company, Incorporated and its principal subsidiaries, for which Funds this company is 
Trustee, is correct 


BANKERS TRUST COMPANY, Trustee 
By R. W. HEMMINGER, Vice President 


New York, N. Y January 25, 1957 
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Westrex Corporation 


1l1l EIGHTH AVENUE, NEW YORK 11, N.Y., U.S.A. 


This brochure will introduce possible purchasers to 
the history, sphere of activities, organization and 
financial structure of the Westrex Corporation. The 
presentation herein is in summary form and involves 
matters of opinion. It is not to be regarded as a rep- 
resentation or warranty to prospective purchasers. 
It is intended that Westrex be sold to a purchaser 
buying for investment and not with a view to resale. 


Western Electric Company, Incorporated 
195 Broadway, New York 7, New York 


ESTREX CORPORATION, a wholly-owned subsidiary of Western Electric Company, In- 
corporated, is a distributing, sales and service organization which specializes in equipment 
and processes for the recording and reproducing of sound in connection with motion pic- 
tures. Westrex and its subsidiaries have about 1,350 employees throughout the world and the 
operations of the group are principally outside the United States. 

Westrex has in Hollywood, California, a small engineering development and design organization 
of sound recording specialists which is outstanding in its field. Except for a limited amount of light 
assembly work at some warehouse locations, Westrex and its subsidiaries do no manufacturing 
The equipment they lease and sell, whether designed by Westrex or others, is procured from sub- 
contractors and suppliers. 

The book value of Westrex approximates $6,100,000. Its consolidated gross income in 1955 


was $16,694,000. 


HISTORICAL SUMMARY 


After World War 1, the Bell System, as a by-product of communications research, developed proc- 
esses and mechanisms for the recording of high quality sound, electro-mechanically on phonograph 
records and optically on films. It was a short step to synchronize recorded sound with motion pic- 
tures. This development was demonstrated to Hollywood motion picture producers with the thought 
that they might use it for adding incidental music to their pictures. Warner Brothers agreed to try 
it and the first public showing of a picture with synchronized music on discs, “Don Juan,” tock 
place on August 6, 1926. It was only another short step to add speech and thus have a talking motion 
picture. This step was soon taken and “The Jazz Singer” had its first public showing on October 


23, 1927 
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To say that these pictures caused a revolution in the motion picture industry would be an under- 
statement. The idea caught on immediately. Motion picture producers demanded immediate installa- 
tion of sound recording equipment in their studios and, in turn, exhibitors clamored for reproducing 
equipment to enable them to show the new “talkies” in their theaters. 

Western Electric Company formed Electrical Research Products, Incorporated, a wholly-owned 
subsidiary, to handle this business. In the initial stages of this operation, Bell Telephone Labora- 
tories designed, Western Electric manufactured, and Electrical Research Products leased sound 
recording and sound reproducing systems to motion picture producers and theaters, both in the 
United States and abroad. The leases, among other things, provided for the maintenance of the 
1 equipment by Electrical Research Products or its subsidiaries and patent protection to the user. 

During the 1930's, ERPI ( the trade abbreviation for Electrical Research Products, Incorporated ) 
took over the design of the equipment from Bell Telephone Laboratories and set up a laboratory for 
this purpose in Hollywood. Somewhat later, Western Electric started withdrawing from the manu- 
facture of studio and theater equipment and this work was farmed out to electronic manufacturers 
and other subcontractors on the West Coast. In 1937 the division of ERPI which leased and serviced 


reproducing equipment for theaters in the United States was sold to Altec Corporation, a company 


j 

| 

| formed and financed by a group of ex-ERPI employees. 

In 1941 ERPI was merged with the Western Electric Company. The remaining domestic business 

of ERPI, i.e., business with motion picture studios, was handled by an ERP Division of Western 
Electric and a separate corporation was set up to handle the overseas business. This new company 


was first called Western Electric Export Corporation. In 1945 its name was changed to Westrex 
In 1949 the assets of the ERP Division of Western Electric were purchased by Westrex Corpora 


| , ; tes ; 
tion, thus putting together in one company all of the elements of this specialized business. Although 
the foreign sales organization is a potent element in the present setup and represents the major 


Corporation. 
| 
| 
| 
: source of income, the operation at Hollywood, which is effectively the motion picture center of the 
world, lends prestige which is essential to the success of the foreign business. 

In recent years Westrex has pioneered in the development of stereophonic sound systems for the 
new family of wide screen pictures such as CinemaScope. It has also led the way with equipment 


and techniques for recording original sound on synchronized multi-channel magnetic tapes. 


CORPORATE ORGANIZATION 
Westrex is a Delaware corporation with one domestic subsidiary, Sound Services. Incorporated, 
and nineteen foreign sales, service and distributing subsidiaries. 
i Sound Services operates a sound studio in Hollywood where it provides recording services for 
producers who do not have their own facilities 
‘Twelve of the foreign subsidiaries are Delaware corporations. The other seven, such as in England 

and Australia, are incorporated under the laws of the countries in which they are located and operate. 

These foreign subsidiaries operate out of thirty-five main offices in as many countries. Westrex 
does not operate in Canada, Germany or behind the Iron Curtain. About fifty countries in all are 
served from the main offices abroad. 

All floor space in New York City and abroad is leased. The only real estate owned is the group 


of buildings at 6601 Romaine Street in Hollywood. These buildings house the development and 


: 
} 
} 
| 
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design laboratory, model shop, executive offices and warehouse as well as a garage and a sound 


scoring and dubbing stage used by Sound Services. A list of the principal offices of Westrex and 


its subsidiaries will be found on pages 8 to 10. 


ACTIVITIES 
IN THE UNITED STATES AND ABROAD 


The domestic and foreign activities of Westrex and its subsidiaries can be classified as follows: 


In the United States 


(1) 


(2) 


(3) 


The design, manufacture through subcontractors, and lease or sale of sound recording 
equipment and accessories. 

The design, manufacture through subcontractors, and sale of Divatel and Monatel equip- 
ment for the frequency shift application of Teletype signals to radio communications cir- 
cuits in 2-25 mc band. This equipment is extensively used by press associations around 
the world and by the United States Government in its embassies abroad. 

Providing, through Westrex’ domestic subsidiary, Sound Services, Incorporated, record- 
ing services for hire. In 1955 Sound Services had gross income of $506,000 and made 
a net profit after taxes of $39,000. 


Abroad 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(8) 


(9) 


The lease of sound recording equipment to motion picture studios and the sale to such 
studios and their laboratories of film processing equipment, densitometers, editing equip- 
ment, magnetic films and other accessories. 

The distribution and sale of sound reproducing equipmert, projectors, arc lamps, screens, 
lenses and other theater equipment. Some equipment is assembied in England and Aus- 
tralia since it is impossible to obtain the required permits to import it. 

Maintenance service for equipment in approximately 5,000 theaters in about 50 countries 
outside the continental United States. 

The sale of radio communication links manufactured by Motorola, Inc. and other 
companies. 

The sale of Audivox hearing aids. A few hearing aids of Westrex design are assembled 
in England because permits cannot be obtained to import hearing aids from the United 
States. 

The sale of small quantities of miscellaneous items such as Fastax cameras, Gray Audo- 
graph dictating machines, Watchmaster timing devices, vacuum tubes, etc. 

The sale to foreign correspondents of the Bell System of single sideband radio telephone 
equipment manufactured by Western Electric. 

The sale of Teletype and Teletypesetter equipment (Westrex has been a non-exclusive 
distributor of this equipment abroad ). 

Westrex has sold a few carrier telephone systems of Western Electric manufacture abroad, 
principally in Australia. Although no sales of such equipment have been made recently, 


Westrex continues to supply replacement parts for systems previously sold. 








| 
| 


| 
| 
| 
| 
| 
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Important Note: \t will be seen from the above résumé of Westrex’ activities that part of its 
foreign operations, those described in Items 7, 8 and 9, have been concerned with the distribution 
and sale of products of Western Electric Company and Teletype Corporation. A prospective pur- 
chaser of Westrex cannot assume that Western Electric and Teletype will continue to use Westrex as 
a distributor of their products abroad. If there is a change in this relationship, the needs of Westrex’ 
present customers for maintenance and repair parts will be recognized and protected. 


ADMINISTRATION anno EMPLOYEES 


Westrex’ top executive staff consists of a president and two vice presidents—one in charge of 
domestic operations, the other foreign operations. Its financial organization consists of a comp- 
troller and a treasurer reporting to a financial manager. The administrative staff also includes a 
merchandise manager and sales promotion manager. Patent and legal matters have been handled 
by the patent and legal staff of the Western Electric Company. The board of directors is composed 
of top executives of Westrex and Western Electric. There are no outside members. 

Eleven headquarters employees on leave from Westrex are serving abroad to direct the operations 
of certain foreign subsidiaries. The other managers of operations abroad are on the payrolls of the 
foreign companies and are usually nationals of the country in which they operate. 

Westrex has a great asset, perhaps its greatest asset, in its trained personnel. During the last 
thirty years they have learned how to do business successfully in foreign countries and, particularly, 
how to deal with all the restrictions, both political and financial, that are involved. Moreover, this 
group has become technically expert in the sale, installation and servicing of electronic and mechani- 
cal equipment under conditions which are frequently difficult. 

The reputation of Westrex’ development organization in Hollywood has already been mentioned. 
The present engineering manager at that location is currently president of the Society of Motion 
Picture and Television Engineers. An indication of the success the Hollywood development organi- 
zation has achieved in a field where artistry must be combined with engineering is the large number 
of Westrex recordings that have received awards. For twenty-three of the last twenty-six years the 
Academy of Motion Picture Arts and Sciences has awarded its annual “Oscar” for excellence of 
sound recording to studics using Westrex equipment. One of these awards was won by Sound 
Services. In addition, Westrex has received eleven special equipment awards from the Academy. 
Probably the highest point yet reached in sound quality is the recent multi-channel sound recording 
of “Oklahoma” which was made on Westrex equipment. 

Westrex has a mature organization. All of its top level supervisors have had more than twenty- 
four years of service in this type of business, either with Westrex or its predecessors. 


2o 


The average service of the 188 Westrex employees on the domestic company roll exceeds ten 
years and 25‘% of the employees have been with the company for twenty or more years. Of the 
1,156 employees of Westrex’ foreign subsidiaries, 23% have twenty or more years of service. 

The Westrex domestic company has its own funded pension plan for its employees in the United 
States and the eleven supervisory employees on loan to foreign subsidiaries. Approximately 70% 
of the employees of Westrex subsidiaries, outside of the United States, are covered by local plans. 

The pension plan of the domestic company is set up on the same actuarial basis as the Western 
Electric pension trust fund and is administered in the same way. The Westrex pension fund, to 
which the employees do not contribute, is irrevocable and is held in trust by the Bankers Trust 
Company. On December 31, 1955 the fund amounted to $1,209,254. Upon the sale of Westrex, 
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whether it retains its corporate identity or is merged with another company, the interest of the 
present employees in this fund will be protected. 

Under the pension plans of the foreign subsidiaries, the local company contributes approxi- 
mately 5% of the payroll and the employees make a matching contribution. There appears to be 
no reason why the sale of Westrex should have any appreciable effect on the operation or continua- 
tion of these foreign pension arrangements. 


CAPITALIZATION ann FINANCES 


The following table shows the original capitalization of Westrex Corporation on November 1, 1941, 
the capitalization after the purchase of the inventory of Western Electric’s ERP Division on October 


1, 1949, and as it stood on December 31, 1955: 


CAPITAL STRUCTURE 


( Thousands of Dollars) 


11/1 4) 10 1/49 12/ /31/55 
Capital Stock* $1, 000 $2,800 ~ $2.800 
Paid in Surplus ‘ 606 606 606 
Earned Surplus. . bts aah amas : 1,855 2,707 
$1,606 $5,261 $6,113 


*All held by a wholly-owned subsidiary of Western Electric Company, Inc. 


Since its formation Westrex has paid $1,639,000 in dividends to its parent corporation. It has 
earned 8.3% net after taxes on its investment. In 1955 its earnings on investment amounted to 
8.8% net after taxes. 

In 1955 Westrex’ consolidated gross income totaled $16,694,000 of which approximately 
$2,200,000 came from domestic sources. Net income in 1955 amounted to $539,800. A consolidated 
income statement for the years 1955, 1954 and 1953 is given on page 14. A statement of con- 


solidated financial position for the same three years appears on pages 12 and 13. 


SUPPLIERS ann SUBCONTRACTORS 


As has been indicated, most of what Westrex sells is bought from suppliers and subcontractors. In 
the case of sound recording and reproducing equipment, Westrex is responsible for the design. 
On other equipment it acts only as distributor. Below are shown the payments Westrex made in 
1955 to its principal suppliers and subcontractors other than Western Electric and Teletype. 


Supplier and Principal Purchases Amount 
Motorola, Inc. (radio communication equipment) ay ... $360,500 
Technical Products Co. (recording equipment to Westrex spec ifications) .. 347,000 
Century Projector Corporation ( projectors) . . is Vingeeeled ew aa eae s 276, 800 
Reeves Soundcraft Corp. (magnetic film)..... sak «dNochclenis hats eaianneaiitie Sai: aaa . 271,700 
C. S. Asheraft Mfg. Co., Inc. (are lamps, rectifiers) ; ree 
Union Carbide International Co. ( projector carbons) cose LISD 


Raytone Screen Co. (theater screens} ‘its “ee 
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Projection Optics Co. (theater lenses). ............0 0. cece cece ener e eens $136,300 
Radiant Manufacturing Co. (screens and lenses) ..............60.0000 cues 126,200 
Bausch & Lomb Optical Co. (lenses)... . ES. ELST! ig 107,700 
Altee L ansing Corp. (loudspeakers, parts, etc. i.e eae ; 101,700 
Thomas C. Prosser Co. (Divatels, Monatels)..................0.-0085 eee 7,300 
Andiveni dno. Aeppning althe) » &6:5 cea iyacstos ner <n bon 0 mane ss a 74,800 
Fairchild Recording Equipment Co. apraretem) ea lak a ae hab 3 63,800 
McIntosh Laboratory, Inc. (amplifiers) : 46,600 
National Radio Laboratories, Inc. (chassis and metal work) : i 43,800 
Mitchell Camera Co. (cameras and parts)........ a eee ies. dy 43,000 
Brush Electronics Co. (magnetic heads)... ... bd. cds ete i Sdicke+% ‘See 
Aeronautical Communications Equipment, Inc. (transmitters) 24,100 
Strong Electric Co. (arc lamps, rectifiers)....... ; SPOR Sis 22,900 


LEASE-LICENSE AGREEMENT 


Since the 1920's, ERPI, and now Westrex, has had lease-license agreements with many of the 
world’s major producers of sound pictures and has also licensed recording for phonograph purposes. 

In September 1954 Westrex offered motion picture producers in the United States a new form of 
lease-license agreement running through 1964 but terminable at any time at the licensee’s option. 
Under this agreement, the licensee can lease sound recording equipment from Westrex and is also 
licensed under Bell System patents to make such equipment or to have it made. The lease charge 
for each recording equipment is a lump sum covering the entire term of the lease, with an option 
to buy on termination of the agreement for an additional payment of 25% of the lease charge. In 
addition to these lease charges, the licensee pays royalties for the use of equipment leased from 
Westrex, whether patented or not. Under these agreements Westrex undertakes to indemnify the 
licensees against United States patent infringement arising from the use of Westrex-furnished 
equipment and against foreign patent infringement arising from the foreign distribution of motion 
picture sound records made in the United States on such equipment. Most of Westrex’s United States 
producer licensees have executed the new form of agreement. 

The bulk of Westrex’ royalty income from United States licensees, which in 1955 amounted to 
$368,000, comes from the use of sound picture recording equipment leased by Westrex. Royalty 
as to this equipment is not dependent upon the use of patents. The maximum royalty rate is $13.50 
per minute of playing time of the released sound track made with the equipment. The royalty 
schedules also apply to the use of any equipment, not furnished by Westrex under lease, which is 
covered by Bell System United States patents. In view of the consent decree entered January 24, 1956 
in the Government’s antitrust suit against Western Electric, Westrex is providing in its agreements 
that no royalties will be payable, for the use of such equipment not furnished under lease, involving 
only Bell System patents issued in the United States before January 24, 1956. The royalty revenue 
attributable to non-leased equipment is normally very small and it is not anticipated that this change 
will have a substantial effect on revenue. 

More limited forms of agreement are offered to motion picture producers in English speaking 
foreign countries (except Canada, where Westrex does not operate) and in the non-English speaking 
countries. The type of agreement used in English speaking foreign countries differs from the U. S. 
form primarily in that recording is licensed only in a specified country (although world-wide 


distribution is permitted), no rights are given to make or have equipment made, and there is no 
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purchase option for leased equipment. All of these agreements are terminable by the licensee on 
one year’s notice. 

The form of agreement used in non-English speaking countries differs still further in that royalties 
for non-English recording are computed on the number of recording channels in the licensee’s 
possession (the maximum royalty rate is $2,000 per year), and there is no patent infringement 
indemnity. In 1955 Westrex’ subsidiaries received $140,000 gross royalties under these foreign 
agreements. 

Equipments leased to licensees by Westrex and its subsidiaries are written off at the time of 
lease and are not carried on the books as assets. 

At the present time Westrex can make, use, lease and sell sound recording and reproducing 
equipment under Bell System patents and under a number of non-Bell patents. The sale of Westrex 
will not affect patent licenses granted to licensees under lease-license agreements entered into prior 
to the sale since the licensees’ patent rights will already have vested. The Consent Decree makes it 
impossible for Westrex to have the right to license others under the Bell System’s United States 
patents in license agreements made after Westrex is sold. However, after Westrex is sold it can 
continue as a licensed supplier of recording equipment, subject, of course, to obtaining such patent 
licenses from Western Electric or others as may be appropriate. It is contemplated that Western 
Electric will offer a purchaser of Westrex a license agreement under which Westrex will be licensed 
under present and future Bell System patents to make, use, lease and sell sound picture recording 
and reproducing equipment. 

It is believed that the Consent Decree and the sale of Westrex will not have any substantial effect 
on the ability of Westrex to administer the lease-license agreements now in force and to make 
satisfactory new agreements. 
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WESTREX 


CONSOLIDATED STATEMENT 


December 
31, 1955 
ASSETS 
Current Assets 
Cash WEIR S Cue wet saree > Gr RAS 
Accounts and Notes Receivable............. Dew g 4,633.1 
Less: Reserve for Doubtful Receivables. .... ; 359.4 
4,273.7 
Merchandise at the Lower of Cost or Market : 5,969.1 
Total Current Assets ' 11,077.4 
Deferred Assets 
Deferred Receivables ; 857.4 
Less: Reserve for Doubtful Receivables ; 27.5 
829.9 
Other 45.8 
Total Deferred Assets. . . ah 875.7 
Investments 
Subsidiary Companies ( Not consolidated ) a 
Investment Securities ; oat eee 19.0 
Less: Reserve aati seul caren wes ® 
17.3 
Total Investments 17.5 
Plant At Cost 
Land adsaned anew : abies 52.9 
Building oar a 165.4 
Machinery, Small Tools and Furniture and Fixtures 1,982.1 
Total Plant... aes 2,200.4 
Grand Total 14,171.0 


December 
31,1954 


6,520.7 


11,349.5 


849.2 
19.4 
829.8 
97.7 


927.5 


1,953.2 
14,249.9 


(Dollars in 


December 
31, 1953 


$ 958.1 
2,957.2 
244.6 
2,712.6 
6,078.0 
9,748.7 


658.8 
17.5 
641.3 
74.7 
716.0 


32.0 
2.1 
29.9 


29.9 


52.9 
122.5 
1,537.5 
1,712.9 


12,207.5 
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CORPORATION 


OF FINANCIAL POSITION 


Thousands) 


1 
{ 
December December December 
31, 1955 31, 1954 31, 1953 ; 
LIABILITIES | 
. a 1 ea { 
Current Liabilities | 
i 
Accounts and Notes Payable $ 1,806.7 $ 2,731.6 $ 1,752.8 ; 
Bank Borrowings (Guaranteed by Westrex 
Corporation) ‘ 1,894.3 1,696.0 1,624.3 7 
Bank Borrowings ( Not Guaranteed by | 
Westrex Corporation) 803.0 882.0 1,009.8 ' 
Accrued Taxes Sade. 961.0 827.2 467.3 : 
Total Current Liabilities 5,465.0 6,136.8 4,854.2 
Deferred Liabilities 
Deferred Income ; eke OE th 404.9 ‘341.9 325.7 i 
Other 10.1 33.5 19.4 
Total Deferred Liabilities ; 415.0 375.4 345.1 . 
: 
Reserves for: : 
Depreciation of Plant sas ; 1,322.5 1,201.5 1,081.3 
Leaving Indemnities ee 137.7 138.4 122.7 : 
Self-Insured Risks ‘ , 37.4 37.2 36.6 ; 
Statutory Reserve. ; wz 6.5 6.3 i 
Miscellaneous Contingencies ‘ ; 673.2 605.9 450.3 
Total Reserves 2,178.0 1,989.5 1,697.2 ; 
Capital and Surplus 
Capital 
Preferred ($100 par value—15,000 shares author- 
ized; 14,000 shares outstanding) . 1,400.0 1,400.0 1,400.0 
Common ($100 par value—15,000 shares author- ; 
ized; 14,000 shares outstanding) . 1,400.0 1,400.0 1,400.0 | 
Capital Paid in in Addition to Stated Value of } 
Capital Stock... ee 606.3 606.3 606.3 
Cumulative Net Income Remaining Invested in the : 
Business 2,706.7 2,341.9 1,904.7 
Total Capital and Surplus 6,113.0 5,748.2 5,311.0 ; 


Grand Total ; 14,171.0 14,249.9 12,207.5 








| 
| 
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WESTREX CORPORATION 
CONSOLIDATED INCOME 


(Dollars in Thousands) 


Gross Income 
Operating Revenue 
Sales of Equipment 
Service ..... 
Total Operating Revenue. 
Royalties 
Oedees Income ..o.cisWs bo 6.0 0 h.28 


Total Gross Income 


Costs 
Operating Costs 
Materials 
Service 
Total Operating Costs 
Expenses 
General Expense 
Reserves 
‘Taxes 
a ae 
Other Taxes... 
Total Taxes 
Exchange ......... 
Total Expenses 


Total Costs. 


Income Available for Interest, Dividends. . . 


Deduct Interest Expense............ 


IND iii g.ccia Slee 6d 


1955 


$13,926.1 
2,033.6 
15,959.7 
440.9 
293.7 


16,694.3 


10,169.6 
1,296.8 


11,466.4 


3,336.4 


415.2 


549.8 
200.0 
749.8 
10.0 
11.4 
15,977.8 


‘~ 


716.5 


1954 


$13,955.5 
1,958.0 
15,913.5 
419.0 
220.8 
16,553.3 


10,206.3 
1,176.4 


11,382.7 


761.4 
185.0 
946.4 
26.3 
4,443.2 


15,825.9 


150.2 





$ 9,922.3 
1,858.9 
11,781.2 
446.9 
175.6 


12,403.7 


7,352.6 
1,119.3 
8,471.9 


2,565.1 
383.0 


356.1 
161.0 
517.1 
3.1 
3,468.3 
11,940.2 


463.5 
138.1 








CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4275 


Western Electric Company 


INCORPORATED 


195 BROADWAY, NEW YorRK 


DIRECTORS 


FLORIAN J. ANDRE J. Victor HERD 
*JOSEPH R. BRANSFORD *N. BAXTER JACKSON 
*PAUL R. BROUSSE WILLIAM B. JOYCE 

WALTER L. BROWN FREDERICK R. LACK 

CHARLES D. DUGAN JOHN T. RETTALIATA 
* ARTHUR B. GOETZE TIMOTHY E. SHEA 


*Guy W. VAUGHAN 


OFFICERS 


President 


ARTHUR B. GOETZE 


Vice Presidents 


NoBLE ARMSTRONG FREDERICK R. LACK 
JOSEPH R. BRANSFORD A. Pope LANCASTER 
PAUL R. BROUSSE JAMES W. MCRAE 
WALTER L. BROWN HARVEY G. MEHLHOUSE 
WILLIAM E. BURKE CLYDE C. RANDOLPH 
ARTHUR P. CLOW Gus F. RAYMOND 
JAMES N. Cost HAROLD V. SCHMIDT 
CHARLES D. DUGAN TIMOTHY E. SHEA 
FRANK J. HAMMEI C. RAYMOND SMITH 


H. HASTINGS REDDALL, Treasurer 


NORMAN R. FRAME, Secretary 


*Executive Committee 
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From the President... 


HE year 1957 marked the 75th anniver- 

sary of the Western Electric Company's 

association with the Bell System. I am 
happy to report that 1957 also was Western 
Electric’s biggest year. My sense of satisfaction 
stems not from the size of the year’s under- 
takings but rather from the evidence this gives 
that the Company is effectively fulfilling its 
function of service to the operating units of the 
Bell System. 

Western Electric in 1957 demonstrated its 
ability to meet unprecedented demands for its 
products and services, with no lowering of 
quality or service standards. Availability to the 
Bell Telephone Com.panies of a dependable 
source of supply with resources adequate to 
meet their large-scale demands is a significant 
factor in the rapid growth and improvement of 
telephone service. Of equal importance, how- 
ever—to the telephone companies and to the 
telephone-using public— is the fact that Western 
Electric has over the years aggressively sought 
and adopted technical advances and operating 
improvements. As a consequence, long life 
products of high quality are provided at costs 
that are low by any standard of comparison 

The year also was one of accomplishment in 
the field of national defense activities. Some of 


our activities contributing to the nation’s se- 
curity are described in this Report. Here I shall 
mention only one—the DEW Line—adding 
the testimony of my own observation to the 
many tributes that have been paid to the 
magnificent achievement of the men who built 
that Arctic radar net. It was an unprecedented 
job accomplished against seemingly impossible 
odds and yet completed on schedule 

Western Electric cannot do its national de 
fense job—or its telephone job—alone. Nor do 
we seek to. In 1957, continuing a long-standing 
trend, Western Electric relied upon the services 
of a larger number of suppliers than ever 
before. Indeed, about half the Western Electric 
sales dollar went to some 33,000 suppliers and 
sub-contractors throughout the United States 
Meeting the quality and service standards of 
the Bell System at equitable prices, these sup- 
pliers made a real contribution to the accom- 
plishments of the year. 

Notable as it was in terms of current accom- 
plishment, 1957 was also a forward-looking 
year for Western Electric. New plant con- 
struction projects scheduled for completion 
over the years ahead will provide us with 
capacity to operate on a more normal and there- 
fore more efficient basis than has been possible 
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under the “crash” programs of recent years 
Furthermore, the plants themselves and the 
production and distribution facilities they house 
will embody the latest technological advances 
and therefore will contribute further to the 
efficiency and effectiveness of our operations 
in the years to come 

Equally important in the field of forward- 
looking activities are the programs undertaken 
to spur the pace of technical advances. Western 
Electric inaugurated in 1957 a comprehensive 
Graduate Engineering Training Program and 
took the first steps toward establishing an 
engineering research center. It is expected that 
graduates of the training program will return 
to their jobs better equipped and inspired to 
speed progress in productivity through tech- 
nical advance. The engineering research center 
will make its contribution by bringing the 
same basic approach to the development of 
new manufacturing processes that the Bell 
Telephone Laboratories devotes to the de- 
velopment of product 


In an increasingly decentralized Western 
Electric, it is important to provide for effective 
coordination of research in the application of 
new concepts to our work. The Company’s new 
research center will play an important part in 
this. So also will the branches of the Bell Tele- 
phone Laboratories which have been set up at 
many of our principal plants. The direct and 
day-to-day association of our manufacturing 
people and the Laboratories personnel pro- 
vides an interplay which cannot fail to improve 
further all phases of engineering from basic 
design to finished product 

Today Western Electric maintains factory 
and distributing house operations in 63 United 
States cities and towns. Our current growth 
has brought us to a number of communities 
where we have never operated before. We 
appreciate the warmth of the reception we have 
received. To our new friends and neighbors we 
pledge an effective fulfillment of the responsi- 
bilities of industrial citizenship. To our associ- 
ates in the Bell System and to the public we 
mutually serve, we pledge ourselves as well to 
the fulfillment of this Company’s historic re- 
sponsibilities. For 75 years Western Electric 
has been a dynamic factor in the growth of 
America’s telephone system. We aim to con- 
tinue that record 


he rlod |S baa 
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ANNUAL REPORT 
OF THE BOARD 
OF DIRECTORS 


1937 


A year would be a good year for any company if, during its 
course, the level of business, the quality of its service, the morale 
of its employees and its earnings all equaled or were a bit better 
than in the previous year—especially if the previous year was in 
most respects a record year. 

That is the way it was with Western Electric in 1957. 

The Company handled a larger volume of business than ever 
before in a single year, although changes toward the end of the 
year by the Bell telephone companies in many of their construc- 
tion programs caused a leveling off in our own production and 
service activities. Even so, total sales were four and one-half per 
cent above the 1956 records and overall earnings were continued 
at about the same levels of recent years. 

The good spirit with which men and women of the Company 
carried forward the year’s programs was matched by their alert 
interest and skillful accomplishment of the work at hand. The 
Company is fortunate, indeed, to be so thoroughly manned with 
capable, effective personnel. The following Report of our 1957 


operations could not possibly reflect the satisfactory results shown 


if this were not the case. 








) 
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SALES AND EARNINGS: 
Earnings were $84,608,000—equal to 3.4¢ per sales dollar 


The Company’s sales during 1957 totaled $2,480,614,000, an in- 
crease of $107,888,000 or 4.5 per cent over 1956. 

Sales to Bell companies were $1,821,198,000, an increase of 10.5 per 
cent over 1956. This business represented 73 per cent of our total 
in 1957. 

Sales to the Government, mainly for materials and services asso- 
ciated with national defense projects, were $575,175,000—compared 
with the previous year’s total of $640,869,000. The reduction was due 
to our compietion in July of the 3,000-mile Distant Early Warning 
line of radar outposts in the Arctic. 

Earnings for the year totaled $84,608,000, equal to 3.4 cents of 
each dollar of sales. Dividends of $3.60 per share were paid, leaving 
for investment in the business $29,553,000 of the year’s earnings. 

Through improved control methods, the ratio of total inventories to 
Company sales was reduced to the lowest level of the post-war period. 

The overall price of products manufactured by Western and sold 
to the Bell companies remained substantially unchanged throughout 
the year. As of January |, 1958 prices were revised to reflect the level of 
costs confronting us in 1958. This had the effect of raising the price 
level for products of Western’s manufacture by about 4 per cent. The 
effect on Western’s total billing to the Bell companies will be an in- 
crease of about 2 per cent. Even after this increase, Western’s price 
level remained significantly lower than that in effect January 1, 1950 
despite the increases in wage and material costs during the intervening 
eight years. By contrast the level of prices of all U.S. manufactured 
goods, other than farm and food products, rose 26 per cent during the 
same period. Improved technical procedures and overall efficiency of 
operations contributed importantly to this accomplishment. The rela- 
tive stability of Western’s price levels during all this period has been 
of substantial assistance to the Bell operating companies in their 
efforts to improve and expand telephone services. 
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Receipts of the Company in 1957 and their distribution are shown 


in the following table: 


THE COMPANY RECEIVED— AMOUNT 
From materials sold and services rendered............$2,480,614,000 
From dividends, interest and miscellaneous........... 7,715,000 

Rata Reeds: . 657.63 esa cannaeevns bie $2,488,329,000 


DISTRIBUTION OF RECEIPTS 


Payments for materials and supplies purchased and 

services received; depreciation of plant and other 

CONS ST Fe 8 Pe eS SURRY OS 7 . .$1,424,308,000 
Employment costs (wages, salaries, vacation and sick- 

ness absence payments, death benefits, group life in- 

surance, social security taxes, payments to pension 

funds, etc.)........ Pi. denies oe MMOS EY GAG 849,320,000 
Taxes (Federal income, personal property, real estate, 

state income and franchise and other taxes, except 

RAL HOCUETY: GAMES) ws inside in nix he Sierbie ses ord oe RAE 130,093,000 


Dividends paid to stockholders..................... 55,055,000 


Retained for investment in the business (not including 
gain on sale of investment amounting to $13,127,000) 29, 553.000 


WESTERN ELECTRIC SALES 


(in millions of dollars) 


CENTS 
PER DOLLAR 


100 


WN 
~~ 
Ww 
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MANUFACTURE OF TELEPHONE PRODUCTS: 


High level production was maintained with greater efficiency, 


new model shop speeds public trial of new products 


Although downward revisions of some of our production programs 
were made in the final months of the year as a result of changes in 
Bell telephone company requirements, production of many types of 
telephone apparatus and equipment exceeded the previous year’s all- 
time records. Increased emphasis was placed on more economical 
methods of manufacture, including greater application of automatic 
manufacturing procedures. Excellent product quality was maintained, 
despite the addition of many new people to the work force. 

The following table shows the quantities of some of the principal 
telephone products shipped during 1957 and the previous two ye 


1955 1956 1957 

Lines of Dial Central Office 

Switching Equipment 2,549,000 3,530,000 3,822,000 
Manual Central Office Switchboard Positions 

Primarily for Long Distance Service 2,400 4,100 4,800 
Exchange Cable (millions of conductor feet) 97,680 112,190 134,500 
Telephones 5,442,000 6,606,000 6,668,000 
Carrier Terminals 8,200 13,000 22,500 
Microwave Amplifier Bays 864 1,456 1,544 
Repeaters 102,300 168,500 342,000 


A development of considerable significance to the Bell System in 
market testing of new telephone products was the establishment of a 
model shop at the Indianapolis Works especially equipped for rapid 
production of limited quantities of new items. Facilities of this shop 
are at the disposal of a committee composed of representatives of the 
American Telephone and Telegraph Company, the Bell Telephone 
Laboratories and Western Electric Company working in concert with 
the Customer Products Planning Division of A.T. & T. Thus the 
combined know-how of the Bell Telephone Laboratories, W.E. and 
the operating companies is brought to bear on new product ideas in 
their earliest stages. Small lots of new products which show promise 
are manufactured for public trial in a fraction of the time which other- 
wise would be required 
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DISTRIBUTION AND REPAIR: 


Increase in volume of stock deliveries and repair 


of used telephone materials 


The Company’s distribution facilities continued to back up the 


1 operating units of the Bell System with full stocks of telephone prod- 
if ucts and other supplies needed daily in furnishing telephone service 
} Increased quantities of materials moved through the thirty-two dis- 
tribution centers located in the territories of the Bell companies they 


serve. Service standards of delivery on a when-wanted basis were 
| maintained at high levels. 

| Deliveries from distributing house stocks, including repaired ap- 
| paratus and equipment, amounted to $752,100,000 in 1957, which was 
i 5 per cent above 1956. At the end of the year the value of stocks of 
: new equipment and supplies on hand and available for immediate use 
of the telephone companies totaled $56,700,000. 

In 1957, we reconditioned for the Bell operating companies equip- 
ment valued at $243,700,000, an amount $27,200,000 greater than in 
the preceding year. This material had been withdrawn from telephone 
service and sent to distributing house repair shops for restoration to 





———— 
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first-class condition. Included were 8,500,000 telephone instruments 
which was nearly two million more than the total of new telephones 
produced by Western Electric factories. 

A large construction program of new distribution facilities was 
carried on during the year, enhancing the opportunities to develop 
further efficiency and improve the quality of service to our customers. 
Progress of the distributing house construction program is outlined in 
the Plant Investment portion of this Report, page 22. 


INSTALLATION: 


Some 60,000 jobs were handled in 7,200 towns 


The Company’s work was performed in 7,200 U.S. cities and towns 
where Western Electric installers worked on some 60,000 separate 
jobs during 1957. They established new records by installing, testing 
and turning over to telephone companies switching and other equip- 
ment sufficient to serve 3,614,000 dial lines. This was a 25 per cent 
increase over the 1956 total. The number of new toll circuits com- 
pleted also indicated the general tempo of installation activity: 13,700 
circuits and associated equipment installed, which was 56 per cent 
above the 1956 figure of 8,800. 

These records may be attributed in large part to new techniques and 
methods and to intensive training of personnel. Efficiency and quality 
of workmanship were maintained, although many new employees who 
required intensive training were hired early in the year. 

Besides making ready for service the local and long distance switch- 
ing systems, our installers participated in projects such as the trans- 
Pacific telephone cable system between Hawaii and the U.S. mainland, 
and various communication installations related to military projects. 


PURCHASING AND TRAFFIC: 


Big job done with help from some 33,000 other firms 


Western Electric could not have handled the volume of business in 
1957 without reliance upon thousands of other businesses throughout 
the country. We—or, for that matter, any other “big business” —could 
not produce as efficiently and perform our services as effectively without 
drawing upon the specialized abilities and facilities of “‘small business’. 








PURCHASING 


| 
| 
| 
i 
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AND TRAFFIE 


continued 


DEPARTMENT 


OF 


JUSTICE 


In the past year, Western Electric made purchases directly from 


1 
about 3 


3,000 companies, 90 per cent of them in the category of 


‘small 


1! 


business” having fewer than 500 employees. In addition, transporta 


tion services were provided by over 3,000 other firms. The Company’ 


suppl ers were located in 


the states. From them, in 
und transportation for 


equival 


some 3 


1957 


which we 


200 US 


cities 


5 


lent to about SO cents of every dollar of 1 


all 


} 


ne 


rd towns 


we bought materials, parts 
paid S| 4.000.000 


Company 


Payment for these purchases was divided as follows 


W 


in 


upplies 


wy 


can 


Shortages of certain raw materials were eased last year and price 


of some (notably copper, lead and zinc) declined 


bi} 


fabricated items purchased 


However. MNeTeASeEsS 


labor and transportation costs adversely allected the prices of most 


To help offset rising costs, our purchasing 


organization worked with suppliers to effect savings through cost 


reduction activities 


PURCHASES 


250 


Ihe teamwork developed out of this brought 


AL See hah) 
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COST 
A Case History 


This is a picture of four men in Baltimore find- 
ng a way to produce annual Bell System savings 
of $79,000. On the left is a representative of Flynn 
ind Emrich Company of Baltimore, a W.E. sup 
plier. Next isa W.E. buyer, then a Bell Laboratories 
engineer and, at the right, a W.E. engineer. What 
they are doing, important in itself, is representa 
tive of Western Electric’s cost-reduction purchas 
ing activity which, in 1957, reduced suppliers’ bills 
to us (and, in turn, our charges to Bell telephone 
companies) by literally millions of dollars 

Here's how this case worked: on the table in 
front of the men ts a gray tron splice housing 
casting used by telephone men when they install 
buried cable. W.E.’s job: get it in the right quanti 
ties, at Bell System standards of quality, and ata 
fair price. During manufacture, this housing was 
galvanized by hand operations. Both the supplier 
and W.E. buyers recognized that hand operatior 


was a high-cost procedure, and the supplier sug 


REDUCTION: 





But one purpose of the casting is to guard 
nderground cable from moisture—-so, no holes 
The answer was a-minor change in the external 
design of the casting to provide a lip which could 
be drilled. This permitted a semi-automatic, less 
costly means of handling the castings during pro 
juction. The supplier passes savings on to us and 


we are pleased to do the same to the Bell telephone 


gested drilling a hole in the casting to permit rack companies when they buy gray 


handling, a semi-automatic and less costly method castings. 


about important economies resulting in annual savings running into 
millions of dollars. 

Increased sales and the expansion of plant facilities carried activi- 
ties of our traffic organization to a new peak. Freight rate increases 
added approximately $4,000,000 to the Company's 1957 transporta- 
tion bill. However, further consolidations of shipments and develop- 
ment of alternate and more economical transportation methods 
served to partially offset the effect of the increased cost. 


iron splice housing 
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NATIONAL DEFENSE REPORT: 
“White Alice,” DEW Line, SAGE and other projects 


Nearly one-quarter of the Company’s effort as measured by sales 

was directed toward meeting requirements of the Department of 
Defense for electronic equipment and for services which our long 
experience as manufacturing and supply unit of the Bell System 
uniquely qualifies us to furnish. The value of such production and 
services in 1957 totaled $575,175,000. More than half of this sum 
was paid to subcontractors and suppliers who helped the Company 
. perform its work for the Government. 
i] Among the major military projects for which we have been called 
| upon to render production, engineering and management services are 
the “White Alice” communications system in Alaska, the continental 
SAGE system for semi-automatic direction of defense weapons, the 
DEW Line of Arctic radar stations, and other projects which remain 
in the secret category. 

The “White Alice” Alaskan project, now scheduled to be com- 
pleted in March, 1958, is already in partial operation. It will provide 
ii 3,100 route miles of modern telephone and telegraph facilities between 
military installations and population centers of Alaska. Tropospheric 
scatter and other microwave radio systems are used extensively in the 
network which is providing reliable communications for the first time 
to many remote areas of the Territory. 

In July the Company completed and turned over to the U.S. Air 
Force the DEW Line. This project, concluded in thirty-two months 

on schedule, was a mighty teamwork operation in which Western 
) Electric, as prime contractor, marshaled the experience, facilities and 
human resources of the Bell System, the Lincoln Laboratories of 
| M.I.T., hundreds of subcontractors and suppliers and, with major 
) 
: 
| 





assistance from the Navy, Army and Air Force and the Canadian 
Government, successfully completed a job which at the outset was 
considered by many to be impossible. Work continued in the latter 
part of the year on evaluation of performance of the equipment. 
Important as the continental defense capabilities of the DEW Line 
may prove to be, the historic significance of its construction may well 
be the development of basic knowledge by which men on peaceful 
) missions in the future can live secure and civilized lives in the frozen 
wastes of the Far North 
Engineering has been completed and procurement initiated for an 
i extension of the DEW Line system in the Aleutian Islands. Western 
| Electric is responsible for the communications and electronic phases 
of this work which will carry on into 1958. 
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During the year the Company continued to coordinate the work of 
many contractors in development and construction of the SAGE 
system of continental air defense. SAGE will analyze radar data and 
provide semi-automatic direction of weapons by means of telephone 
and data circuits linking computers, radars and other electronic equip- 
ment into a unified air defense system. 

The Company stepped up production of the Nike Hercules ground- 
to-air missile system, an improved version of the Army’s original 
Nike Ajax, the first guided missile system placed in operational 
service. Nike Hercules is a longer-range missile which has nuclear 
capabilities. 

Late in the year the Company received a contract for development 
of a radio-inertial guidance system for an intercontinental ballistic 
missile. This work is being done by the Bell Telephone Laboratories. 

The Company, through Sandia Corporation (a subsidiary), con- 
tinued its management of the Atomic Energy Commission’s Sandia 
Laboratory under a non-profit contract. The Sandia Laboratory is 
concerned with applications of atomic energy, including develop- 
ment, design and testing of atomic weapons. 


TECHNICAL DEVELOPMENT: 


Programs and plans for “the long pull” 


Programs of cost reduction engineering applicable to existing 
processes and products were vigorously pressed throughout the year. 
Among manufacturing developments on which significant progress 
was made in 1957 were: 
a tandem production line which combines in one continuous 
operation established processes for drawing, annealing and in- 
sulating wire with plastic for use in switchboard, inside wiring 
and exchange area cables. In the case of switchboard cables, the 
continuous operation includes the processes of tinning and color 
coding; 
an economical process for making quartz that will assure a de- 
pendable source of crystals used in electronic wave filters; 
a combination stranding and cabling machine for manufacture of 
switchboard, inside wiring and exchange area cable; 
and new techniques and facilities for mechanical assembly of the 
transmitter unit used in 500-type telephone sets. 


26086 O—58S—pt. 2, vol. 8— 56 
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A Graduate Engineering Training Program, which educators con- 
sider to be a new and significant industrial development, was in- 
augurated in June. With cooperation of six universities, curricula 
were prepared and centers established in New York, Chicago and 
Winston-Salem. The centers are capable of training at the graduate 
level over 2,000 technical and scientific personnel each year. 

Plans were undertaken to establish a Western Electric engineering 
research center where basic studies will be made of manufacturing 
materials, processes and mechanisms, and of applications of machines 
to business procedures. A 192-acre site for the research center was 
purchased in Hopewell Township, N. J., near Princeton. Work to be 
conducted at the research center will strengthen further the close 
relationship existing between the product development work of the 
Bell Telephone Laboratories and the manufacturing engineering 
of the Company. 


PLANT INVESTMENT: 


New plant construction program moved into high gear 


Ten years hence, the population of the Unitéd States will be 
approximately two hundred million people. These people will want 
telephone service in greater quantity and of more types than people 
do today. 

In the past decade, as the requirements of a communications- 
conscious America mounted, the Bell telephone companies, the Bell 
Telephone Laboratories and Western Electric pressed all resources to 
supply the service peopie wanted. Under such pressures, we adapted 
many of our operations to rented and make-do shop and warehouse 
space. It is conceivable that we might be able to meet demands of the 
next ten years using the facilities we did in the past ten years. To do 
so, however, would deny the Company, the Bell System and the 
public the economies to be derived from modern production teéch- 
niques. The expedient measures necessary in the past would serve to 
limit our opportunities to take full advantage of technical and operat- 
ing improvements now under development. 

To remove these limitations through reduction of our operations 
in leased quarters and to help fulfill the Bell System’s basic objectives 
of good telephone service at the lowest cost to the public, the Company 
last year increased its program of construction of modern manufactur- 
ing and distribution facilities. To implement the program, a Plant 
Design and Construction Division of the Company was established. 

New, owned floor space added during the year, designed for modern 
manufacture and distribution operations, amounted to more than 2 
million square feet. Under construction and scheduled for completion 
in 1958 are facilities providing an additional 3.5 million square feet. 

Plant investment at the end of 1957, after write-off of facilities 
retired from service, totaled $736,341,000, an additional investment 
over the preceding year of $138,734,000 

Construction of the Omaha Plant, the start of which was recorded 
in the 1956 Report, has proceeded rapidly and cable production 
facilities representing one-third of the eventual floor space were being 
tooled-up at the end of 1957. A new plant at Columbus, Ohio, for the 
manufacture of crossbar dial switching equipment was begun in June 
and should be completed in 1959. 

Sites have been purchased and general plans announced for major 
plants at Oklahoma City and Kansas City, Missouri. A pilot plant, 
primarily for development of trained personnel, has been leased in 
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Oklahoma City and operations there are under way. Facilities for 
pilot operations at Kansas City are being acquired. 

The addition to our Allentown plant was completed and occupied 
during the year and the Point Breeze addition, reported previously, 
was fully occupied. Together these additions total 1 million square 
feet. The Merrimack Valley and Indianapolis additions, totaling 
630,000 square feet, were nearing completion, and a 250,000 square 
foot addition to Hawthorne’s 26th Street plant in Chicago was 
underway at the year’s end. 

A new distributing house was completed in Phoenix, Ariz., and 
another was under construction at Charlotte, N.C.—both new loca- 
tions. New buildings to replace existing distribution facilities in 
Cleveland, Kansas City and Los Angeles were finished and occupied. 
Similar replacements are being constructed in Washington, D.C., 
Cincinnati and Detroit. Substantial additions to existing distributing 
houses were completed at Houston and New Orleans. 

In September, a building site in lower Manhattan was purchased 
for a general office building to house staff personnel of various 
Company organizations now located in rented quarters in more than 
a dozen downtown New York City buildings. The site is diagonally 
across the street from the Company’s general headquarters, which 
will remain at 195 Broadway. 

The Teletype Corporation, a Company subsidiary, acquired a 
168-acre site at Little Rock, Arkansas, for a future plant and, in 
August, moved into leased pilot plant facilities in that city. In Decem- 
ber, Teletype began occupancy of its newly constructed factory located 
on the outskirts of Chicago. 
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FINANCE: 


New money to help meet the cost of new facilities 


To meet in part the cost of the construction program, stock- 
holders were offered 1,568,518 shares of the Company’s capital stock 
in May. The offering was fully subscribed, providing $70,583,000 of 
new money and increasing the number of shares outstanding to 
15,685,184. 


AID TO EDUCATION: 
W.E. scholarship program augmented 


Scholarships were provided for 161 young men and women at I11 
colleges for the 1957-58 academic year under the Company’s scholar- 
ship program. The awards are made by selected colleges in behalf of 
Western Electric to students chosen by the colleges. Additional cost- 
of-education grants accompany the scholarships in the cases of 
privately supported schools participating in the program. 

The 1957 awards represent an increase of 30 grants above the 
initial program, which was instituted in 1956. Of the 161 total, 129 
were to engineering students; the others to students in the fields of 
science, business administration and the liberal arts. 

The Company’s College Gift Plan, in its thirtieth year of operation, 
continued to make available free of charge many items of apparatus, 
equipment and tools to colleges for use in laboratories and classrooms 


W.E. PEOPLE: 
They met and bettered last year’s performance 


In the tradition of many years of fine Western Electric workmanship 
and good service to customers, Company men and women once again 
met and bettered the previous year’s excellent performance. Largely 
on the strength of their experience, creative abilities and skills, the 
Company met commitments to its customers and moved ahead with 
confidence during 1957 on plans for “the long pull” 

Many new employees were welcomed into the Company and at the 
end of the year there were 141,123 on roll compared with 138,520 at 
the previous year’s end. Of the total, approximately 33 per cent had 
ten or more years of Company service 

Wage and salary increases to employees last year amounted to 
$64,535,000 on an annual basis. 
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QUALITY OF PRODUCTS EFFICIENCY 


..-remamed at high level! ... also Was maintained 


ca 


QUALITY STANDARD ’ 
| 





Employment costs in 1957 totaled $849,320,000 as follows: 


Wages and salaries for time worked x ...+e--3723,180,000 


Wages and salaries for time not worked: 
Vacations, holiday and personal absences ; since: Sigh SOON 


Sickness anid accident GHeGRCES ssc li.. des caa-namenns ode Remmmes ... 13,189,000 


FORGO MUBRIIIOIIS 5 oo 566 od oink cou caw maicnniedacedcnescoueweewne 781,000 
Other employment costs 

Payments to Trustee OF persion FURS... 65.6. ncoc ccs ndescciccmcss 33,369,000 

Company’s share of premium for Employees’ Group Insurance.... .. 3,563,000 

Change in accrual for vacations 1,180,000 

Company’s share of Social Security taxes (Federal Old Age and Federal 

and State Unemployment) ceecence 6NO;eeee 

Death benefits . iy 2,025,000 

Disability pensions, military allowances, and other costs....... sss. 2,632,000 
Total $849, 320,000 


Labor relations 


Agreements of two and three years’ duration were negotiated with 
most of the unions representing Western Electric employees whose 
contracts expired during the year. These long-term agreements, to- 
gether with those already in effect with other unions, are expected to 
contribute to stability in labor-management relations. In negotiating 
them, there were no significant work stoppages except for one in the 
installation organization of four days’ duration in September. 
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W.E. PEOPLE: 
continued 


Some of the study material 
for one of the management 
development programs. 





Employee development 


Several development programs for employees announced in 1956 
were under way during the year. A total of 360 experienced engineers 
ranging in service from 2 to 30 years completed advanced courses in 
our new Graduate Engineering Training program and I12 newly 
employed engineers received nine full weeks of instruction in the 
introductory courses 

In addition to management development programs currently in 
effect, an intensive three-week conference program was introduced 
last spring for men at the superintendent level of management. This 
program, in which 200 men had participated by the end of the year, 
was designed to encourage self-development and enhance manage 
ment skills 

Under the Company’s Tuition Refund Plan, some 4,000 employees 
enrolled in out-of-hours graduate and undergraduate courses at ac- 
credited colleges. The Company refunds tuition up to $250 a year 
to employees who complete courses related to their current or pros- 


pective work assignments. 


Benefit Plan changes 


The Employee Benefit Plan was amended during the year to start 
payment of sickness disability benefits at six months of service instead 
of at 2 years, as before, with provisions to increase amounts payable 
as service accumulates. The maximum accident death benefits of three 
years pay was increased to $30,000; and the maximum amount pay 
able toward burial expense in all death cases was increased from 
$250 to $500. 


Service pensions 


At the end of the year the Pension Trust Funds, which are devoted 
exclusively and irrevocably to the payment of service pensions, 
totaled $486,438,000. The Trustees’ Annual Report on administra 
tion of the Fund appears on page 35. At the end of the year, retired 
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employees on service pension rolls totaled 4,828 as compared with 
4,554 in 1956, and the number of active employees then eligible to 
retire under terms of the Plan if they so elected was 2,787. 


Group life insurance 


The Group Life Insurance program, inaugurated in December 
1956 for management employees and employees represented by 
unions agreeing to the program, completed its first year of operation 
with 87,009 active employees participating. This is nearly 95 per 
cent of all eligible employees. The program is entirely independent 
of the Employee Benefit Plan. Amounts of insurance coverage under 
this program at the end of the year totaled $558,579,000. Of this, 
$18,085,000 was provided, at no expense to them, for former em- 
ployees now retired on service pensions and on disability pensions. 


Suggestion plan 


In May, the maximum suggestion award payable under our plan 
was increased from $1,000 to $2,500. Cash awards were made to 
employees for 6,099 suggestions which would lead to more efficient 
operation. Highest single award was $2,355 to Stanley W. Yanik of 
the Allentown Works 


Vew employee safety record 


+ 


A record of only 1.23 on-the-job injuries per million man-hours 
worked was achieved in 1957, approached only by the previous 
record, in 1955, of 1.32. This outstanding result was achieved by active 
administration of accident prevention programs which met with a 
high degree of employee cooperation. In recognition of outstanding 
performance the National Safety Council granted 15 Awards of Honor 
and 22 Awards of Merit to Company units. 


Payroll deductions for thrift purposes 


Under the voluntary payroll deduction plans maintained by the 
Company for thrift purposes 12 per cent of the 1957 payroll, or 
$93,888,000, was set aside from employees’ wages at their direction 
for deposit in savings banks, savings and loan institutions and credit 
unions; or applied to payment on U.S. Savings Bonds, life insurance 
premiums, Blue Cross Hospital and Medical Service plans or to pur- 
chases of American Telephone and Telegraph Company stock through 
the Employee Stock Plan. Under the latter Plan, 36,445 employees 
completed payment on 222 


,550 shares. 
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W.E. PEOPLE: 


continued 


For bravery, a Vail Medal 


A silver Vail Medal Award was presented to James R. Thompson, 
of the Burlington, N.C., shops, for his daring rescue of a 15-year-old 
girl from drowning. Mr. Thompson, who also received a bronze 
Carnegie medal and official commendation from the North Carolina 
Legislature for his bravery, swam offshore through heavy surf to 
rescue the girl, single-handed. 


CORPORATE AND 
EXECUTIVE CHANGES: 


Sale of Teletypesetter Corporation 


Under the Final Judgment in the antitrust suit against the Com 
pany, dated January 24, 1956, the Company was forbidden after a 
three-year period to continue, directly or indirectly, the manufacture 
for sale or lease of any equipment not of a type sold or leased or 
intended to be sold or leased to companies of the Bell System, with 
certain exceptions. 

Pursuant to this requirement, Teletype Corporation’s subsidiary, 
Teletypesetter Corporation, which has been in the business of manu- 
facturing automatic typesetting equipment, contracted during 1957 
to sell its assets to Fairchild Graphic Equipment, Inc., a subsidiary 
of Fairchild Camera and Instrument Corporation. The sale was 
consummated in January, 1958. 

In June, 1957, the Company sold its inventory of train dispatch- 
ing apparatus, and the facilities used in their manufacture, to 
General Machine Products, Inc. 

The only remaining business which must be disposed of is that 
carried on by Westrex Corporation, which leases and sells equipment 
in the motion picture field. The Company is continuing its efforts to 
find a purchaser of this business 
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New directors and officers elected 


Several additions and changes were made during the year in the 
membership of the Board of Directors. 

In February, Florian J. Andre and Dr. John T. Rettaliata were 
elected to the Board. Mr. Andre is president of Congoleum-Nairn, 
Inc., of Kearny, N. J.; and Dr. Rettaliata is president of the Illinois 
Institute of Technology, Chicago. 

In April, J. Victor Herd, chairman and president of the American 
Fore Insurance Group, New York, was elected to the Board, replacing 
Charles J. Whipple who requested that his name not be placed in 
nomination for office. Mr. Whipple had served as a member of the 
Board since 1941. His wise counsel contributed greatly to the Com- 
pany in meeting the problems of World War II and thereafter, during 
the intense period of the Company’s growth of service to the Bell 
System 

In December, Paul A. Gorman, vice-president— manufacturing and 
a director resigned to accept the post of vice-president— operations of 
the New Jersey Bell Telephone Company. The vacancy created on the 
Board was filled in January 1958 by election of Charles D. Dugan, 
vice-president — finance. 

During the year, the following were elected vice-presidents: Arthur 
P. Clow, Frank J. Hammel, Harvey G. Mehlhouse and C. Raymond 
Smith. 


About Nineteen Hundred Fifty-eight 


We have reported here in outline the significant events and accom- 
plishments of the Company and its people in 1957. The New Year is 
six weeks old as this report is signed. Already there is unmistakable 
evidence that 1958 will offer different problems as severe as any which 
confronted the Company during 1957. The directors, however, record 
their confidence in the Company’s men and women, certain that 
their ability, initiative and resourcefulness will meet effectively the 
tasks ahead. 


For the Board of Directors 


hth ga 


President 







, 





February 14, 1958 
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WESTERN ELECTRIC 


Consolidated 


Dec. 31, 
1956 


Current Assets 


$ 22,978,760 


Marketable Securities at the Lower of Cost or Market. , 40,668,034 
Receivables 
Bell Telephone Companies...................0ee05 238,999,596 
United States Government. . 61,532,861 


Other.. 22,203,802 


~ 322,736,259 


Total Receivables. .........+.0. 
Merchandise at the Lower of Cost or Market (a) 


Completed. 173,130,540 
In Process. 231,913,350 
Raw Materials and Supplies. __ 66,513,440 
Total Merchandise... ... : ~ 471,557,330 
Deduct Progress and Advance Payments 57,360,932 
Total Current Assets... . 800,579,451 
Deduct Current Liabilities 

Payable to Suppliers, Employees and Others 196,487,136 
Federal, State and Municipal Taxes Payable 118,943,887 


Total Current Liabilities, ..... 
Working Capital (Net Current Assets) 
Prepaid Rent, Insurance and Other Expenditures 


315,431,023 
485,148,428 


Applicable to Future Operations... . 5,424,542 
Investments 
In Subsidiary Companies not Consolidated at ae ; 
VERN. 0s 0.0000 canbe meee eaeene wii oh). sare 7,273,943 
in Associated Companies at Cost. 31,726,083 
Other Investments at or below Cost. . 4,310,402 
Fatal EOI «oc o0ic oes Gaiens ons curve’ a ~ 43,310,428 
Plant 
LOE. dis nas aks oaths Ween td cebeiaks 23,109,942 
Buildings and Related Service Facilities 238,784,851 
POT. onan sos cttebneVdedenties 215,815,940 
Small Tools, F urniture and ‘Fixtures ‘ _119,896,263 
Total Plant at Cost. = 597,606,996 
Deduct Portion of Cost of Plant Applicable to Past 
Operations (Depreciation). . eben eae 6a _223,197,640 
Plant—Net. 374,409,356 


908, 292,754 





Total Assets Less C ssvent Liabilities 


For notes, see page 33. 
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COMPANY, INCORPORATED 
Financial Position 


Dec. 31, 
1956 
Total Assets Less Current Liabilities $908,292,754 


Deduct Costs Applicable to Past Operations for | 
Which Expenditures Will Be Made in the Future: © 






















Equalization of Development (b). .. . . 54,043,479 
Force Adjustments (Principally layoff payments) 15,445,188 
Plant Reconversion 13,295,308 
Death Benefits (Pensioners) = __13,370,185 
ND csv cicccncin osname Sioa 96,154,160 4,160 
Net Assets in Which Stockholders’ oe and Bank | 
Borrowings Were Invested ‘ _ 812,138,594 
Derived from: 
Notes Payable to Banks in Accordance with Credit es wall ee 
Agreements Terminating July 20, 1958 and March 15, > 
RE 66-6 0.x 96.0 oh dma © 6k 4h th oe ee I 150,000,000 
Capital Stock (No par value 17, 500,000 shares author- tt aio Pe 
ized and 15,685,184 shares outstanding at December ie @ 
31, 1957; 15,500,000 shares authorized and 14,116,666)" 
shares outstanding at December 31, 1956)....... _ $50,583,280 479,999,970 


Cumulative Net Income Remaining Invested in the Busi- "7 


Se vasisaa vad eee _182,138,624 
es 812,138,594 





FRANK J. HAMMEL, Vice President-Comptroller 
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WESTERN ELECTRIC COMPANY 


INCORPORATED 


Consolidated Income 


“ 1956 
Gross Income - 
Sales 
Bell Telephone Companies. . $1,648,874,347 


United States Government (d). . 
Other Customers 


Total Sales 
Other Income. 


Total Gross Income 


640,869,031 
82,982,361 
2,372,725,739 
7,680,409 
2,380,406, 148 


Costs 


Employment Costs 


Wages and Salaries 699,779,636 


Payments to Trustee of Pension Funds 34,434,550 
Social Security Taxes 15,146,372 
Other Employment Costs................. 6,349,278 

Total Employment Costs 755,709,836 


Materials and Services Purchased 

Taxes 
a ”’ OO ee 
Personal Property, Real Estate and Other Taxes. 


1,489,816,173 


110,520,298 
13,192,660 


Total Taxes (Excluding Social Security) 123,712,958 
Portion of Cost of Plant Applicable to Year's 
Operations (Depreciation). ..........cccceses 33,251,618 


Provision for: 


Equalization of Development (b) 7,102,456 


Force Adjustments . 2,091,698 
Plant Reconversion 3'477'738 
Death Benefits (Pensioners) 7,637,729 


Total Costs 2,422,800,206 
Add: 

Decrease in Merchandise Inventories 
Deduct: 


Costs Included Above Which Were C ae to: 


(92,618,515) 








Plant Accounts (Plant Manufactured). . 26,981,604 
Provisions Made in Prior Years for: 
Force Adjustments 247,037 
Plant Reconversion wens 2,399,812 
Death Benefits (Pensioners) ; 509,961 370,608 
Total Deductions : 29,999,061 
Total Costs Applicable to Gross Income 2,300, 182,630 
Income Available for Interest and Dividends Before 
Adjustment Applicable to Prior Years ..... 90,358,346 80,223,518 
Deduct Interest on Borrowings. aie 5,750,000 ___ 5,169,399 
Income Before Prior Years Adjustment .. : 84,608,346 75,054,119 
Add Adjustment Applicable to Prior Years (e). . 0 5,979,435 
Net Income for the Year (Including Adjustment 
Applicable to Prior Years). . . 84,608,346 81,033,554 
Add: Cumulative Net Income Remaining Invested 
in the Business at Beginning of Year 182,138,624 150,654,568 
Gain on Sale of Investment (f) 13,127,033 0 


279,874,003 231,688,122 
Deduct Dividends Paid. 55,054,996 49,549,498 


Cumulative Net Income Remaining Invested in 
the Business at End of Year ; 224,819,007 182,138,624 


( ) Indicates negative amount 
For notes, see page 33. 


FRANK J. HAMMEL, Vice President-Comptroller 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(a) The Company has adhered to its long-established practice of carrying inven- 
tories in its accounts at the lower of cost or market, with provision for loss on 
shelf-worn and defective material and from obsolescence. Development, mer- 
chandising and general expenses have not been included in inventories. 


Costs of inventories of regular products, with minor exceptions, have been 
determined on substantially a last-in first-out (LIFO) method, which method 
was adopted effective January 1, 1948. These inventories are valued for tax 
purposes on a first-in first-out (FIFO) basis. 


Costs of inventories of special products required by the United States 
Government in connection with the national defense program (about one- 
fourth of total inventories at December 31, 1957 and one-third at De- 
cember 31, 1956) represent actual costs generally accumulated by contracts 
less the cost of units sold evaluated at average cost based on the estimated 
total cost of each contract upon completion. 


(b) It is the Company’s practice to charge development expenses (including 
related factory engineering expenses) applicable to standard products to the 
costs of products benefiting therefrom through the use of rates based on the 
relation of development expenditures to sales during the preceding 20 years, 
subject to certain limitations as to the annual net increase in the Equalization 
of Development account. The difference between the provision included in 
costs of standard products sold and the actual development expenditures is 
reflected in the Equalization of Development account in the Statement of 
Consolidated Financial Position. 


{c) It is the Company’s intention to refinance the notes payable to banks amount- 
ing to $100,000,000 under the credit agreement terminating on July 20, 1958. 


(d) A substantial portion of the Company’s Government business since 1954 is 
subject to price redetermination and practically all of such business since 1953 
is subject to renegotiation. The Company considers that appropriate provision 
therefor has been made in the accounts. 


(e) In the year 1956 an amount of $5,979,435 was added to net income as a result 
of a change in the treatment of vacation expense for Federal income tax 
purposes in accordance with a determination by the Internal Revenue Service. 
This entire amount was applicable to prior years. 


(f) During the year 1957 the Company sold 77 °% of its common stock interest in 
Northern Electric Company, Limited. The resultant gain, amounting to 
$13,127,033 after $3,823,786 Federal income tax, was credited directly to 
Cumulative Net Income Remaining Invested in the Business. 
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ARTHUR YOUNG & COMPANY 


ACCOUNTANTS AND AUDITORS 


165 BROADWAY 
NEW YORK 6 


The Board of Directors and Stockholders 
Western Electric Company, Incorporated: 


We have examined the accompanying state- 
ment of consolidated financial position of Western Electric 
Company, Incorporated and Consolidated Subsidiaries at 
December 31, 1957 and December 31, 1956 and the related 
statement of consolidated income for the years then ended. Our 
examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we 
considered necessary in the circumstances. It was not practicable 
to confirm receivables from the United States Government, as 


to which we have satisfied ourselves by other auditing procedures. 


In our opinion, the statements mentioned 
above present fairly the consolidated financial position of 
Western Electric Company, Incorporated and Consolidated 
Subsidiaries at December 31, 1957 and December 31, 1956 and 
the consolidated results of their operations for the years then 
ended, in conformity with generally accepted accounting prin- 


ciples applied on a consistent basis. 


ARTHUR YOUNG & COMPANY 


February I1, 1958 
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CONSOLIDATED STATEMENT OF PENSION FUNDS 
Established by 


WESTERN ‘ELECTRIC’ COMPAT Y 


Incorporated 
AND ITS PRINCIPAL SUBSIDIARIES 


Balance in Funds— December 31, 1956 .........ccccccccccccccccccccs $446,511,100 
Additions to Funds During 1957 
Payments into Funds by Companies.............. $33,368,610 
Interest Revenue, including gain or loss 


on investments disposed of..................-. 13,552,945 





pO ee eee Satis $46,921,555 
Disbursements for pensions during 1957............ __ 6,994,530 
Net Increase in Funds........ Sect tea ate aeat 39,927,025 
Balance in Funds— December 31, 1957 ........... cc ccccccccccceccs $486,438 ,125 


Comprises 
CD. Bi Covenant Ca ids iS a... oo, Seeracaeitonk vides tates $ 19,607,058 
Obligations of Telephone Companies........... ct eee ae oe ae 102,948,699 
Public Utility, Railroad and Industrial Obligations.................. 304,198,090 
CO CN iss Faas 8 ha eh eid es 6 dae. Pees sean eae 53,321,792 


Cash and aontend ttetest not dees ..< 6 i.e a 6009s 58 RHR BRIER IRS 6,362,486 


sess or Mea ince eat satay anh a. aoe ta ane $486,438,125 


Total... eure Gad 





Note: Securities are shown on amortized basis. 


We certify that the above consolidated statement of the Pension Funds established by 
the Western Electric Company, Incorporated and its principal subsidiaries, for which 
Funds this company is Trustee, is correct. 


BANKERS TRUST COMPANY, Trustee 
By R. W. HEMMINGER, Vice President 


New York, N. Y.—January 24, 1958 
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APPENDIX V 
DECEMBER 6, 1955, 
Mr. VicroR KRAMER, 
Department of Justice, Washington, D. C. 

Deak Mr. KrRaMer: I enclose four copies of a draft consent judgment cover- 
ing the general points we discussed yesterday. I hope that you and the others 
who are interested in the matter will have an opportunity to look the draft over 
before Thursday. We will be prepared to discuss it with you at our meeting 
on Thursday morning at 10 a. m. 

Yours very truly, 
H. P. Mouton. 


[Draft of December 6, 1955] 


UNITED STATES OF AMERICA, PLAINTIFF, V. WESTERN ELEcTRIC COMPANY, 
INCORPORATED, AND AMERICAN TELEPHONE AND TELEGRAPH COMPANY, 
DEFENDANTS 

Civil Action No. 17-49 


FINAL JUDGMENT 


Plaintiff, United States of America, having filed its complaint herein on Janu 
ary 14, 1949; the defendants having appeared and filed their answer to such 
complaint denying the substantive allegations thereof; and the parties, by their 
attorneys, having severally consented to the entry of this Final Judgment with 
out trial or adjudication of any issues of fact or law herein and without this 
Final Judgment constituting any evidence or admission by any party in respect 
of any such issues: 

NoW, THEREFORE, before any testimony has been taken herein, and without 
trial or adjudication of any issue of fact or law herein, and upon the consent 
of all parties hereto, it is hereby 

(ORDERED, ADJUDGED AND DECREED AS FOLLOWS: 

¥ 


I 
(Jurisdiction of the Court) 


The Court has jurisdiction of the subject matter herein and of all the parties 
hereto. 
II 


(Definitions) 


For the purposes of this Judgment : 

(a) “Western” shall mean the defendant Western Electric Company, Incor 
porated. 

(b) “AL T. & To” shall mean the defendant American Telephone and Tele 
graph Company. 

(¢) “Bell Operating Companies” shall mean the 22 corporations listed in 
Appndix A to the defendants’ answer to the complaint herein, their subsidiaries, 
and the successors thereof. 

(d) “Companies of the Bell System” shall mean A. T. & T., Western, their 
subsidiaries, and the Bell Operating Companies. 

(e) “Patents” shall mean United States letters patent 

(f) “Bell System patents” shall mean patents owned by either of the defend 
ants or any of their subsidiaries or under which and to the extent to which any 
of them may have the right to grant licenses, including patents on inventions 
made in the course of their employment after the date of this Judgment by 
employees of defendants and their subsidiaries employed to do research, devel 
opment or other inventive work 

(g) “License” shall mean non-exclusive rights under one or more specified 
patents or all patents under which the grantor shall have the right to grant a 
license, to make, have made, use, inaintain, lease and sell one or more specified 
equipments, to make, have made, use and maintain machines, tools and 
materials for making, developing and maintaining such equipments, and to pra¢ 
tice methods and processes involved in making, developing, maintaining and 
operating, such equipments; but, in any case, a license inay consist of only one 
or more of the foregoing rights if the grantee of such license so requests 
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(h) “Equipment” shall mean apparatus, systems, materials, supplies, ma- 
chines, tools and any other product. 

(i) A “subsidiary” is a company the majority of whose stock entitled to vote 
for the election of directors is controlled by the parent company either directly 
or indirectly, and shall be deemed to be a subsidiary when and only so long as 
such control exists. 

(j) “Associated companies” shall mean, as to defendants, the companies of 
the Bell System, and as to any applicant, its subsidiaries. 


Ill 
(Applicability of Provisions) 


The provisions of this Judgment applicable to any defendant shall also apply 
to its officers, directors, employees, subsidiaries, successors, assigns and all 
other persons, acting under, through, or for such defendant. 


IV 
(Non-Exclusive Licensing Ordered) 


(A) The defendants are ordered and directed to grant or cause to be granted 
at reasonable royalties licenses under any or all existing and future Bell Sys 
tem patents to any applicant who shall make written application therefor at 
any time or from time to time: but upon condition that the applicant shall 
grant to defendants at reasonable royalties licenses for such communications 
equipments, and machines, tools and materials useful in manufacturing or 
operating communications equipments, as defendants may then specify in writ- 
ing under existing and future patents under which, and to the extent to which, 
the applicant or its subsidiaries may have the right to grant licenses. Except 
With the consent of the grantor of any license hereunder, no such license shall 
be under patents on inventions made more than five (5) years after the date 
of the application to defendants hereunder, but it is understood that the appli 
cant may make successive applications for licenses. Each grant of a license 
hereunder shall be for the unexpired terms of the patents under which such 
license is granted, or for such lesser period as the grantee shall elect, and 
shall include the right to sublicense the grantee’s associated companies for so 
long as they remain associated companies 

(B) If at any time after ninety (90) days from the receipt of such application, 
the applicant and the defendants are in disagreement as to reasonable royalties 
or any other provisions respecting licenses requested hereunder by the applicant 
or by defendants, then upon petition by the applicant and notice to the Attorney 
General and to the defendants this Court may determine the issues in dispute, 
the burden of proof being fixed by the Court, and make such orders thereon as 
Inay be appropriate. Pending its final determination, the Court may fix interim 
terms and conditions upon which licenses shall be tendered forthwith. 


(Permitted Restrictions ) 


(C) The defendants are hereby enjoined and restrained from including in any 
license granted by them any restriction or condition whatsoever limiting the 
exercise of the rights granted thereby to the licensee pursuant to this Judgment, 
except that the license may be personal and non-transferable and may be condi 
tioned on (1) payment of a reasonable royalty which shall be non-discriminator) 
aus between licensees whose licenses are granted subsequent to the date of this 
Judgment, other than defendants’ associated companies, but the royalty provi 
sions of agreements under which licenses are exchanged and royalties are adjust 
ed or eliminated to reflect a bona fide estimate of the values of the licenses shall 
not be deemed to discriminate between licensees, nor shall the compromise of 
claims for accrued royalty be deemed to be discriminatory, (2) the performance 
of reasonable provisions requiring the applicant to keep records, submit royalty 
statements, permit audit by defendants’ representatives, and give appropriate 
license notices, (8) subjection, to any grant of licenses and rights by applicant, 
of patents of any company of which applicant is a subsidiary and subsidiaries 
of any such company and of patents on inventions made in the course of their 
employment, after the effective date of the license agreement, by employees of 
any such company, applicant or any of its subsidiaries employed to do research, 
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r corporation, domiciled in the United States and not controlled by foreign 

nterests, licensed under patents by either of the defendants and which makes 
written application for such information 

B) The technical information so to be furnished shall be information used 

by Western as of the date of said application relating to standard equipment 

t ; ( 


regularly manufactured by Western for sale to B jperating Companies or 
i & T, for which the applicant is licensed by defendants, and shall consist, 
the extent that the defendants shall have the legal right to furnish the same 
f drawings and specifications of the materials and parts comprising such 
quipment, and drawings and specifications covering the assembly, wiring and 
cceptance test requirements of such equipment 





( The defendants are hereby enjoined and restrained from ineluding 
inv agreement, under which technical information is furnished pursuant 


Judgment, any restriction or condition whatsoever limiting the exercise 


the rights thereby granted to use such information, except that the right 
» use such information may be personal and non-transferable and may be 


onditioned on (1) payment of a reasonable royalty or charge which shall 
be non-discriminatory as between recipients of such information pursuant 
» application made hereunder, other than defendants’ associated companies, 
2) the performance of reasonable provisions requiring the applicant to keep 


cords, submit royalty statements, permit audit by defendants’ representatives 


eep such technical information confidential nd use such technical informa 
nly in its manufacturing operations in the United States, (3) the furnish 

y vy an applicant to Western ipon reasonable terms, of its own technical 
rmatior f the racter and scope of that furnished by Western respect 

ng equipments fo1 hich the applicant has licensed defendants hereunder 
ind (4 such other estrictions and conditions as this Court shall approve 


t 


pon application by the defendants and notice to the Attorney General 


Defendants’ obligation to furnish technical information in any case shall 
e subject to such restrictions as may be imposed at anv time by any depart 
ent ragencyv of the Gover} ent for rena ! f national security 


I)) Defendants shall not be required, in connection with the furnishing o 


nical information put nt to tl | 


iz en o£ ( ny warranty 


i? 


agains 


nfringement of patents of others, or any warranty of success in connection 
vith the use of such information by the applicant 
(EK) In the event of disagreement as to the amount of royalty or charge 


mavable under this Section VI or any other matter relating to the furnishing 


technical information hereunder, the matter may be determined in the 
ianner set forth in paragraph (B) of Section LV of this Judgment 





Acquisit I of Manuf turing  olnpanies enjoined 
The defendants are hereby enjoined and restrained from acquiring, directl) 
r indirectly, any mpany engaged in manufacturing communications equip 
ent, either by acquisition of securities thereof or by acquisition of its assets 
Nothing in this Section VII shall be construed to prohibit 





ier defendant of all or part of the securities or assets 


(b) formation of subsidiaries by either defendant and the transfer theret 
et f either thet ibsidinries of either 
application to this Court, upon notice to the Attorney General, for pet 


+ f . , 
( re y @] 


ng communications equipment, which may be granted upon a showing 


\equisition of Telephone Companies To Be Limited) 


The defendants are hereby enjoined and restrained from acquiring, eithe! 


directly or indirectly, the whole or any part of the property of another telephone 
pany or the control thereof by the purchase f securities or by lease or it 
ther manner ! ny ‘ ! vhich s tien would pon propel 
ipplication be subject to the irisdicti« or the Federal Communicat 
I inde ‘ i f the Fe Communication \ 


nd until said Commission shall issue ertificate with respect to such 
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action pursuant to the provisions of said Sec. 221 (a); provided, however, 
that this Section VIII shall not apply in any case in which such other telephone 
company owns and operates less than 200 telephones or in which the total 
purchase price is less than $20,000. 

IX 


(Disposal of Equipment by Bell Operating Companies ) 


The defendants are hereby enjoined and restrained from making or perform- 
ing any contract or agreement with any of the Bell Operating Companies to 
limit, restrain or prevent the Bell Operating Companies from disposing of any 
equipment owned by them. 

x 


(Exclusive Distributorships Enjoined ) 


The defendants are hereby enjoined and restrained from making or perform- 
ing any contract Or agreement with any person or corporation whereby said 
defendants will have any exclusive right in any territory to act as distributor of 
uny equipment manufactured or sold by such person or corporation, or whereby 
such person or corporation will have any exclusive right in any such territory 
to act as distributor of any equipment manufactured or sold by said defendants. 


xI 
(Fixing of Resale Prices Enjoined) 


The defendants are hereby enjoined and restrained from making, performing 
or enforcing any contract or agreement with any purchaser to limit, fix or 
control the prices to be charged by such purchaser on the resale of any product 


XIII 
(Inspection and Compliance) 


For the purpose of securing compliance with this Judgment, duly authorized 
representatives of the Department of Justice shall, upon written request of the 
Attorney General, or the Assistant Attorney General in charge of the Antitrust 
Division, and on reasonable notice to the principal office of either defendant, be 
permitted (1) reasonable access during the office hours of said defendant to all 
books, ledgers, accounts, correspondence, memoranda and other records and 
documents in the possession or under the control of said defendant relating to 
any matters contained in this Judgment; and (2) subject to the reasonable 
convenience of said defendant and without restraint or interference from it, 
to interview officers or employees of said defendant, who may have counsel 
present, regarding such matters, and upon request said defendants shall sub 
mit such written reports as might from time to time be reasonably necessary 
to the enforcement of this Judgment. No information obtained by the means 
provided in this Section XII shall be divulged by any representative of the 
Department of Justice to any person other than a duly authorized representa 
tive of such Department, except in the course of legal proceedings in which 
the United States is a party for the purpose of securing compliance with this 
Judgment, or as otherwise required by law. 


xIII 
(Jurisdiction Retained) 


Jurisdiction is retained for the purpose of enabling any of the parties to this 
Judgment to apply to this Court at any time for such further orders and direc 
tions as may be necessary or appropriate for the construction or carrying out 
of this Judgment, or the modification or termination of any of the provisions 
thereof or for the enforcement of compliance therewith or for the punishment 
of violations thereof. 
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Dreft of Decemer 15, 195% 


UNITED STATES OF AMERICA, 
Plaintiff, 
Vv : Civil Action 
No. 17-49 
WESTERN ELECTRIC COMPANY, 
INCORPORATED, and AMERICAN 
TELEPMONE AND TELEGRAPH 
COMPRNY, 


Defendants. 


FINAL JUDGMENT 


Plaintiff, United States of America, having filed 
its complaint herein on January 14, 1949; the defendants 
having appeared and filed their answer to such complaint de- 
nying the substantive allegations thereof; and the parties, 
by their attorneys, having severally consented to the entry 
of this Pinal Judgment without trial or adjudication of any 
issues of fact or law herein and without this Final Judgment 
constituting any evidence or admission by any party in re- 
spect of any such issues; 

WOW, THEREFORE, before any testimony has been taken 
herein, and without trial or adjudication of any issue of fact 
or law herein, and upon the consent of all parties hereto, it 
is hereby 

ORDERED, ADJUDGED AND DECREED AS FOLLOWS: 


I. 

This Court has jurisdiction of the subject matter 
herein and of all the parties hereto. The complaint states 
a cause of action against each of the defendants under 
Sections 1, 2 and 3 of the Act of Congress of July 2, 1890, 
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entitled "An Act to Protect Trade and Commerce Against Unlawful 
Restraints and Monopolies,” commonly known as the Sherman Act 
as amended. 


II. 

For the purposes of this Judgment: 

(a) “Western” shall mean the defendant Western 
Electric Company, Incorporated. 

(>) “A T &@ T" shall mean the defendant American 
Telephone and Telegraph Company. 

{e) "Bell Operating Companies” shell mean the 22 
corporations listed in Appendix A to the defendants' answer 
to the complaint herein, any other subsidiaries of the defend- 
ants engaged in furnishing common carrier communications ser 
vices, and the respective subsidiaries of and successors to 
each of the foregoing. 

(4) “Companies of the Bell System" shall mean AT & T, 
Western, their subsidiaries, and the Bell Opereting Companies. 

(e) “Patents” shall mean United States letters patent. 

(ft) "Bell System patents shall mean patents owned 
by either of the defendants or any of their subsidiaries or 
under which and to the extent to which any of them may have the 
right to grant licenses, including patents on inventions made in 
the course of their employment after the date of this Judgment 
by employees of defendants end their subsidiaries employed to 
do research, development or other inventive work. 

(g) “License shall mean non-exclusive rights under 
one or more specified patents or all patents under which the 
grantor shall have the right to grent a license, to make, have 


made, use, maintain, lease and sell one or more specified 
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equipments, to make, have made, use and maintain machines, 

tools and materials for making, developing and maintaining 

such equipments, and to practice methods and processes involved 
in making, developing, maintaining and operating, such equipments; 
but, in any case, a license may consist of only one or more of 
the foregoing rights if the grantee of such license so requests. 

(h) “Bquipment” shall mean apparatus, systems, 
materials, supplies, machines, tools and any other product. 

(1) "Common carrier communications services” shall mean 
communications services Suuntehed ay tine dk @ xh 2 er Rae deii 
GQpepating Gaupunieos; the charges for which are subject to public 
regulation under the Communication Act of 1934 or state statutes 
regulating the charges for public service communications. 

(3) A “subsidiary” is a company the majority of whose 
stock entitled te vote for the election of directors is controlled 
by the parent company either directly or indirectly, and shell 
be deemed to be a subsidiary when and only so long as such control 
exists. 

(x) “Associated companies” shall mean, as to defend- 
ants, the companies of the Bell System, and ag to any applicant, 
its subsidiaries. 

(1) “Person” means any individual, partnership, cor- 


poration, association, firm, trustee or other legal entity. 
INSERT RIDER A 
irl. 


The provisions of this Judgment, applicable to any 
defendant, shall be binding upen said defendant, its officers, 
agents, servants, employees, and attorneys, and upen those 
persers in active concert or participation with said defendant 
whe reeeive actual notice of this Judgment by personal service 
or otherwise. 
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Iv. 

(A) The defendants are ordered and directed to 
grant or eause to be granted at reasonable royalties licenses 
unger any or all existing and future Bell System patents to 
any applicant who shall make written application therefor at 
any time or from time to time; but upen.condition that the 
applicant shall grant to defendants at reasonable royalties 
licenses for such equipments useful in furnishing common 
earrier communications services, and such machines, tools and 
materials useful in marmfacturing or operating any such equip- 
ments, as defendants may then specify in writing under existing 
and future patents under which, and to the extent to whieh, the 
applicant or ite subsidiaries may have the right to grant 
licenses. Except with the consent of the grantor of any 
license hereunder, no such license shall be under patents on 
inventions mage more than five (5) years after the gate of the 
application to defendants hereunder, but it is understood that 
the applicant may make suscessive applications for licenses. 
Each grant of a license hereunder shall be for the unexpired 
terms of the patents under which such license is granted, or 
for sueh lesser period as the grantee shall elect, and shall 
inelude the right to sublicense the grantee's associated com- 
panies for seo long as they remain sssociated companies. 

(B) Upon receipt of a written request for a license 
unger the provisions of this Section, the defendant to whom 
such request is addressed shall advise the applicant in writing 
of the royalty which it deems reasonable therefor, and also of 
such licenses as such defendant may specify under paregreph (A) 
ef this Section. If the parties are unable to agree upon 


reagconable royalties or any other provisions respecting licenses 
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requested hereunder by the applicant or by defendants within 
ninety (90) days from the date applicants’ request for a license 
ig received by such defendant, the applicant may forthwith apply 
to this Court for the determination of reasonable royalties and 
any other issues in dispute, and such defendant shall, upon 
receipt of notice of the filing of such application to this 
Court, promptly give notice thereof to the Attorney General. 
In any such proceeding the burden of proof shall be on such 
defendant to establish the reasonableness of royalties requested 
by it and on the applicant to establiah the reasonableness of 
royalties requested by it, and as to any other matter the 
burden of proof shall be as fixed by the Court » Pending 
final determination of the foregoing, the applicant or said 
defendant may apply to this Court to fix interim royalty retes 
and other interim terms ané conditions. If this Court fixes 
such interim rates, terms and conditions, such defendant shall 
then tender and the applicant may then accept an agreement 
under which licenses shall be granted, in accordance with such 
interim determination, providing for the periodic payment of 
royalties at such interim rates for any manufacture, use, or 
eale from the date of the filing of the original application 
to this Court. If the applicant fails to aecept such license 
agreement or fails to pay the interim royalty in accordance 
therewith sueh action shall be grounds for the dismissal of his 
application and his rights under this Section shall terminate. 
(Cc) The defendants are hereby enjoined and restrained 
from including in any license granted by them any restriction 
or condition whatsoever limiting the exercise of the rights 
granted thereby to the licensee pursuant to this Judgment, 
except that the license may be personal and non-traensfereble 


and my be conditioned on (1) payment of a reasonable royalty 
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which shall be non-discriminatory as between licensees whose 
licenses are granted subsequent to the date of this Judgment, 
other than éefendants' associated companies, but the royalty 
previsions of agreements under which licenses are exchanged 
and royalties are adjusted or eliminated to reflect a bona 
fide estimate of the values of the licenses shall not be deemed 
to discriminate between licensees, nor shall the compromise of 
claims for accrued royalty be deemed to be discriminatory, (2) 
the performance of reasonable provisions requiring the appli- 
cant to keep records, submit royalty statements and give 
appropriate license notices, and for periodic inspection of 
the boeks and reeords of the licensee by an independent auditor 
or any persen acceptable to the licensee, (3) subjection, to 
any grant of licenses and rights by applicant, of patents of 
any company of which applicant is a subsidiary and subsidiaries 
of any such company and of patents on inventions made in the 
eourse of their employment, after the effective date of the 
license agreement, by employees of any such company, applicant 
or any of its subsidiaries employed to do research, development 
or other inventive work, and (%) sueh other restrictions and 
conditions as this Court shall appreve upon application by the 
defendants and notice to the Attorney Generel. If the appli- 
eant shall so request, any agreement in which licenses are ex- 
changed between applicant and defendants shall fix a reasonable 
royalty for each license rather than providing for the adjustment 
or elimination of royalties. 

(P) Mach license agreement executed pursuant to this 
Section IV shall previde 

(1) ‘het the applicant may cancel any license 
granted to it and its assceiated companies under such agreement 
for any specified equipment or equipments by written notice to 
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the lieensor which shall terminate the obligation to pay royalty 
under the license agreement with respect to any such equipment 
net mamfactured, sold, leased or put into use under such 
lieense prier to such notice, and 

(2) That each licensee may at any time surrender 
ite license under any specified patent or patents identified 
by mumber and date of issuance by written netice to the licensor 
which shall terminate the obligation to pay royalty under the 
license agreement with respect to any equipment not manufactured, 
sold, leased or put inte use under such license prior to such 
notice, as te whieh reyalty would otherwise be payable solely 
because of such patent or patents. 

(E) Each licensee of either defendant under a license 
agreement in effect at the date of this Judgment may cancel any 
licenses granted to it and its associated companies under such 
agreement by written notice to defendants which shall terminate 
the obligation to pay royalty under the license agreement with 
respect te any equipment not manufactured, sold, leased or put 
into use under such lisenses prior to sueh notice. 

(F) The defendants are hereby enjoined and restrained, 
except where the Ceurt upon application by the defendants and 
netiee te the Atterney Generel shall find good cause therefor, 
from direetly or indireetly: 

(1) asequiring any license, grant of immunity or 
similar right under patents unless such license, grant of 
immunity or similar right shall be non-exclusive; 

(2) @isposing of any patents, or rights thereunder, 
so as te deprive them of the power to grant or cause to be 
granted licenses as required under this Section IV unless it 
be a cendition of sueh disposition that the trensferee shall 
observe the provisions of this Section IV with respect te the 
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patents and rights so acquired and shall file with this Court, 
prior to such disposition, an undertaking to this effect; 
provided, however, that this subsection (F) (2) shall not be 
deemed to apply to (a) the surrender or termination by the de- 
fendants of rights to sublicense under petents of others than 
defendants and their subsidiaries, to) any transfer of patents 
or rights thereunder to the United States Govermment or any 
agency thereof, or & a disclaimer, or @ concession or other 
grant in interference proceedings; or 

(3) grenting or receiving any right to grent sub- 
licenses under patents except to the grentee's associated con- 
panies for so long as they remain associated companies. 


Vv. 

The defendants are hereby enjoined and restrained 
from acquiring, directly or indirectly, title to any patent owned 
or controlled by any person or corporation other than companies 
of the Bell System, except where the Court, upon application oy 
the 6efendants and notice to the Attorney Generel, shall find 
that the only terms upon which defendants could obtain non- 
exclusive licenses under said patent are wholly exorbitant or 
unreasonable, provided that nothing in this Section V shall be 
construed to prohibit the acquisition of patents on inventions 
of employees of companies of the Bell System or on inventions 
made by other persons or corporations pursuant to any research 


or development contract with any company of the Bell System. 


vI. 
(A) The defendants are ordered and directed, upon 
written appiication at any time and from time to time witein a 
period of five (5) years from the date of this Judgment, to 
furnish to any person domiciled in the United States and not 
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centrolliag by foreign interests, licensed pursuant to Section 
IV of this Judgeent under patents of either of the defendants, 
technical information relating to equipment spesified in such 
application, to the extent end upon the terms hereinafter set 
forth. 

(B) ‘The technical information so to be furnished 
shall be information used by Western as of the date of said 
application relating te equipment manufactured by Western for 
sale to Bell Operating Companies or A T & T for which the appli- 
eant is lieensed pursuant to Section IV of this Judgment by 
Gefendants, and shall consist, to the extent that the defendants 
shall have the legal right to furnish the same, of drawings and 
specifications of the materials and parts comprising such equip- 
ment,and drawings and specifications covering the assembly, 
Wiring and acceptance test requiresents of such equipment. 

(C) The defendants are hereby enjoined and restrained 
from including in any agreement, under which technical infarm- 
tien is furnished pursuant to this Judgment, any restriction or 
condition whatseever limiting the exercize of the rights thereby 
granted to use such information, except that the right to use 
such infermatien may be persenal and non-transferable and may 
be conditioned on (1) payment of a reasonable royalty-er charge ‘/*’’ 
which shall be non-discriminatory as between recipients of such 
information pursuant to applieatien made hereunder, other than 
Gefendants' assceiated companies, (2) the performance of reason- 
able provisions require the applicant to keep records, submit 
reyalty statements, keep such teehnical information confidential, 
and use sueh technical informatien only in its manufacturing 





operations in the United States, and providing for periodic 
inspectien of the books and reeords of the licensee by an 
independent auditor or any person acceptable to the applicant, 











4316 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


(3) the furnishing by an applicant to Western, upon reasonable 
tems, of its own technical infermation of the eharacter and 
seepe of that furnished by Western respecting equipments for 
which the applicant has licensed defendants pursuant to 
Section IV of this Judgment, and (4) such other restrictions 
ané cenditions as this Court shall appreve upon application by 
the defendants and notice to the Atterney General. 

Defendants' obligation to furnish technical infor- 
mation in any case shall be subject te such restrictions as 
may be imposed at any time by any department or ageney of the 
Goverment fer reasons of national security. 

(BR) Defendants shall net be deemed, in connection 
with the furnishing of technical satuaahien quem to this 
Judgment, to have given any warrenty against infringement of 
patents of others, or.any warranty of suecess in connection with 
the use of such informatien by the applicant. 

(z) Im the event of disagreement as to the amount 
of reyalty er charge payable under this Section VI or any other 
matter relating to the furnishing of technical information here- 
under, the matter may be determined in the manner set ferth in 
paragraph (B) of Seetion IV of this Judgment. 

Vi / 

The defendants are hereby enjoined and restrained from 
acquiring, directly or indirectly, any company engaged in the 
marufacture, distribution or sale of equipment useful in fur- 
nishing commen carrier communications services, either by 
acquisition of securities thereof or by acquisition of its 


assets. 
Mething in this Sectien VII shell be construed to 


prenibit : 


10. 


piprr 
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(a) acquisition by either defendant of all or part 
of the securities or assets of its subsidiaries; 

(») formation of subsidiaries by either defendant 
and the transfer thereto of assets of either or of other 
subsidiaries of either; 

(e) application to this Court, upon notice to the 
Attorney General, for permission to acquire the securities or 
assets of a company engaged in such manufacture, distribution 
or sale, which aay be granted upon a showing that the effect 
of such acquisition will not be substantially te lessen con- 
petition or to tend to create a monopoly. 


vrrI. 

The defendants are hereby enjoined and restrained 
from commending, and after five (5) years frem the date of 
this Judgment frem centiming, to manufacture any equipment 
which is of a type not seld or intended to be sold\by-tt, either 
to Companies of the Bell System, for use in furnishing common 
earrier commmications servies, or te the plaintiff, or te the 
plaintiff's prime er sub-contractors for the perfermanse ef 
mish samara oes mete ORNS SOHNE IMR EID 
enataot: cau jaedah i of 0 type eo cold ov intended 
le no 658d). gunetted, haven, stat sete: Senntanebethaumannte 
to seund recording, repreducing or theatre equipment manufactured 
by Westrez or its subsidiaries, or te printing plant equipment 
marmfaetured by Teletypesetter Corporation. 


mx, 

Any equipment manufactured by Western that is used by 
AT&T or any Bell Qpewating Company in furnishing & ecumen 
earrier communications service, other than telephone service, 
akall be golé at nom-discriminatery prices to any person 


ll. 
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lawfully engaged in furnishing such a service in competition 


with them, for use by such person in furnishing such competi- 


tive service. 


x. 

The defendants are hereby enjoined and restrained 
from making or performing any contract or agreement with any 
of the Bell Operating Companies to limit, restrain or prevent 
the Bell Operating Companies from disposing of any equipment 
acquired from the defendants or to require them to sell or 
otherwise dispose of scrap material to or through defendants 
or their subsidiaries. 


xI. 

The defendants are hereby enjoined and restrained 
from making or performing any contract or agreement with any 
person whereby either defendant will have any right in any 
territory to act as distributor of any equipment manufactured 
or selé by such persen, or whereby such person will have any 
exclusive right in any queh territory to act as distributor 
of any equipment manufactured or sold by either defendant, 
provided however, that this Section shall not prevent the 
defendants from acting as distributors of any equipment to 
the defendants' associated sempanies or to the United States 
Goverment, or prevent Westrex Corperation and its subsidiaries 
from acting as distributor eutside the United States, nor shall 
this Seetien be deemed to prevent the defendants from disposing 
in any channels of trade of any equipment originelly acquired 
for sale to defendants' associated companies or to the United 
States Government. 


12. 
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XII. 

The defendants are hereby enjoined and restrained 
from making, performing or enforcing any contract or agree- 
ment with any purchaser to limit, fix or centro] the prices 
te be charged by such purchaser on the resale of any product. 


xIII. 

The defendant A T & T is hereby enjoined and re- 
strained from exacting from the defendant Western any payment 
of patent royalty in respect of the manufacture and scale of 
equipment by Western te the Bell Operating Companies. 


xiv. 

The defendants are hereby enjoined and restrained 
from engaging, directly or indirectly, in the message telegren 
business. The defendants are ordered and directed to make 
ee DORAL Le prevision for the leasing, to common carriers en- 
gaged in the message telegren business, of circuits for use in 
that busihess. 


xv. 

Por the purpose of securing compliance with this 
Judgment, duly authorised representatives of the Department 
of Justice shall, upon written request of the Attermey General, 
or the Assistant Attorney General in charge of the Antitrust 
Division, and on reasonable notice to the prinsipal office of 
either defendant, be permitted (1) reasonable access during 
the offiee hours of said defendant to all books, ledgers, 
accounts, correspondence, memoranda and other records and 
documents in the possession or under the control of said de- 





fenéant relating to any matters contained in this Judgment; 
and (2) subject to the reasonable convenience of said defendant 
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and without restraint or interference from it, to interview 
officers or employees of said defendant, who may have counse) 
present, regarding such matters,and upon request said defend- 
ants shall submit such written reports as might from time to 
time be reasonably necessary to the enforcement of this Judg- 
ment. No information obtained by the means provided in this 
Section XV shall be divulged by any representative of the De- 
partment of Justice to any person other than a duly authorised 
representative of such Department, except in the course of 
legal proceedings in which the United States is a party for 
the purpose of securing compliance with this Judgment, or as 


otherwise required by law. 


XVI. 

Jurisdiction is retained for the purpose of enabling 
any of the parties to this Judgment to apply to this Court at 
any time for such further orders and directions as may be 
necessary or appropriate for the construction or carrying out 
of this Judgment, or the modification or termination of any of 
the provisions thereof or for the enforcement of compliance 


therewith or for the punishment of violations thereof. 


Jurisdiction ia further retained for the purpose of 
enabling the plaintiff to apply to this Court at any time, 
without the necessity of showing any change in circumstances, 
for judgment requiring sales at non-discriminatory prices of 
any telephone equipment manufactured by Western to telephone 
companies other than Companies of the Bel) System, or pronivit- 
ing or limiting sales of such equipment to such telephone 


companies 
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RIDER A 

(m) “Telephone shall mean an instrument for the 
tranemission and reception of speech by transformation of 
sound waves into electrical currents or waves and their re- 
conversion into sound waves, and is used broadly to designate 
anything connected with the electrical transmission of speech. 

(n) ‘Telephone apparatus’ shall mean the telephone 
instrument and the associated cabinets, coils, condensers, 
bells, and protectors. 

(0) “Telephone equipment" shall mean the switching 
Gevices which enable any telephone to be connected electrically 
with any other telephone, including protecting devices, genere- 
tors, transformers and converters of electric currents for 
telephone use, and the devices used for terminating and 
connecting together the wires used to carry electrical currents 
between telephone instruments. Unless otherwise specifically 
indicated by the context of this Judgment, however, the term 
‘telephone equipment’ shall be used »roadly to include tele- 
phones, telephone apparatus, telephone equipment, telephone 
materials and telephone supplies, as herein defined. 

(p) “Telephone materials” shall mean all materials 
and manufactured products, other than telephone apparetus and 
equipment, which constitute the means of transmitting electrical 
currents between telephones, such as poles, crossarmas, insula- 
tors, cables, wires, and conduits. 

(q) “Telephone supplies shall mean items in common 
use in business and industry which are required by telephone 
companies in the conduct of their business. 

(r) “Telephone service shall mean the functions per- 
formed in supplying telephone apparatus, equipment, materials and 
supplies for public use, in making the connections between tele- 
phones desired oy the users, and in carrying on related activities. 

(8) “Message telegram business” shell mean (definition 


to be added) 
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Draft of December 17, 1955 


UNITED STATES OF AMERICA, 
Plairtire, 
v. Civil Action 
Wo. 17-49 
WESTERM ELECTRIC COMPARY, 
THCORPORATED, and AMERICAN 
TELEPHONE AMD TFLAGRAPH 
COMPANY, 


Defendants. 


FPIMAL JUDGMENT 


Plaintiff, United States of Americe, having filed 
ite eemplaint herein on January 14, 1989; the ¢efendants 
having appeared and filed their anewer to such somplaint de- 
nying the substantive allegations thereef; and the parties, 
by their attorneys, having severelly consented to the entry 
of this Final Judgment without trie) or adjudication of any 
iseves of fact or law herein and without this Pinal Judgment MidA 
constituting any evidence or admicaion by any party in re- \ 
spect of any such issues; } 
WOW, THEREPORS. tefere any testimony hes been taken 
herein, aré without trial or adjudication of any iasue of fact 
or lew herein, and upon the cement of 21] parties hereto, it 
is hereby 
ORDERED, ADJUDGED AMD DECREED AS POLLOWS: 


I. 

This Ceurt has jurisdietion of the subject matter 
herein and ef all the parties hereto. The cemplaint states 
@ cauee of action egainst eneh of the defendants under 
Sections 1, 2 and 3 of the Act of Congress ef July 2, 169, 
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emtitles “Am Act te Protect Trade and Commerce Agiizst Galawful 
Restraints and Nonepelies,” cammonly know ao tee Sherman Act, 
ee te 


im. 

Yor the purposes ef this Judgacat: 

(nm) “Western” shall mean the defendant Western 
Zleetric Coapany, Incerporuted. 

() “A TG?" shall mean the defendant American 
Telepnene and Telegraph Ceupany. 

(0) “Bell Operating Guapanios” shall mean the 88 

We sorpeyations listed in Appendix A te tae Gefentants' anewer 
a ‘ee the complaint herein, any other mmeidiaries of the éefent- 
ple © cane, equals in Seambaing cute canine. eutauiasaiasan. sare 
viees, and the respective supsigiaries ef aut suscessors te 
eneh of the foregoing. 
(@) “Companies ef the Bell System” ene)l scan A Tf & f, 
Western, their subsidiaries, end the Bell Gpeveting Coupanies. 
(e) “Patents” shell mean Grived States letters patent. 
(tf) "Bell Systes patertea™ shal) mean patents owned 
by either of the Gefendanta or-eny of their subsidiaries or p.}¢uJ- 
under waich and te the extent te whieh any of then any have the 
wight te grent licenses, ineluding patente on inventions unde 
Dy employees ef éefendants and their subsidiaries empleyed te de 
research development er other inventive werk in the course of 
\ their employment after the date 6f Skis Judguent. 

(g) “Lieenme” ahall mean nen-quelusive rights wwer 
ene or more specified natentse er 211 patente uster witieh tre 
grantor otm1) heve tne right te grant a license, to mike, have 
made, wee, maintain, lease and seil one er mere specified 


bro, ut 


My Ad ° 
\ 
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equipments, to make, heve made, use and mintain machines, 

teole and materials for making, Ceveloping and mnintaining 

such equipments, and to prectice methods and processes involved 
in making, Gevelopirg, maintaining and operating, such equipments; 
but, in any case, a licerse my ceorsist of only one or more of 
the foregoing rights if the grantee of such license so requests. 

(h) “Squipment ehell msan epparetus, systems, 
materials, supplies, machines, teols and any ether product. 

(1) “Commen carrier communications services shal] sean 
communications services the ohnvges for whieh are sub ject te public 
regulation wider the Coummiecstions Ast of 193% or other existing 
or future federal or state laws. ; 

(j) A “eweidiary” is e company (the-sajertey—of-wsse 
ateck entitles se-vete-for the VITICN of SIME 1s cont rolled 
by the parent company either éirestiy or indirectly, ané shall 
be deemed te be a mibeidiary when and only se lormg 8s such contro) 
we) BL 

(x) ‘Associated companies” shall mean, a6 to defend- 
ante, the eompanies ef the Bell Syetem, and as to any applicant, 
ite subsidiaries. 

(i) “Pergen” means any individval, partnership, cor- 
poration, seseciation, fim, trustee or other legal entity. 

(em) “Telepheme” ofall aean an instrvment for the 
tramemigeion and receptien of speech by transfermtion of sound 
waves into electrical currents er waves and their revonversion 
inte sound waves, and is used broadly to designate anything 
commected with the electrics] tranemission of speech. 

(n) “Telephene apparatus” shall mean the telephone 
instrument and the sesociated cabinets, coils, sondermers, 
bells, and pretecters. 
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(oc) ‘Telephone equipment” shall mean the switching 
deviees which enable any telephone to be semnmected electrically 
with any other telephone, including protecting devices, genera- 
tors, transforsers ané converters of electric currents for 
telephone use, amd the devisees used for terminating and 
commecting tegether the wires used to scarry electrical surrents 
vetween telephene instruments. Unless otherwise spesifically 
indieated vy the eontext of this Judgment, however, the term 

telephone equipment shall ve used breadly to inslude tele- 
phones, telephone apparatus, telephone equipaent, telephone 
materials and telephone supplies, as herein defined. 

(p) “Telephone materials shall mean all materials 
and manufactured products, other than telephone apparatus and 
equipment, which constitute the means of trangmitting electrical 
currents between telephones, such as poles, sroesarms, ineuls- 
tere, towers, cables, wires, weve guides. and conduits. 

(qe) Telephome supplies shall mean items in common 
uae in business and industry whieh are requireé by telephone 
companies in the condust of their business. 

(r) Telephone service shall sean the functions per- 
formed in supplying telephone apparatus, equipment, usterials 
and supplies for public use, in making the connections between 
telephones desired by the users, and in carrying om related 
activities. 

(3) Mesenge telegram service’ shall mean the 
electrical tyanemiesion of a meseage presented te 2 carrier 
in written fore or, if presented erally, reduced te written 
ferm by the carrier ané delivered by the carrier te the 
hd wees tin written ferm or, if orally, by a reading ef the 
written message by uit cities. 
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(¢) “weetrez” shall mean ~estres Cerperetion and 
“Teletypesetter stall mean Teletypesetter Corporation, beth 
Delaware cerporatians. 


Iii. 

The provisions of this Judgment, applicable to any 
Gefenéant, shall be binding upen said defendant, its officers, 
agents, servants, empleyees, and atternsys, and woon those 
pereerms in active contert er participetion with said defendant 
whe reesive actual netice ef this Judguent by perecmmi service 
er etherwise. 


Iv. 

(A) The defendants are ordered and directed te 
grant er cause te be granted at reasembile royalties licenses 
under amy er 41) existing and future Bell System patents te 
any epplieant who eiei) make written application therefer at 
enmy time or frem time to time; but upen cendition that the 
applicant shell grent te defendants at reasenable reyaltics 
licenses for such equipmests ueeful in furnishing common 
carrier compmisations services, end sush menines, tools and 
materials weful in manufacturing or operating any gush equip- 
mente, «8 Gefendants may then specify in writing, under exist- 
img enc future patents under which, and te the extent te which, 
the applicent or its subsidiaries my have the right te grant 
lieerses. Except with the cersent of the grenter of any 
lisempe hereunder, ne sush lieense simll be under patents on 
inventions wade mere than five (5) years efter the date of the 
application to defendants hereunger, dut it is understeed that 
the applicant may aake suscessive applications fer licenses. 
Baeh grent ef a lieerse hereunder shal) be fer the wexpi red 
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terme of the patents under which such license ig granted. or 
for such leseer period as the grantee shall eleet, and shal) 
ineluée the right to sublicense the grentee's associated com- 
panies for so lcng as they remain associated companies. 

(B) Upon receipt of a written request for a license 
un@er the provisions of this Section, the defendant to whom 
eueh request is addressed shall advise the applicant in writing 
of the royalty which it @egme reasonable therefor, and also of 
gueh licenses as defendants may specify under paragreph (A) of 
this Section. If the parties are unebie to agree upon reeson- 
abie royalties or any other provisions respecting licenses 
requested hervunder cy the applicant or by defendants within 
ninety (%) days from the date the applicant's request for @ 
license is received by sueh defendant, the appiicant aay forth- 
with apply to this Court for the determination -f reasonavie 
royalties and any cther issues in Gispute, and such defendant 
ehelil upon receipt of notice of the fi.ing of such application 
to this Court, promptly give notice thereof to the Attorney 
Generel]. In any sueh proeeeding the Lurden of proof shall ce 
on such defendant to establish the reasonableness of royalties 
or other provisions requested uy it and on the applicant to 
establish the reasonauleness of royalties or other provisions 
requested wy the spylicant. Perding final éetermiration 
of the foregoing, the applicant or eaid defendant my 
apply to this Court te fin interim royalty rates and other 
interim terme and corditions. If thie Court fixes such 
interim retes, terme and conditions, such defendant sra)) 
then ten@er and the appiicent may then accept an agreement 
under which iilcengee shail ve granteé, in accordance with such 
interim deterainetion, vuroviding for the veriodic sayment of 


raya ties at such interim rates for eny amnufacture, use, or 








4398 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


male fram the date of the filing of the original spplisation 
te this Court. If the applicant fails to accept such license 
egreement or fails te pay the interim rogalties in ascoriance 
therewith sueh action shall be grounds for the diamiasal ef his 
application and his rights under this Seetion shall terminate. 
(C) ‘The defendants are hereby enjoined and restrained 
from ineluding in ary lieenmse granted by then any restriction 
or condition whatecever limiting the exercise of the rignts 
grented thereby to the licensee pursuant to this Judgeet, 
except that the license may be personal and non-trensferadle 
amd may be conditioned on (1) payment of a reasonable royalty 
which shall be non-discriminatory as between licensees whose 
licempes are gremted subsequent to the date of this Judgeent, 
other then defendants' assceiated campanies, but the royalty 
provisions of screements under whieh licenses are exchanged 
end royalties are adjusted or eliminated to reflect a bona fide 
estimate of the values cf such licenses shall not be deemed to 
discriminate between licensees, ner shall the compromise of 
Claims for accrued royalty be deemed to be discriminatory, (2) 
subjection, to any grant of lisenses and rights by epplisant to 
the defendants, of patents of any cempany of which spplieant is 
a subsidiary end subsidiaries of eny sush company end of patente 
on inventions made in the course cf their employment, after the 
effeetive date of the license agreement, by employees of any 
such campany, applicant or any of ite subsidiaries emplcyed to 
40 research, development or cther inventive work, and (3) sueh 
other restrictions and conditians as this Court shall approve 
upon epplication by the defendants and notice to the Attorney 
General. If the applicant ghall se request, any agreement in 
wnieh lisenses are exchanged between applicant and defendants 
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ehall fin a reasemable regeity fer each license rether than 
providing fer the adjustment er elimination ef reyeitics. 

(B) Bach license agreement executed pursuant te this 
Section XV enn}. contain, “40 clthed Steamer ob Vegitite, ie 
semable previsions requiring the lisensee te keep reseords, 
ovtait reyalty statements and give epprepriate license 
netiees, and fer periedic inapestion ef the seeks and records 
of the licensee by an independent auditer er any persen 
scoeptable te the licenses. 

(2) teen lieense agreement executed purewnt te this 
Sectien IV ahall previde 

(1) Treat the applicant aay cance] any license 
granted te it and ite asseciated eempenies witer such agree- 
ment for any specified equipment er equipments by written 
netiece te the lisenser whieh shell terminate the ebligestien te 
pay reyelty wader the license agreement with respect te any 
such equipment net aamfactured, sold, leased or put inte use 
under sweh license prier te such netice,and 

(2) Tat each lieensce my at any time surrender 
ite lieenpe wnder amy specified patent er patents identified 
by maber and Gate of issuance by written netice te the licenser 
whieh shall tensinate the obligation te pay reyelty under the 
lieernge agreement with respest te any equipment net mamfactured, 
eeld, leased er put inte vee wader such license prier te sush 
netice, ag te waieh royalty would otherwise be payable solely 
peeause ef sueh patent er patents. If any licensee shall se 
request, such license agreement shall also previde that upen 
sush surrender the reyelty retes payable by the licensee shal! 
ve renegetiated, if the licensee shell demend such renegotiation 
vy written netice to the licenser, and if there is a material 
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4ifferenes between the reasemnble velue ef the lisensen x rented 
te euch licensee, including the patente affected by eveh surren- 
Ger, cad the reneceable value of sush liernees without sxch 
patents, thon such mates eal] be redused by an exmat repre- 
Genting gush Gifferencse. In event of disagreensnt vhether « 
re@ustion eheuld be allewed er the saount thereef, the mtter 
may be determine’ in the memmer set forth in Peragragh (B) of 
Sestian IV ef this Judguent. 

(7) Maehk licensee of either éefentant weter « license 
egrecurnt ia effect at the Gate of this Judgment my cance) any 
lieemees granted te it and its asscciated cempanics under such 
egreement by written netice te defendants whieh s¥a)l termi neste 
the ebligntien te pay realty under the license agreement with 
Feapest te say egeipment net mamefactured, 2014, leased or put 
imee wpe uxter mew, lisence priser te mesh notice. 

(@) The écfendents are hereby enjoined and restrained, 
eneapt more the Court ween sepliestien By the éefendsnts sat 
metiae te tke Attermey Genera) simll find goed eause therefer, 
fvem divectiy er indireetiy: 

(2) neqetiring any license, gremt of imamity or 
Gimilar right uréer psaterte wilees sush liscnse, grant of 
ismerity er Gimiiaw right ohell be mem-cmslusive; 

(2) ¢ispezing of any patents, or rights therevnder, 
Se a6 to éGeprive than of the pawsr te gremt er esuse te be 
granted licenses as required witer this Section TV uloss it 
be a cem@itien of sueh digpenitiion thet tas tram feree shml) 
eheerve the provisions ef tnis Sestian IV with rempect 02 the 
patente and rights se cequired and ahall file with this Court, 
peter te meek dispeaition,an undertaking te this effert; 
provided, henever, tmat this eubesetien (6)(2) abel) ast ve 
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Geemed te apply te (a) any transfer of patents or rights 
thereunder te the United States doverrment or any agency 
thereof, er (b) a disclaimer, or 4 concession or other crent 
in interference proceedings ; ee 

(3) gremting or receiving any right to grunt sub- 
licenses unger patents except to the grantee's associated can- 
panies for #0 leng se they remain associated companies sor 

(4) agreeing that any perty to 4 vatent liceree 
agrvement ghall] have the right to sue for infringemert of patents 
of any other party. 


Vv. 

The defercantesa are ordered anc directed, upon written 
request of any persen, to furnish to such person e list, cre- 
pared as of Jaramry 1 of the year in which the request is mede, 
of unexpired patente owed by defendants ard their subsidiaries, 
iGertifiec with the classification of the United States Futent 
Office on the Gate of is@ue of such sutente. 


vI. 

The defendants ant their susidiaries sre heresy en- 
joined and restrained from acquiring title to any patent omed 
or cantrolled Ly eny person or corportion oter than commnies 
of the Beil System, except where the “ourt, -von application .; 
the éefendanta end notice to the ‘ttorney Generwl, siwil find 
that otherwise the defendants coulc not % tain rights to use 
the inventien of the jeternt or the only ‘eras upon which cefend- 
ants could ovtain non-exclusive licerees under saie patent are 
unreasormable, provided that nothing tn this Section VI siel) : 
censtrued to prehipit the scquisitior of patents on inventions 


of employees of companies of tne icll “ystem or on inventiors 
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mage ty ether persons or corporutions pursuant to any research 
or Gevelopment contract with any company of the Bell System. 


vit. 

(A) The defendante are ordered and directec, upon 
written application ot any time ané from tise to time withir 
3 ive from Cate of this nt?, 
to furnish to any person domiciled in the United States and 
net controlled Ly foreign interests, licensec >ursuant to 
Seetion IV ef this Judgement under peterts of eitivr of the 
Geferdants, technical informtion relating to equipment 
specifies in sueh application, to the extent ané upen the 
terms hereinafter set forth. 

(8B) The technical infermstion so to te furnished 
@hali te infosmation relating to equijment mmvfactured by 
Western for sale to Bell O.ersting Compenies or A T & T for 
whieh the epplicant is licensed pursuant to Yectian IV of 
this Judgment ty defendants, and srmill consist, to the extent 
that the defendants shall heve the lege) right to furnish the 
same, cf manufacturing drewings and specifications of the 
materials and parte comprising such equipment, anc mamfac- 
turing drewings and specifications covering the assem ly, 
wiring and acceptance test requirements of such equipment. 

(C) The éefendants are herevy enjoined and restrainec 
from including in any agreement, under which technical infor- 
mation is furnished pursuant to this Judgment, any restriction 





Te defendants will consent to the elimination of the uncer- 
scored words if the longunge of Section VII(C)(1) remains 
applicadle to a1] teenhnical information furnished pursuant 
te this Judgment. 


i) 
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er eendition whatsecever limiting the exersise of the rights 
thereby grented te use sush informtion, except that the right 
te use such information my be persem) and nen-transferebie 
and may be conditiened en (1) payment ef a reassemble charge 
or eharges which ehall be non-diserininatery as between 
recipients of gueh infermetion purguaart te epplisation mde 
hereunder, other than Gefendants' associated companies, (2) 
the furnishing by en applicant te Western, upen reasonedle 
terms, of ite own technical informtion of the character and 
seope of that furnished by Western reepecting equipments for 
whieh the applicant mas licensed ceferndants purswent te 
feetien IV of this Judgeent, and (3) such ether restrictions 
and conditions as this Court ahall approve upen application 
by the defendants and notice to the Atterney Generel. 

Defendants’ obligatien te furnish technical infer- 
mation in amy case shall be subd jeet to such restrictians zs 
may be impesed at any time by any depertment or agency of the 
Gevermment fer reasenms ef reatieml security. 

(D) Seek agreement wader which teelmica)] infermtio 
is furnished purewant te this Judgment shall centain, if the 
party furnishing such information shall se request, reaseradle 
previsions requiring the reeipient ef euch information te keep 
records, submit statements respecting charges, keep sueh 
technical information cenfidential, ané use evueh teshnicn) 
infermtien enly fer mmufacture purevant te the license 
granted te the recipient of gueh information, wiler Section IV 
ef this Judgeent, and providing fer pericdic inspection ef the 
veces and reeerés of such reeipient by an indepengent auditer 
or ary perweon aceeptadle te sush recipient. 

(—) Defendamte ctnll not be deemed, in connection 
with the furnishing of techmieal information pursuant te this 
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Judgnent, te have given any warranty agninst infringement of 
patents ef ethers, or any warrenty of suceese in cemmection 
with the use ef such infermetion by the applicant. 

(?) In the event ef disagreement as te the emowt 
ef vepehay er charge: payable under this Sestion VII or any 
other mtter relating te the furnishing ef testmica) inferm- 
tien hereunder, the mtter may be determined in the manner 
eet ferth in paregreph (8) of Section IV of this Judgnent. 


virI. 

The Gefendants and their eveeidisries are hereby 
enjoined and restrained from scquiring any cempany erqaged 
in the manufacture, distridutien er sale ef equipment veeful 
in fvreishing cemmen carrier commmications services, either 
by sequisitien ef seevritiss therecf er by acquisition ef its 
aspeta. 

Mething in thie Section VITI shall be censtrued to 
promibit: 

(a) seqeisition by either defendant ef all or part 
ef the seevrities er assets of ite subaidiarics; 

(0) fewmmtion ef subsidiaries by either defendant 
ané the trensfer therete of ascets of either or of other 
evbeidiaries ef either; 

(s) application te this court, upen notice te the 
Atterney Generel, fer permission te acquire the sesurities er 
aasets ef a company engaged in eveh manufacture, distri>utian 
er wale, whieh may be granted upon 2 chewing that the effect 
ef eveh soquisitien will net be substentially te leesen can- 
petition or te tem te ereste a menepoly. 

mn, 

The Gefendants and their subsidiaries are herevy 

enjeined and restrained frem commensing, and after five (5) 


13. 
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yeare fram the date of this Judgment from continuing, to 
mamufacture fer sale any equigmert whieh is ef a type net 
eold or intended te be sold cither te Campamies of the Bell 
System, for use in furnishing ccumen carrier eammmications 
services, or te the plaintiff, or to the plaintiff's prime 
er Gub-contrasters fer the performance of such soutrest or 
svb-ecntrest, exeept equipment weed in the manufacture (cr 
in experimentation, development, or research loeking toward 
the mamefeeture) ef equipment whieh is of a type se s0l4 er 
intended te be seld; provided, however, that this Section 
shall not epply to sewsd reserding, reproducing or theatre 
equigment mawufnetured by Westrex or its subsidiaries, to 
printing plant equigment manufactured vy Teletypesetter, or 
te by-produsts of reclamation of scrap. 


5. 

The éefundaents are hereby enjoined end restrained 
frem making or performing any centrect er agreement with any 
ef the Bell Gperating Companies te limit, restrain or prevent 
‘h@ Bell Operating Companies fram disposing of any equipment 
acquired from the defendants or te require them to sell or 
otherwise dispese ef ecrep material to er through defendants 
or their subsidiaries. 


xr, 

(A) The defendants are hereby enicined and restrained 
fren making, performing or enforcing ay contracts or agreements 
under whieh fielés cf marufacture, sale er distribution of ony 
equigment are divided with others, provided that, sub jest o 
ether provisions of this Judgumt, gn exehange of non-exslusive 
lieenses amd rights under patents between the defendants and 
others shall net be deemed to divide fields cf sanifacture, 
sale or distribution of equipment. 


26086 O—)8——pt. 2. vol. 3 ao 


1a. 








& 
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(8) ‘The defendants are heredy enjoined and re- 
strained from performing or enforcing any term or provision 
ef any contreet or agreement, executed by either of them prior 
to the Gate of this Judgment, that (1) aakes exclusive any 
licenses or ether vighte under patents, or (2) grants to one 
party the right te sue for infringement of the patents of 
ancther party. 

(C) Tre defendants are hereby enjoined and re- 
etreined from enforcing any restriction er sondition on any 
lieensges or other rights under patents grantes vy either of 
them prior to the date of this Judgment, that (1) imposes 
maximum quantity or gollar limitatiens, or (2) restricts 
anles to éesignated customers (except where sales are limited 
to eubeidiariocs or the United States Goverment), or (3) re- 
stricte the priee at whieh licensed equipment may be sold. 


/ yawt ree pra dhyes 3 ee ee 
. fj 


f j xt. 

v The defendants and their subsidiaries are heredy 
enjeineé ané restreined frem making or performing any eon- 
treet or agreement with any person whereby either defendant 
or ite subsidiaries will have any right in any territory to 
ast *6 distributor of any equipment manmifactured or #016 dy 
aveR person, or wherety such person will nave any cxciugive 
right in any territery to act as distributor of any equipment 
mamufactured or 8016 vy either defendant or its sussidiaries 
provided nowever, that this Seetica shall net prevent the de- 
fondamte or their eubsidiaries from acting as) distributors 
of any equipment to the defendante' associated companies or 
te the Uited States Goverment, or prevent Westrex and its 
eupsidiaries from acting as disteibuter to sound recording 
studios or cutsids the United States, nor shall this Section 
be Geamed te prevent the disposition in any channels of trede 


Cc 
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ef any equipment originally sequired fer sale te defendants’ 
essesicted companies er te the United States Goverment. 


xIXI. 

The defendants and their eubsidiaries are hereby 
enjeined ané restrained frem making, perferming or enforcing 
any sontrast or agreement with any independent telephene 
eperating campeny under which sueh company is required te 
buy amy equipment fren them (but this shell net apply te any 
apesifie purchase oréer), or with any purchaser te limit, fix 
er eentre) the prices te be charged by such purchaser on the 
resale ef any preduct. 


xIVv. 

The éefendant A T & T is hereby enjeined and re- 
strained frem receiving frem the éefendant Western any paynent 
ef patent reyaity in respect ef the manufacture and sale of 
equipment by Western te the Bell Operating Companicos. 


xv. 
Tne éefendante ané their subsidiaries are hereby 


enjeined ané restrained frem furnishing message telegren 
service. 


xvi. 

Per the purpese of sesuring compliance with this 
Jedgnent, Guly euthorised representatives ef the Department 
of Justice eimll, upen written request ef the Atteormey General, 
or the Assistant Atterney General in charge of the Antitrust 
Divisien, and em reasomable netice te the principel effice of 
eitner éefendant, be permitted (1) reasermble sccess during 
the effice heures ef said éefendant to all bosks, ledgers, 
accounts, cerrespendence, memoranda and other records and 


16. 
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Geewments in the possession er under the centre] of said ée- 
fendant relating te any matters contained in this Judgnent; 
end (2) subject te the reassemble convenience ef said éefendant 
and witheut restreint er interference frem it, te interview 
effieers er employees of anid defendant, whe my lave counse) 
present, regarding sush mtters, and upen request enid éefend- 
ante shall eubait such vritten reports as might frem tine te 
time be reassesmbily necessary te the enforcement ef this Judg- 
ment. Me infermation ebteined by the means previded in this 
Section XVI ehall be divulged by any representative ef the 
Department ef Justice te any persen other than a Guly authorised 
represemtative ef such Departuent, except in the course of 
legal preeeedings in whieh the United States is a party for 
the purpose of securing cemplianse with this Judguent, or as 
otherwise required by lew. 


Xvit. 

Juriséietion is retained fer the purpese ef enabling 
any of the parties to this Judgment te apply te this Court at 
any time for such further erdgers and Girections as may be 
necessary or appropriate for the censtrustion or carrying out 
of this Judgment, er the modification er termination of any 
of the provisions thereof or for the ernferecement ef camp) iance 
therewith er for the punisheent of vielations thereef. 

fvrisdiction is further retained fer the purpose of 
emabling the plaintiff te apply te this Court at any tine, 
without the necessity of shewing any change ‘n circumstances, 
for Judgnent : 

(a) requiring sales at nen-discrimimtery prices 
of ary telepheme equipment wmazufactured by Western er its gub- 
aiéiaries te independent telephone operating companies, or 
prehibiting or limiting enles ef such equipment te such con- 
panies: er 


37. 
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(>) requiring that eny equipment manufactured by 
Weetern or ite subsidiaries that is used Ly 4 fT & T or any 
Bell Operating “ompany in CUnenaeE, « 7 ioe commAl~ / 
oatiors service, other than eotegheneamniiet, shall ve sald 4 (44 ys 
at neon-<“lecrisinatory prices te any persemn lawfully encagec 
in furnishing such s servies in semmetitian with them, for 
use ty such persen in furmishing such competitive service; or 

(ec) prehibiting the defencant A T & T or its 
@2sidiaries engaged in Muanishing cagmon cerrier commmicsa- 
tions services from engaging in or carrying on any specified 
cupiness other than the furnishing ef common earrier eommuni- 
cautions services. 
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Draft of December 19, 19> 


-_-2o-f oe @w# wwe eee ee ee ee we @ 
UNITED STAT OF AASRICA, 
Plai:tifr, 


Ve : Civil Aetion 
Wo, 17-49 


FINAL JUDGMENT 


Plaintiff, United States of America, having filed 
ite complaint nerein on January 14, 19%9, the defendants 
having appeared and fileé their enawer to such complaint ¢ée- 
nying the substantive sllegstions thereof; and the parties, 
oy their atterneys, having severelly consented to the entry 
of this Pinal Judgment without trial or adjudication of any 
iseues of fect or lew herein and without this Final Judgaent 
constituting eny evidence or admission by any party in re- 
speet of any such issues; 

WOW, THEREFORE, before any testineny has been taxen 
herein, ené without trial or edjudication of any issue of fact 
or law nerein, and upen the consent of 4011 parties hereto, it 
ie nereby 


ORDERED, ADJUDGED AMD DECRELD AX POLL OHS 


I. 

This Court has jurisdiction of the subject matter 
herein and of a1] the parties hereto. The ecmplaint states 
@ eause Of action ageinst eseh of the defendants urder 
Sections 1, 2 and 3 of the Ast of Congrese of July 2, 13), 
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entitled An Aet ta Protect Trade and ccamersve Against Unlawful 
Restreints ami Monopolies, ccammenly known as the Sherman Act, 
as amendes. 
II. 

For the purposes of this Judgment: 

(a) Western shell mean the defendant vestem 
Sleetric Company, Incorporeted., 

(db) a T&T shell mean the defendant American 
Telephone and Telegraph Company. 

(¢) Bell Operating Companies shell mean the 22 
corporations listed in Appendix A ettached te this Judgment, 
any other subsidiaries of the defendants engaged in furnishing 
cqmmuen carrier communications services, and the respective 
subsidiaries of and successors to eech of the feregoing. 

(4) Companies of the Bell System shall mean 4 T & T, 
Kestern, their sulsidiarice, and the Bell O, erating Companies. 

(e) westrex shel) mean Westrex Corporation and 
Teletypesetter anal] mean Teletypesetter Corporation, »oth 
Delaware corporations, 

(ft) Patents shall mean Mited States letters patent. 

(g) Bell System patente shell asan patents owned 
uy either of the defendants or any of their suceidiaries, in- 
luding patents on inventions sade vy employees cof defendants 
ané tieir subteidiaries employed to do research, development or 
other inventive work in the course of their employment after the 
Gate of this Judgment, end ehall include vcatents of others under 
which and to the extent to which the defendants or any of their 
susidiaries wy reve the right to grent licenses. 

(h) Liecnee shall mean nen-emclusive rights under 
one or more specified patente er all netents under which the 
erentor shell heave the right to «rant & licenge, to mpke, ve 


mce, u@e, mmaintair, iease ane sell one or more spectfterc Ve 
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equipments, te make, have asde, use sag maintein machines, 
teols and materials for making, Geveloping and maintaining 
such equipments, and te preetice methods and processes involved 
in making, Geveleping, maintaining and operating sush equip- 
ments; but, in any case, a license any censist ef enly one or 
more of the feregoing rights if the grentee ef such license 

se requests. 

(1) “Squigment” ehall mean apparetus, systems, 
materials, supplies, mechines, tecols and any other preguct. 

J (3) "“Cammen carrier communications servieet éhél) 
mean eqmmnications services, other than message telegras 
service, the charges for whieh are subject to public regule- 
tien under the Communications set bal 19¥, or any amendment 
thereof, or would be subjeet te regulation thereunder if such 
@ service were furnished in interstate cammerve, and; in any 
state, territery, or the Distriet of columbia, jana] alse in- 

ral : ' sg ‘ene any communications service the charges for whieh are 
( 0” ements gine hee ene <6 Chins tan. 

(x) “Aseceiates companies” ofall mean, as te defend- 
ants, the cempanies of the Bell System, and as te any applicant, 
its evbsiéiaries. 

(1) “Person' means any individel, partnership, cor- 
poration, association, firm, trustee or other legal entity. 

7 (m) “Telephene" shall mean an instrument for the 
{/ trangmission and reception of speech by transformtion of sound 
waves inte electrical currents or waves end their reconversion 
inte sound waves, and is used broadly to designate anything 
eommected with the electrical trengmisaion of speech. 

(nm) “Telephene apparetus shall mean the telephone 
instrument and the sascciated cabinets, coils, condensers, 
bells and protectors. 
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(eo) “Telephene equipment” ehall mean the switching 
Geviees whieh emmble any telephone to be connested electrically 
with any other telephone, including protecting devises, genere- 
tere, transformers and converters of electric currents for 
telephone use, and the éGevises weed for ternsinating and 
comecting tagether the wires wed te carry electrical currents 
between telephene instruments. Unless etherwise specifically 
indieated by the context of this Judgment, however, the tera 
“eelephone equipment” emall be wed breedly te include tele- 
phones. telephone apparatus, telephone squipment, telephens 
materials and telepheme eupplies, ae herein defined. 

(p) “Telepmene anteréals“ shail mean all mteriais 
and manufsetured preducts, other than telephene apparatus and 
equigment, whieh censtitute the means of trangaitting elect rice] 
curvernts between telephenss, sush as peles, creesarms, inguls- 
tere, towers, cables, wires, wave guides,ané cendui*s. 

(a) “Teleghene supplies ahall mean items in common 
use ip ousiness and industry whieh ave required by telephene ( 
companies in the eenduct of their business. _ 

(r) "Weseage telegrem service” shell mean the 
eleetriea) tranemissien of s message presented to & semmon 
earrier in written form or, if presented orally, reduced te 
written fer by the carrier ané delivered by the carrier te 
the edéresece in written form or, if erally, by a reading of 
the written mesenage by the carrier. 


rrI. 

The provisions of this Judgment, applicable te any 
éefendant, shail be binding won said defendant, its officers, 
agents, servants, employees, and atterneys, ond upen these 
pereems in aetive cencert or participation with said éefendant 
whe receive actun)] avtice of this Judgment by persoms) service 
or othorwise. 
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Iv. 

(A) The defendants are ordered and directed to 
grant or oaupe to be grented licenses under any or ell 
existing and future Bell System patents to any applicant 
who shell make written application therefor at any time or 
from time to time, such licenses to be royalty-free under 
patente of persons other than defendants aad their subsid- 
iaries under and te the extent to which the defendants heve 
the right to grent such licenses, and to be st reasonable 
royalties under patents cuned by defendants and their sul- 
sidiaries; but upon condition thet the applicant ehal) grent 
te defendants at reasonable royelties licenses for such 
equipments useful in furmishing common carrier communications 
services, and sush apehines, tools and materials useful in 
mrmufacturing or operating any such equipments, as defendants 
may then specify in writing, under existing and future patents 
under which, ané to the extent to which, the applicant or its 
eulsidiaries may have the right to grant licenses. Except 
with the consent of the grentor of eny license hereunder, 
no such license shall be under patents on inventions made 
more than five (5) years after the date of the application 
to éefendants hereunder, but it is understood that the appli- 
cant may wake suceessive applications for licenses. Fach 
grent of a license hereunder shell be for the unexpired terms 
ef the patents uuder which such lisense is granted, or for 
such lesser period as the grantee shall elect, and shall in- 
clude the right to sublicense the grantee's associatec companies 
for se long as they remain ageceiated comanies. 

(B) Upen receipt of a written request for a license 
um@er the provisions of this Section, the defendant to whom 
such request is addressed shall advise the applicant in writing 
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ef the regalty, if applicable, whieh it éeems reasembdile there- 
fer, and alee of gsueh licenses as éefendantse may specify under 
paragraph (A) ef thie Section. If the parties are wmable to 
agree won reasemmble reyalties or any ether previziens re- 

specting licenses requested hereunder dy the applicant er by 

éefendants within ninety ($0) days from the date the applicant's 
request fer a license is reecived by such éefendant, the appli- 
cent aay fortiitha apply te this Court fer the determination of 
reasemable reyalties and amy ether issues in dispute, and sush 
Gefendant shall, won reecipt of notice of the filing of such 
application te this Court, premptiy give notice thereef te the 
Atterney General. In any such preceeding the buréen of precf 
small ve om such éGefendant te establigh the reaserm>leness of 
reyalties er other provisions requested by it and on the appli- 
eant te establian the ressenmavilencses of reyelties or other 

previsions requested by the applicant. Pending final éeter~- 
mination ef the feregoing, the epplicant er said defendant my 
apply te this Court te fix interin regelty retes and ether 

interim terms ané cenditiens. If this Court fixes such interia 
rates, terms and cenditions, sueh éefendant simll then tender 
and the eppliesat my then soecept an agreement under which 

licenses simll be granted, in accordance with such interia 

Getemmination, previding fer the periedic payment ef royalties, 
if applicable, et guehk interin rates fer any samufsecture, we, 
er sale from the Gate of the filing of the origina] application 
te this Ceurs. If the applicant fails te aecept sueh license 
agreement er fails to pay interim regelties in accordance 

therewith eueh setion shall be grounds fer the éismises) of his 
appliestion and his rights wer this Section shall terminate. 
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(C) Tre defendants are hereby enjoined and restre ined 
trem ineluding in any license granted by them any restriction 
er cendition wutecever limiting the exercise of the rights 
gromted thereby te the lisensce pursuant te this Juigaet, 
emeopt that the lieense my be persemal and nen-trensferadie 
and may be conditioned en (1) payment of « reasonable reyalty, 
if epplicable, whien stmll be nen-diserininatery as between 
lLieempess wrese licensees are greited mihecquent to the date of 
this Judgnent, ether than éefendants' associated companios, but 
the regalty provisions ef agreanents wider which lisewes are 
exeimageé and royalties are adjusted or eliminated te reflest 
a bema fice estimate of the values of such licenses shall net 
ve deemed te diseriminate between licensees, nor skal) the 
compremise ef clains fer accrued royalty be deemed to de dis- 
erimizatery, (2) subjection, te any grant of licenses and 
Fights by applicant te the defendants, of patents of any con~- 
pany of whieh epplicant is a eubsidiary and mbaidiarics of 
any gush company and ef patente on inventions mage in the 
course of their empleynent, after the effeetive date of the 
lieemee agreemant, by expleyees ef any wash curmuay, app) ienmt 
or amy ef ite eubaidiaries empleyed te Go reecareh development 
or ether inventive werk, and (3) sush ether restrictiens and 
eonditions as this Court stall approwe won application by 
the Gefendants ané netice to the Attermey Generel. If the 
applicant shall se request, any agreement in which lisenses 
are exchenged between applicant and éefendamts efmls fix « 
reasemabie reyalty fer ench liserse, where applicedle, rather 
tan providing fer the adjustment er eliminstien of royalties. 

(@) meek ilieense agreement executes pursuant te this 
Section IV shall centain, if the licenser se requests, rescensdle 
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provisions requiring the lisensee te keep reserds, submit 
regalty states mts and give appropriate license notices, and 
fer periedie inapection ef the bees and resorés of the 
lieensec by an independent auditer er any persen acceptable 
te the licensee. 

(Z) meh license agreement executed pursuant te this 
Sestien IV shell previde 

(1) weet the applicant my cancel amy license granted 
te it and ite asseciated companies under such agreement fer any 
specifies equipment or equipments by written netise te the 
lieeuser whieh shall terminate the odligation to pay royalty 
under the license agreement with respest te any sush equipment 
net marcfectured, sold, leased cr put inte use wider such 
lieense pricr te sush notice, and 

(2) Tit each licensee may at any time surrender 
ite lieense wader any specified patent or patents identified 
by muber and Gate of issunnse by written notice te the licensor 
whieh shall terminate the ebligestion te pay royalty under the 
license agreenent with respect te any equipment not mmfactureé, 
20l4, leased cr put into we under sush license prier te sush 
netice, as te wiieh reyalty would otherwise be payable solely 
vecauee ef sush patent or patents. If any licensee shall so 
request, such license agreement shill also provide that upen 
eueh surrender the reyalty rates payedle by the licensee shel) 
be renegetiated, if the licensee shel) demand such renegotiation 
by written netics to the licensor, and if there is 4 mterial 
éifference between the reasemadle value ef the licenses granted 
te eush licensee, insluding the patents affected ty such turren- 
Ger, ané the reasemabie value of such licenses without such 
patents, then such retes shall be reduced by an amount representing 
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be @ eondition ef such disposition that the transferee shal) 
observe the provisions of this Section IV with reagest te the 
patents and rights so acquired and shell file with this ‘eurt, 
prior to sush disposition, an undertaking to this effect; 
provided, however, tit this subsection (@)(2) shell net be 
deemed to apply to (a) any transfer of patents or rights 
thereunder te the Gaited States Oovermment or any agemy 
therecf, or (>) a disclaimer, er a cencession or ether grant 
in interference proceedings) 

(3) granting or receiving any right te crent sw- 
lieemses under patents except te the grantee's associated 
companies fer so lerg as they remin associated compenies: or 

(5) agreeing that any party te e patent license 
agreement eimll heave the right to sue for infringement of 
patents ef any other party. 


v. 

The defendants are ordered and directed, upon written 
request of any person, to furmiah te sueh person 6 list, pre- 
pareé as of Jamary } ef the year in which the request is mde, 
of unexpired petents aumed vy defendants and their euisidiaries, 
identified with the classification eof the Maited States Patent 
Qffice on the Gate of issues of sueh patents, 


VI. 
The defendants are hereby enjoined and restrained 
from soquiring, direetiy or indirectly, title te any patent 
owned or eontrelled ly any persen or cerperation ether than 
Cempanies of the Bell Systes, exeept where the Court, upen 
application by the defendants and netice to the Atternesy General, 
etall find that ctherwise the defendants coulé not obtain rights 


19, 
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to wee the invention ef the patent er taat the only terme 
upen which é6efendante could obtain non-exclusive licenses 
under eaig patent are uaressensble, provided that notning 

im this Section VI small be construed te premivit the ac- 
quisition of patents on inventions of empleyees of Companies 
of the Bell System er on inventions made dy other persons pur- 
event to any research or development eontract with any Company 
ef tre Bell System. 


viz. 

(A) The éefendants are ordered and directed. upon 
written application et amy time and from time to time, to 
furniah to any person Gemisiled in the United States end not 
contrelled by fereign interests, licensed pursuant to Sectien 
Iv of this Judgment under patents of either of the defendants, 
techmiesl] information relating to equipment specified in sueh 
apolieatien, te the extent and upen the terme hereinafter set 
forta. 

(8) ‘The teshnien] informtion so to be furnished 
enall be information relating te equipment aanmufectured by 
western for eale te Bell Operating Companies or A T & T for 
whieh the epplieant is licensed pursuant te Sesetion IV ef 
this Judgeent ty éefendants, and shell sensist, to the extent 
that the defendants shall beve, and have the legal right to- 
furnish, the same, of manufacturing @rewings ané specifications 
of the usterials ané parts comprising sueh equipment, and 
mamfseturing drawings and specifications covering the sesemly, 
wiring end seceptance test requirements ef such equigment. 

(c) Tre édefendante are hereoy enjoined and restrained 
from ineluding in any agreement, unger which technical inform- 
tien is furnished purevant te this Judgeent, any restriction 


il. 
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er eenditien wratscever limiting the exsereise ef the rights 
therevy granted to use such information, sxeept that tae right 
te use ouch information may de pergenal] and nen-trensferedle 
end may de eenditioneds on (1) payment of a ressenable charge 
or ehmrgee whieh eimll be nen-diserinimatory as between re- 
cipiemte ef sueh information purswant te application aade 
hereunder, ether than éefendants' ssececiated companies, (2) 
the furnishing by on spplicant te Nester, upem reasonable 
- tems, of ite om technical information of thy charestar ant 
| geape of that furnished vy Wester respecting equipments for 
™ism the spplieam mas liseneed ¢ofeetents pureeant te 
Sestien IV of this Judgnent, and (3) such ether restrictions 
end centitions as this Court shail sppreve wen application 
by the éefendente and notice te the Attermey General. 

Defendents' edligatien te furnish teehnies) infer- 
mation in amy ease shall be subjeet te such restrictions as 
may be imposed at cay time by any éepartecnt or agency of the 
Goverment fer reasera of mations] security. 

(>) Te reassemble charge er charges permitted by 
paragvagh (C)(1) of this Sestion VII shall be éesigned te re- 
a ee 


a ee a ee 2 ea ees. 
AA eo erred 
srepertion ef tne bevelopment vee Oe asa te 7 


elace of equipment with reapect te whieh the infermstion is 
veing furnished. The amewrt by whieh suck charge er charges 
atail euecsd the cast of geimering and repreducing men | nfer- 
mation emmll be eredites sy Westera te ite development and 
related engineering sxpems<e accounts . 

(f) Qneh agreement weder waieh teenies) inferustion 
ie fusniohed purwunmt te this Asignent ofall contain, if the 
party fuswiahing ouch infesestion shall se request, ressensbile 


12. 
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previsions requiring the recipient of such infurantion te 
Koop records, submit statements respecting charges, keep 

@ueh tecimieal infermtion confidential, and wee such tech- 
nieal informatien enly for manufacture pureuant te the license 
grented to the resipient cof such information unger Section IV 
of this Judgeent, and providing fer periedie inspection of the 
beeks and records ef such recipients by an independent auditer 
er any person acceptable te such resipiens. 

(F) A_party shall not be deemed, in connection 
with the furnishing ef techmien] information purevant te this 
Judgment, te have given any werranty sgainest infringesent of 
patents of others, or any warrenty ef guecess in semnectiaon 
with the use ef gush information by the applicant. 

(@) In the event of disagreement as te the amount 
of the charge or charges payeble under this Sestien VII or 
any other matter relating to the furniehing ef techmies] in- 
ferwation hereunder, the matter my ve Getermined in the 
mammer set ferth in paregraps (8) of Section IV of this 
Pang . 


VirI. 
The éGefendants are hereby enjoined and restrained 
from acquiring ¢irectiy or indirectly aay cempany engaged 
in the manufacture, distribution or sale of equipment useful 
im furnishing eqmemon carrier commmications services, either 
by sequisitien ef securities thereof or vy aequisitien of its 


jae 


assets. 

Nothing in this Section VIII shall be construed te 
prehkibit: 

(a) aequisition by either defendant ef al] or part 
of the securities or asseta of ita sudsidizries; 


1%. 
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(>) femmtion of subsidiaries by either éefendent 
end the tranefer therete of asects of either or of other 
subsidiaries ef either; 

(ce) application te this Court, upom notice te tne 
Attesney General, fer permission te sequire the securities or 
asecte of a company engaged in such manufacture, distridutien 
er sale, whish my be granted upon & showing that the effect 
ef susch eequisitien will net ve substantially to lessen con 
petition er te tend te sreate & monepoly. 


rm. 

The Gefendants are hereby enjeined and restrainsd 
frem cammensing, and after tures (3) yosre frem the date of 
this Jedgeent fron G@irestiy er indirectly 

mp 7 
fer sale any cquipment whieh is ef a type not 
mia Ys ro ~~ A aned 
Pai cng te be ankk shes. we telttaten 10 sk 
Sittin. fer use in furnishing commen carrier communications 
services, or te the plaintiff, er te the plaintiff's prize 
a 
27 mb—omt fer the perfermance of such contract er 
wt i 
wu —s eet - eneept equigment weed in the mamufacture or 
fy A Aneel lation,-or tx” CxpePIEEIts tien, Gevetopeent;—er-rescereh_ 
uf ee ee arene eee 
tA yy" - 
iQ type se s0lé or intended te be geld; previded, however, tit 
this Section shall net epply te the artifieial larynx er te 
OP-SUTENEED: AE FORA GOD 
‘he en le ou ethan Atmpenition eof any eibetdiary or 
assets made te campiy with this Section IX need be ande 
one eR phen'as Tse prjeod ane en ressemmble terms > ~*~ *” 
“ end ject te veasenm>le previsien for the auplayeces 
affortes, The é6eferdants ehall repert to the Attosusy 
General reepecting any such prepesed transfer of title 


Ma, 
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at least forty-five (%5) dsys prior to such trensfer and the 
plaintiff, 1f dissatisfied therewith, may file e petition 

with thie Court for such orvers and directions as my be 
appropriate. ) Defondante may apply to this Court for an 
extension of the period a vy this fection IX, upon 
notice to the Attorney Genere), such extension shell be grentod 


upen @ showing of good sauna ile ; 

(A) The defendants are herely enjoined and re- 
strained from making, performing or enforcing any contrects or 
agreements uncer which fields of manufacture, sale or distrivu- 
tion of any equipment are divided with others, provided that, 
@uwb ject to other previsions of this Judgment, an exchange of 
nem-exclusive licenses and rights under patents between the 
Gefendante and others stell not be deemed te divide fields of 
masufecture, sale or distribution of equipment. 

(8) The defendants are hereby enjoined and re- 
strained from performing er enforcing any tera or provision 
of any contract or agreement, executed Uy eitner of them prior 
te the date of this Judgeent, thet (1) makes exclusive any 
lieenses or ether rights under patents, or (2) grants te ene 
party the right te sue for infringement of the patents of 
another party. 

(c) The defendants are hereby enjoined and re- 
strained frem enfereing any restrietion or conmditien on any 
licerses er other rights under patents granted by either of 
them prier to the date of this Judgment, that (1) imposes 
anximm quantity er éollar limitations,or (2) restricts seles 
te desigrated custemers (exeept where snles are limited to 
suveidiaries er the United States doverrment), or (3) re- 
strists the price et whieh lisensed equipment may ve 901d. 


15. 
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xi. 

The defendants are hereby enjoined and restrained 
from making or performing, Girectly or indireetly, any con- 
tract or agreement with any persormwherebdy either defendant 
or ite subsidiaries will have any right in any territory to 
act as distributer of any equipment manufactured or sold Ly 
such person, or wherety such person will heve any exclusive 
right in any territery to act as distributor of any equipment 
maumfactured or sold by either defendant or its sudsidiaries, 
provided, however, that this Section shall not prevent the de- 
fendante or their subsidiaries from buying any equipment for br TF 
or supplying any equiyment to, the defendants’ asaceiated com- 
panies or the United States Goverment, or prevent Westrex and 
ite eubsidiaries from acting as distributer te sound recording 
studios or outside the United States, ner stall this Section 
be deemed to prevent the disposition in any channels of trade 
of ary equipment originally eequired for sale to defendants’ 
associated companies or to the United States Govermment. 


xII. 

The defendants are hereby enjoined and restrained 
from waking, performing or enforcing, directly or indirectly, 
any contract or agreement with any independent telephone ope re- 
ting company under which such cempeny is required to buy any 
equipment from them (but this shall not apply te any specific 
purchase oréer), or with any purchaser to limit, fix or control 
the prices te be charged by sueh purchaser on the resale of 


any equipment. 


xI3I, 
The defendant 4 T & T is heroby enjoines and restrained 
from receiving from the defendant Vester any payment of patent 
rayalty in respect of the manufacture and sale of equipment uy 


wWeatern to the Bell Operating Companies. 


16. 
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R2V. 
The éefendant A T & T is herety enjoined ard re- 


streined from . either directly or ind weekly aye. 
y CianrWer Hemet vu 

ite subsidiaries engagea_in furnish CQeQn cnreten. communi - 
7 


eatiens services, in any ousinessa other than the furnishing of 

common carrier communications services; provided, however, 

tat this Section \IV shall not apply to services for the 
“United States Goverment) experiments for the purpose of 
testing or developing new communications services, furnishing 
cireuite to other communications comnon carriers; the leasing 
and meintenance of facilities for private commmications systems, 
Girectory advertising, acvice or assistance to other sommmica- 





tions commor carriers, cr other businasecs or services incidental 
te the furnishing of commen carrier communications services. 
\ Notwithstanding the foregoing, the cefendant A T&T 
) ; may et any time apply to this Court, upon notice to the Attorney 
WALT" General, to except @ specifies business from the prohibition 
= ef this Section tIV, and such application shall be grented upon 
& showing that the pudlic interest would be served thereby. ( 
reese — 
ae xv, 
Per the purpose of securing compliance with this 
Judgment, Guly authorised representatives of the Department 
of Justice shall, upen written request of the Attorney denerel, 
or the Assistant Attorney General in charge of the Antitrust 
Division, and on reasonable notice to the principal office of 
either defendant, be permitted (1) reesoneble aceesa during 
the office hours of sald defendant to all Looks, ledgers, 
accounts, cor-esporndence, memorenda ard other records and 
Gocuments in the possession or under the control of said de- 
fen@ant relating to any metters contained in this Judguent | 
and (2) subject to the reasonable convenience of said defendant 





and witheut restraint or interference from it, to interview 


17. 
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officers or employees of said defend nt, who may have counsel 
present, regarding such matters, and upon request said defend- 
ante shell submit such written reports as might from time to 
time be reasonably necessary to the enforcement of this Judg- 
mert. No information obtained by the means provided in this 
Section XV shall be divulged by any representative of the De- 
partment of Justice to any person other than a duly suthorized 
representative of such Department, except in the course of legal 
proceedings in which the United States is a party for the pur- 
pose of securing compliance with this Judgment, or as otherwise 
required by law. 


xvi. 

Jurisdiction is retained for the purpose of enabling 
any of the parties to this Judgment to apply to this Court at 
ary time for such further orders and directions as may be 
necessary or appropriate for the construetion or carrying out 
of this Judgment, or the modification or termination of any 
of the provisions thereof or for the enforcement of compliance 
therewith or for the punishment of violations thereof. 

Jurisdiction is further retained for the purpose of 
erabling the plaintiff to apply to this Court at any tine, 
without the necessity of showing any change in circumstances, 
for Judgment: 

(a) requiring sales, at non-discriminatory prices, 
of any telephone equipment manufactured by Western or its sub- 
sidiaries to independent telephone operating companies, or 
prohibiting or limiting sales of such equipment to such com- 
panies; or 

(>) requiring that any equipment manufactured by 
Weeternm or its subsidiaries thet is used by A T & T or any 


Bell Operating Company in furnishing a common carrier 
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communications serviee, other than telepheme equipment, shall 
be o0l4 et nem-diserinimatery prices te any person lawfully 
engageé in furnishing such & service in competition with the, 
fer wee by sweh persen in furnishing such competitive service; 
wee 

(ce) requiring that AT & T shall, end shal) cause 
ite eupsidiarice te, centinvue te lease, te commen carriers 
engaged in the meesege telegram business, on reasomadle terus, 
cireuits required ty sueh carriers fer we in that business, 


ab t — eireuits shall be ed eveil- 
a nit Carsafrtre fe 

ater 3 C iéeé, however, teh ® “h T atell net de required 
so ates, ev te eauec oe Se ee 0 ee at 
ite er their em expense, agattional construction to meet the 


requirements of sexy Gyeh ‘Iwanee. : 
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maving eppesred ond filed their enawer te ouch complaint ée- 
ying the gupetentive silegetions theresf: and the vertics. 
vy terie eGResenes, Lag Gesomm 9 cepted fs thee cert 
ef thie Pins) Julignent ultheut trie: er od fudiestien «f any 
ipoeee af feet er ioe Fercin ea «i teeth Gig Piam] ekg 
aT weking ony eVidenee of oda smion by omy pUTey Le me 
west of ay men (lee, 

a, EPO, ators amy Somerny BAG oGen Acorn 
neveia, amé without trial or séju@éestion of ang iegue ef fact 
ee lew berein, aad won the cansent of 011 yertics hereto, it 
ip hepety 

RAO, CER Ge a 


z. 
Taie Court mas jurisiistion of the subjest atter 
merekm and of oil the pertics hereto. The compisint states 
8 elaim een wien rmilief any ve granted agpingt cack of the 
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Re i tee 2, 2 amt § af the Act of Cangrune 
ef Sudy 2, 1090, euditied “An act Go prutect trade ond con- 
A OE ON RN: oe Leta st Co LE a oR 
ee 


it. 

Por the purposes of thie Pinel Jadgnent: 

(2) “Western” obal) mean the écfenfant Western 
Ligeti Com — Rees bed | 

(>) “A T&S 2 ohnll meen the Gefendant smricen 
laine ant te Legg Camypa ey 

(a) “Rel} Gpeseting Campenées* ohn) mean the ff 
en Lea listed ia Aepemdis 4 atenened te wkis Pima) 
ee Ve ee ee er 
18 SR OU, OT A Ae CT oe Ce BET Leen Kane 
et Pepe ht eT! «ORR Bo ema a 
Cec Bye 

(4) “Oempamice of the Bell Sputen” sal) mese 
S28, Wetess, theiy mecidiarias ard the Boll Qpemting 
Bamps 

(eo) ‘wWeetews" chal) mean Wegtros Cospesetion, 0 
2 REE Te CNN Ra 

(rf) “Sabente" aha)) mann Undted States letters 
hast comme Tee fhe oofameee t4 Pepeign seteawts iv Sere an 
wv (@) (3). 

(a) “Bell Sgeten petents” afal) mean patents cuned 
ow controlled by either ef the defentents or any of their 
ee 
<i etc aR ea el i. ss ep Lape Le A ame roe 
ms emo Ke Cie imoertive wes in Whe seurse of tneir 
OR Lagtne ct Sh emt Oh Ky re lene ef Pighhe to wank any | ape 


sw 7 
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rier to the date of thie Firal Judgment, and #anpii inciude 
materts of otters under which end to the exctont to which the 
defendants or any of their mubeidiaries apy have the right 
te grent licenses. 

0h) Bgui,@ent she.l mean co.eretus. systcus, 
mteriaie, Suyplies, aacvAings, toc:6 and any other  socuct. 

(1) Commer, cammer communications servicos sia)1 
meen communications services and faci ities, ther thar seagage 
te eg*am service, the charges for which ere sui ject to rurlic 
regulation uuder the “coammicatiang Act of . J}. oF any amend- 
ment thereof, cr would ce Subject to such regulation thereu:d-r 
if such &@ service or faciiity were fvurvisied in interstate 
commerce, ané shall cleo incluge any commmications service 
or fesility, other than message telegram service. the charges 
for wtdon Bre or  -eccme Bub ject to raguiatio, unter eiistiig 
or future lewe of any state, territory or the Pistrict of 
Columbia, but omiy in the j-riedietion ur jurisdictions ir 
whioh the cturges for such service or faci :ty are mb ject 
to regulation. 

(j) Associates comenies sim... mean, as to édeferd- 
oats, the ccapear.ies of the Be 1 System. and ag to any acpilicast. 
ite subsidtaries. 

(«) fereor. meane any im@ividue . -artnershin =.) - 

oration. sseociaticon, firm, trustee -r ctaer egpi entity. 

(1) Meeeege to egrem services sie.) mean the ¢: e&- 
trica: trangsiesicn of 8 meseage ~resented to 8 comm: carrier 
in wrdtten formcr :f se@erted «re iy sco@uced to written 
fors vp the carrier ered do -ivereé oy the carrier to the 
edéresece in written form or, if cre:ly. -y @ rea@inmgs of 
the written seegage -y the carrier 
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irl. 

The provisions of thie Fire: Judgeent, app: isavie 
to any Gefendert, efi] te virding won e814 éeferdert, its 
4Ficers, agents, eervents empiayees, and attermmeys, ord 
“Yon tho@e rereones in active eonvert or particivation with 
anid defendant whe receive acti: notice of this Pins: 
Judgment -y perwgormm. service or otherwise. 


Iv. 

(A) The Gefendente are each ordered and directed 
to gram er couse to be granted to any applicant uh ate)! 
mace written appiicativa therefor at any tine or from time 
te time, non—easiumive iicccrmcs under 8.) ciaias of any or 
all esisting amé future belli Syetem vatents to mie, have 
mates ae Jesse ond ooll any or 011 equismact Geaired vy the 
eppiieant, quer lisenpes to ve royalty-free uder :etente 
coumeé oy ary pereon other than éeferdante eng their susid- 
iaries ead to be at reagemabic reyelities under ail other 
Bell Ryeten patente; wt upon confition that the app) icant 
amll grent te ¢defendante at ressonsi.ie royeltics iisenses to 
mice, nave ande, use, isade and Gell sueh equipment useful 
in furmioning ecemen carrier communications serviess and 
euch uachines, teols and enterials veeful in aamufecturing 
uP cpereting any euch equiyment, es defendants ay then 
Gesigrvate in writing, unger o)1 claims of eny or 411 caisting 
era future patents under wiieh. and to the exstert to which, 
the appliesnt cr ite associated cempanics any neve the right 
to grunt ifeerses. xcept with tae consent of the grantor 
of emp ileeree bereurder, ro euch licenpe atl) ce under 
patente on invertiens unde more than five (5) years after 
the effective date of the license, but the applicant my 
make gueceasive applicatien fer licenses. Maon grant of 6 
iieesge hereunder otm)1 (e for the unexpired terme of the 


he 
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-etente under whieh seek licene is grented, or fer euch 
!epeer pericd ae the grentee onel) ciect, and small insiude 
the right to ecvlicenge the gvertese 6 sepeciated comanios 
for so long ag they resin sesociatesd companies. 

() Won receist of a written request for a iicerse 
um@er the provisiers -f this Section, the éefenda:d to ween 
eueh reguset is eddresped aiml) sévise the Appiieant in writing 
<f the regeity., if applicanle, which it deemp reascera:ile therr- 
for amd elee of even licerece es Gefendente may Specify user 
eutscection (A) sbewe. If tae verties are vasble to agree 
withiz ainety (90) Gaye won reneenadle ruyeities or any otter 
tequa, the appiicemt or euch Geferndant my 877.3 to this Court 


for the Ee 
tud 
and the 11,ug0n reset of netice of the 


fi.ing of gueh applieatices to this Court, :romptiy give notice 
thereat to the plaintiff. in any such sroceeding the -urden 
of preef ommll be om the defendant to esteviien the resgora)ls- 
nees ef royalties or other terme requested cy it, and on the 
apvileent te estedliah the reeeonst lenses af royeitices or 
veher tesa reqvosted iy the app. icart. Frending Cina) éeter- 
mination of the foregoing, the @:pilicant or anid defendant ony 
Qvpiy te thie Cuurt ts fis interia royeit, retes and other 
interta terms and corditices. If this court fixes such lateria 
rates, terms and conmfitions, guch Geferdant atm) then tender 
and the eppiicem? mpy the aceept er agreement under which 
.iteoenees anBil -c grmoted, if sceoréence with such interin 
determination, »r-viding for the -eriedix yayrent of reyaities, 
if Qup.soBble, et such irteria rates for an; sarafacture «se, 
OF gele umber the ,aterte inve vec. Uf the appi.icant fai:s 


to eecept euch .lewwse agrwomort cr fai.s te ay interin 





rayalties ia sescor@anse therewitan cush sctior afmea:] ve 
grounds for the ciemiessa) of Ais @ppllieatics.. 


Se 
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(C) The Geferdants are each enjoined and cestreined 
from ineiuding in any .iceme granted uy them any reetrictin:. 
oF cousition wiatecever .imiting the w.crciae of the righte 
SrBartcd therey e.cept thet the .1con@c fey -¢ , erenal 2:4 
ai-trareferaole ar omy ce conditioned on (1) aymernt of ao 
ser eponsble myelty. 2f @ p_itcavie. which gral. °-€ nor.-éis: rialina- 
tory 46 \etwcer icersees whoge . i cerses ore grerted su sequert 
\. the dete of this Fine. Judgment. other thar cefeudants 
eeecciates vempanies, .ut the royelty -rmovisiorg of agreements 
J@er wnieoh :icemes ere cichanged 6:€@ ro) 0lties are ad vetoed 
or e.iminated to refiect a -ore fide eetiamte of the va uss of 
euch ileenses Bll sot -e Ceomed to discriminete -etwern | 
ceneeee mor et@il tne Lore fide com: romiae f ¢c.eias fo. 
accrued royelty (e Gewnctd te ve Giscriai:atory, (2) sub jectior., 
to ary erent of licer@es ant righta Ly aop.icarnt to the defende 
ante, of psetente of any -cmueny of waich ap>liiecant is a sii. - 
@idiary end eubsidgieries of any euch compeny aid of satente ©: 
inwomtions mmége ir, the course of thelr om Joymert, after the 
effective date of the ‘icense agreement, -y em iocyees of any 
such enameny, @pviiocant or any of ite seidieries sm. osed 
to 60 rewesroh Geveioument or other inventive worn. and (2) 
Such other terms as tris “ourt eha.l & rove ooo ay. licetion 
uy the Gefendarte acd notice to the = eintiffr, If the asp i- 
cant Gh@ii g© requcet, any agreement ir which licensee are 
o.changed Letween &vplicant and defenéents shai. fixe ree- 
eorevie royalty for eech iicenme, where a -ciiceile rete: 
tamn creviding for the sd jvetment or ee iaination of royalties. 
(D) Gach \icermme agreement executed >urmert to this 
Sectioe IV ehali eontain, Lf the ‘icer@or eo requests. reaesi ai ie 
rovisions requiring the ‘icenmpee to kee> recorés, Gubait royelty 
statements and cive avprovriate leone notices, and fer ericdic 
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nepestion ef the beeks ami reserée af the (leommee by an 
apembeat aati or oF amy peTean scougta:ls es the | leenper. 

(1) Rea licmmme agreement eicewles parvunat be tats 
Section IV ehell previde: 

(1) Thee the iicenece upen giving written avtice te 
tee lieemper may camsel aay oush license fer any specifies 
equipment, but oubjest to paying sesrusd reyaltias. 

(2) If amy licensee requests, thet sush licenses 
may at aay time surrenter ite license under ang specifics 
patent or patente identified by muamber by written notice te 
the lieenpor, but oud jest te paying soarued repaitics. If 
wy 1 OeEe request, (est | eames Aq rem Sieh) |) 6 Lee aurery de 
tt ee Rae merece Lhe oe ym kz me Chl he eg Le Co 
if sequested by the licengece in uriting, and if there is 8 
asterial Gifferense cotwom tne reseemeric va.uve of tne ) lsermes 
grented te gush iiecempee, including the patents affeuted ty 
queh eurrender, and the reseensbie value ef gush licenses vita- 
owt euch patents, then ouch sates obell be reduced ty an amount 
representing sush 4ifferense. Im event of disagreement whetner 
& regustien sheuléd ve sliewss er the emount therecf, the atter 
may ve Getesmined in the waemer ect forth in sutsestion (3) of 
tis Seetion IV. 

(3) If any iseemmee requests, a royalty-free grant 
of immanity wader a1] fersign patents cummed or contreiled 2; 
the liseenser er ite eupeidiaries reiating te the sale er use 
evread ef equipment aerafactureé uader & ilcense granted ur- 
@unat te this Sectien IV. 

(7) wmmeh licensee of citner éefendant under a iiserse 
agreement in effeet at the @ste of this Fins] Judguent apy cancel 
ang lfeenses gramted te it and ite sesesiated comehies ender 
eush agreement by written netice te éefendants whieh sha} 
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temainate the obligation to pay royalty walter the license 
sgreement with respect to any equipment not mamfactured, 8016, 
leased or put inte use under eveh licenses rior to such votiee. 
Witein eixty (60) days from the date of this Fina) Juégnent, 
Gefendants ohnil mil a cory of the previsions of this Section 
T¥ to 211) eueh existing licensees. 

(@) Tne éefendants ere each enjoined and restrained, 
except where this Court upor application ty e defendart and 
motice te the plaintiff shall find good cause therefor, from 
Girectiy or indirectly. 

(1) eseqviring any license, grant of tmseunity or 
Similar right under ,atents unless such iicenpe, grant of 
immumity or Gimiler right shell be non~-eiclusive; 

(2) @iapesing ef any patents, or rights therewder, 
go aa te éeprive them ef the power to grent or eause to be 
granted licenses os required unger this Sectien IV unless it 
be @ cermfition of sush digpesition that the transferee shal) 
ebeerve the provisions ef this Seetian IV with respect te the 
patents and rights so acquired and akall file with tnais Court, 
prise te suseh disposition, an widertaking te this effect; 
provided, however, that this subsection (6)(2) email not de 
Geemed to apply te (a) any trensfer of patente or rights 
thereunder te the United States Government er any sgeney 
thereef, er (>) o Gisciainaer, or @ concession er other grant 
in interference proceedings. 

(3) gvemting or reeciving any right te grant sub- 
lieenses under patente exeept te the grantese's aseoeiatod 
eomenies for se long as they remain sepociated companies; or 

(A) agreaing that omy party te 2 patent —isemee — 
agreement. shail neve_the-cight-teo-ger Ter inf ringenprt-3f— - 
eatentssf-eny-cUNT arty. 
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v 
Celteres UR See re OA Eames 
ot emg vpemben, = Kwame Se wie pew Lk, pee 6 
of @emmsy ) of tee year te which the request is mde, of = 
eae atl teammate MMe nes cam a P 
eh T hed when te | sted. ee lem of ie cM kw Bee dem Oe cron 
APT ies wi We dime ef Cet ot et et Ste 


Vz 

i Se 
oogaising, Givestly or in@ivestiy, title te any patent comed 
a eearelled ep imy oon ether Stee Capea af Mie 
opeten eet auplagows Ghawent couty! eere Beis feat omen 
sgoliiention wy either tufaninet ami weties % the plaimbi fy 
ROL) Pil At wh Be Bad enti eld mee Ske Le 
vignts to une the invention of the potent cr thet the only 
Te ee ee 
ter add sede ara copter ss code Seat metideg of 
Win Gaetan YI gl) +e muetrusd Se pewhethit the seemriai tion 
Ae eR om Re ands or WR ORC cereme he org 
een a Go mpsert sa te ley ere of See Re 
Pemceare 


vax 

A) tas eaten en oni am A 
oh a nA cen anim Roo, ake eh TP hm te 
Presale BS ama nt MAT ok ik a OR et 
ROLLE Comune timer wa eM RR 
2 af take Phos Svierams comer 263 ortrcie = ek Mita uf ee 
aeibpedionia, WRI Tam coe am ee 
Chek ie Gralh agi) mone Fe SP Tt oR cee Wee meee 
cemrenbannd ame wes Ser 
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(8) The teemnical information eo to be furnished 
email ve inforuation relating te equipment mnnmsfectured by 
Vestern fer esle or icase te Bell Operating Companies or 4 T & T 
for whieh the applicant is licensed pursuant to section IV of 
thie Fins) Judguent, and shtil consist, to the extent tast the 
Gefendants shail nave, and neve the legnl right te furnish, the 
eeme, of marufacturing Grewings and specifications of the 
materials end parte comprising cuch equipment. and senufacturing 
drewings and especifieations covering the sseembly, wiring and 
acce;tanse test requirements of such equipment. 

(C) ‘The defendants are each enjoined end restrained 
from including i:. any agreement, under whieh technical inforus~- 
tion is furmished purmant to this Pinal Judgment. any restric- 
tien or condition wetecever .imiting the exercise of the rights 
therety granted to use such information. except tmmt the right 
to wee such informmtion aey ve pergonal and nan—-transferadec 
and may be conditioned on (1) payment of a reasonable charge 
er eherges which simi] be aon-discriminstory ae between re- 
cipients of eush infommtien pyrevant te spplicetion made 
hereuner, other than é6efendanta asseciated coupanies, (2) 
the furnishing by an epplicant te testern, upon payment of « 
reascoem@ble charge or charges therefor, of ite coum technica) 
Sanna eN a aneLenaaNeee scope of timt fvrnished iy 
xeetern respéeting equipments for wnish the applicant nas 
‘ieensed Gefendante purevant te Section IV of this Firs! 
Judguert, and (3) sueh other restrictions and conditions as 
trie Court ehell approve wpen application by the defendants 
ang notice te the >laintifr. 

Defendants ebiligation te furniah teenies) infor- 
mation in ang ense Ghs)ll >be Gubjest te sueh restrictions as 
may be imposed at any tine by arg Gepartment oF agency of the 
plaintiff for reasons of rations) security. 
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(@®) The reasonable charge or charges permitted vy 
eubesction (©) of this Section VII shall be designed to re- 
imburge the Gefendents or the applicant for the cost of gether- 
ing and repre@ueing the information furnished ané for that 
preportion, if any, of the Gevelo-ment e:perse that is reagen- 
eble ané is properly allocable to the clase ef equigment with 
reppect te which the infermstion is »eing furnished. The 
amount ty whieh guch charge or charges collected >y defendants 
etmil exceed the coset of gethering and reproducing such infor- 
mation small be eredited to the develorment ard related engincer- 
ing expense seveunts of vestern. 

(z) Been agreement under which teemmical inforastion 
ie furnished oursuant te this Pinal Judgeent enell centain, if 
the party furnishing such informtion shell so request, res- 
somabdlie previsiens requiring the recipient of sueh informtios 
te keep reeerds, submit statements respecting charges, eep 
gush technies) infermation confidential, and use sueh tesh- 
ries: infermation enly fer anmufaeture ,ursuant te the license 
grented to the recipient ef euch information unger Seetion IV 
of this Final Judgment, and previding for veriedic inspection 
of the veekxs and reeorde of sush recipiert<t by en independent 
ev@iter or amy person aceeptadie to sush reeipient. 

(F) A party efm)l mot be deemed, in cormestion 
with the furnishing of teehmica) informtior ~revant te this 
Final Judgment, to heve given any warrenty agsinst infringement 
of patente of others, or ary warranty of sucecces in sommection 
with the use of such information by the ap»ilearnt. 

(@) Im the event of Gisagreement as to the amount 
of the charge or cherges eya>die under tais Seetion VIL. the 
umtter may be éGetermined in the manner set forth in subsection 
(B®) ef Section IV of this Fina! Judgnuent 
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Vsit. 

The éefendants are each enjoined and restrained 
from sequiring, G€irectiy or indirestly, any person engaged 
in the aanufacture, distribution or aple of equipment useful 
in furnishing common carrier communiestions services, sither 
uy aequisition of securities thereof or by acquisition of its 
hie Lo 

Mothing im this Seetion VIII enell ve construed to 
yremioit 

(je) escquisitien by either defendant of a)\ or part 
of the securities or ageete of ite euvsidiarics. 

(>) fermation of supaidiaries by either defendant 
and the transfer thereto of ansete of either or ef other 
mbaeidiaries of either. 

(e) applieation te this Court, wom notice te the 
piainsifft, fer pemisaion to scquire the securities ey assets 
of 8 perecn engaged in euch manufacture, distribution or sale, 
whieh may ve granted upor @ shewing that the effect ef such 
sequisitics will not ve substantially to lessen cometitian 
or te temé to creste 8 menorolys. 


mx. 
The éefendants are each enjoined and rest reined 

from commencing, ané after three (3) years from the date of 
this Pinel Jwu@gment from contiming, direetly or indirectly, 

to mamufecture for saie or lease any equipment which is ef a 
type mot 9el¢@ or leased or intended to be Gold or .ensed efttnr— 
te Compenies of the Bell Sywtem for use in furnishing common 
carrier communieations services, or to the plaintiff, or to 

the plaintiff's :rime or sub-contractors for the performances 

of a contrect with plaintiff or a gsul-seentract thereunter, @a- 
sept equipment used in the aanufacture or ingtallatien of eqnip- 
ment whieh is af a type se 2014 er leseed or intended te be 80 
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20)4 or leased: previded, however, that this Section shall 
meumpaion of cane, Iasi soph pe te 
TOOT ATA E om d, 

PaaS nhelnay o6 Gaels ry ml 
by thie Section IX need be unde otherwise than at & fair price A 
end em reaseuable teres nor ehell it be aude azcept to s person / 
appreved by this Court. Defendants may apply te this Court 
for an extension of the-pirieé entenligned by this Sestion IX, 
ayen ustece to the pledetes?, ond Guth entenaten Gmne bo 
granted vpen 6 showing of geod cause therefor. 


b€ 


4 
~ 


No 
i” 
“yn ) YY 


~v 


X. 

The Gefendent AT & T is enjoined and restrained from 
engaging, either édirestly er indirectiy through ite subsidiaries 
othor than Western and Western's subsidisries, in any business 
ether than the fuyeishing of eommon carrier communications ser- 
viees, previded, however, that this Section 1 ahall net apply 


Pe) y 
v wn wv) \ mA a 


to (a2) furnishing services or facilities for the United States 
nerve » (>) experiments for tne purpose of testing or ée- 
1 a ee Eee 
veloping rae comms oa? Lere services, (ec) furnishing cireuite to 
other comeveiestions common carriers, )(¢) leasing to, cr maintain- 
= 

ing for, states or polities) subdiviaiens or agencies thereof, 
faeilities for their em communications aystons;, (@) for @ period 
ef five (5) years from the date of this Final Judgment, leasing and 


maintaining facilities fer private comamieations aystems, the charges 


Sor Se 9 % to jie regnlatien, te persens who are 
er mite, 4f7ut sd 


seaseed ‘of oven nyetene Gaye after the Gate of this Final 
Judgment . @) directory oieninaiane @) adviee or sesistence to other 
communications scumem carriers, or vusinesees or services inciden- 


tai te the furnishing cy them of commen carrier communications services. 
xI. 
(A) The éefendants are each enjoined and restrained from 
entering inte any contrect, agreement or wierstanding with any other 





peraen te sliceste or divide territories, fielés or aarkets for the 
sarufneture. Gistribution or saie of any equigmet. 


18% 
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(B) The Geverdaite are each enjoined and re- 
Strained frum performing Gr enforcing any term or provisi« 
of any contract er agrecment that (1) aaxee exclusive any 
licermes oF other rights under petenta, or (2) grente to one 
party the right to gue for infrinesaa’ of tre petente of 
ancther party. 

(Cc) The éefesmfants are each joined and -estrainod 
frem esforeing any restriction or cenfition on any ileersce 
or other rights wer patents granted >) eithor of them, thet 
(:) imposes macimum quantity og @olier limitations, or (2) 
reetricts snles te or UTE. lqseoot where sales 

are .imited to eulsiéiaries or the plaintiff), or (3) restricts 
the priee eat whieh licensed equigment aby Le 501d. 


xit,. 

The éefendarts sre each enjoined and restrained fros 
making er perfoyvmirg, Girectly or indirectiy, say contrect or 
agreement with any person whereuy cither ¢efendant or its 
eubeidiaries will nave any right in ang territory to ast as 
Gistributor ef any equirment sinufectured er 6616 oy such 
oereen, or vhereby Such person will heave eny exciveive right 
in any territery to act es distributor of any equipment aami- 
factured or 9014 Ly either defendant or ite subsidiaries: 
provided, however, that this Section she): not prevent the ée- 
fendants er their mbeiéiaries from cuying any equipment for 
sale or ienee te, or supplying any equipmert te, the éeferd- 
ents agsccisted companies or the plaintiff, or prevent vestres 
ang ite subeidiaries from acting os distrivuter te sound re- 
eording etutics or cuteide the Gnited Stokes, nor ahail this 
Section Le deemed te prevent tne disposition in any chameis of 
trade of any equipment originally sequired for saie to deferd- 
sate apecciated comenios Gr to the » sintiff. 
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x12. 
The é6eferdantes are each enjoined and restrained 

from opking. erformirng or erfereing, Girectiy or indirestiy, 
any cerntract or agreement with any independent telephone so: era- 
ting comeny under which wea company is require® to ouy any 
equipment from them (but this onal] not apsly te any specific 
ouretmee orger), or with any oureheser to limit, fix or cen- 
tro! the »vrices to 5e charged by sush curehager on the rega:« 
f any equipment. 


1IV, 

The Gefendam AT&T is enleined and restrained 
from receiving from the Gefendant “eetern eng payment ef catent 
royalty in re@peet of the sarufsctare and enle of equipment 2, 
vesterm to the Bell Operating Companies. 


av. 

for the »umoee of securing com liance with this 
Fire) Judgment. duly authorised recresentatives of the De- 
partaent of Justice emil, uson tritten request of the 
4ttemmey Generel, or the Agsiotant Attermey Genera) in charge 
af the Antitriet Division, and on ressomule notice to the 
oPineinal ffiee of either defendent. .< permitted (1) rea- 
sore@Dle a:cees during the office hours of guid Gefendant to 
611 boous, ledgers, socounts, ecorrescon@ense, memorande ard 
other resorée end Gocuments in the poasessicn or wder the 
“ortroi of smi€ Gofendant reiating te any astters contained 
in taie Pins! Judgment and (2) subject te the reasoner ic 
cosmenienee of said deferdant and without restrairt or inter- 
ferenee from it, to interview officers or amp.cyees of said 
Gefenégant, whe amy reve cmmes. - resent, regarding such 
matters. amd won request said defemdarts sitll) submit such 











{ 
uae 
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writtes: reports as might from tise to time 2e roessene>)ly 
npoenee ry te tne enforcement of this Firei Judgment. Wo 
imfeorumtion ootained wy the means provided in this Sectir:: 
«~V gamil ve divulged by any representative of the Derertae:.t 
£ Justice to any -ergeon other tran a duly authorised re-re- 
sentative of @uc! De ,ertment, except in the course of ‘egal 
roveedings in which tim United States in a -erty for the 
»wrpose uf Securing cum ilanee with this Pima) Judgment, or 
a@ ctherwise required -y law. 


1VI. 
Jurtadictioy, '@ retatred for thy srvo@e Mere. i. -Z% 

vy of the certies to this Fine!) Judgmert to a. iy to this 
Court @t any time for such further orders ard directiorw as 
may (@ neccesary or 4, ro: riste for the conetruction or 
carrying ~:t of this Fine: Judgment, or the sodifieation or 
Lormingtio. of any of the provisions thereof or for the «.- 
forcement of com liance therewith or for tne -unistment of 
Violations thereof. Goon any sush apy iieation by the slairtife. 
toe plaintiff emell 2e Geamed to seve made a aufficient showirg 
of @ ctmnge in circumstances warranting aporopriate acdifica- 
tien of q Pine: Juégeent if Te ee 


ateks THs Pel yoees 
elimizeti@e of |out lic Gequiation 


charges for eommon carrier 
-cmmuni cations services. 

Juriegietion is further retained for the purpose of 
eome...ing the siaintiff to aoviy to this Court et any time. 
without the reesesity of showing any change in circumstances 
for Ju@gec.t 

(e) requiring spies @t non-diecrininstory -rices, 
of aug telephone equipment samfectured vy Veatern or ite gu- 
sigiaries to independent te. epimew operating comanies, or 
wonioiting or .imiting ea.e8 of such equisesent to such con- 


aanies@ or 
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(>) requiring thet any equipment memufactured ty 
veaterm or ites subeidiarics tast is used py i fT & T oF any 
Dell GQpeveting Comaeny in furnishing e common carrier 
coaummiecations service, other than telephone equipment, 
etail ce e014 eat nen-digerinimatery prices te any erser 


lawfully engaged in furnishing &@ @ervise in competition 
VV UA 4Afe fit com Becter«.* 

with for ty euch Doreen ia 

ttve service, yt . a 


(ec) requiring thet AT & T oteli, end Bhali couse 
ite eubeidiarics to, santinue to lease, te common carriars 
enanaed in the mesange telegram vusinens, Om seppeqabie tesas, 
vireulte required by wash eseviers fer we in sims vusinees, ? 
to the extent that eush cireuits shell be rengenely availa: js 
without further earmtruction. 
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APPEMDIX 4 
The Bedi Cperating compenice 
Bell Tel Company of Nevads 


Tilineis Bell Te Seeaene | 

Indiana Bell Telephone Company 

eee Bell Telephane Company 

Rew Englanc Telephone and Telegreph Company 

Mew Jereey Bell yergmaeee Company 

New York Telephene Company 

Mertimesterm Bell Telephone Cempary 

Southern Bell Telephene and Telegreph Company 
a 


Caessapeake and Peteme T-lephonme Company 
The ang Petomec Telephone Company 
ef timere City 
The Chesapeake and Fotomac Telephone Company 


ef 
The Chesapeake and Potemsc Telephene Company 
of West Vi 


The Cinsinmti : Suburven Bell Telephone Company 

The Diamend State Telephome Company 

The Mountain States Telephone and Telegraph Company 

The Ohie Bell Telephene Company 

The Pacific Telephane ané Mee ony Company 

Tre Seuthern New England Te Company 
Telephene company 


we 
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December £1, 1955 


(Insert after firet peragreph of Section IVI) 


Goon any such eppliieation vy the ;laintiff, the 
yi@ine. fre emall oe deemed to heave made 8 gufficiens showing 
of @ change in circumstances warranting appropriate modifica- 
tion of this Judgment if it shall show subetential elimsinatica 
of publie vageletiag, of chargee for commen casuter commun om 8 com 


serviees _{Amvough-tabere+end-state—reg tS ENTSE—— 
oa Wa 
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Pinal Draft 
IN THE UNITED STATES DISTRICT coUe™ 
POR THS DISTRICT OF NEW JERRY 

eoeeeeeeeaeeeeeeee x 
UNITED STATES GF AMBRICA, 

Piaintiff, 

Ve civil: Action 
No,  /#49 

WESTEGN SLECTRIC COMPANY, 
TNCORPOPATED, and AMERICAN 
TELEPHONE AND TELEGRAPH 
SOMPANY , 

Defendants. 
“ee eeeveeeeeneeee x 


FINAL JUDGMENT 


Piaintiff, United States of America, having fi ed 
its compiaint herein on January ‘5, ‘949; the defendants 
having appeared and fied their answer tc such com aint de- 
nying the substantive a) ‘egations thereof; and the parties, 
by their atterneys, having severa’ y consented tc the entry 
of this Pina’ Judgment without tria’ or adjudication of any 
issues of fact or law herein and without this Fina: Judgaent 
eonstituting any evidence or admission by any party in respect 
of eny such issues; 

NOW, TMEREPORE, before any testimony has been taken 
herein, and without tria> or adjudication of any issue of fact 
or ‘aw herein, ané upon the consent of a:! parties hereto, it 
is hereby 


ORDERED, ADJUDGED AND DECREED AS POLLOWS : 


- 
This Court has Juriediction of the subject matter 
herein end of ail the parties hereto. The compiaint states 


& c'aim upon which re'ief may be granted against each of the 
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Geferdants uréer Sectio:# |, 2 ard 3 of the Act of Congress 
of duiy 2, UD, entitied An act to protect trade and commerce 
against unlawful restraints aid mono.olices, cocmoniy «nown as 


tne Sherman Act, as smended. 


Sa 

For the -urposes of this Final Judgment 

(a) hesterz shall mean the deferdaiit Western Flectric 
vamany, Incorporated. 

(.) AT&T shali mear the defendant American Telephone 
ard Telegraph Company. 

(c) Gell Operating Comenies shall nean the 22 corno- 
rations iisted in Apperdix« A attached to this Pinal Judgment, any 
other suelidiaries of the defendants engaged in furmening comeon 
carrier communications services arné the respective suisictaries 
of and successors to each of tne foregoing. 

(¢) Camp anies of the "\+il System seneil mean A T & T, 
Weatern. their suisidiaries ard the se!l Operating “omeries. 

(e) kestre. shell weer »vatre« Corporation, a 


De aware corporetion 





(rf) Patents srell mean United States ietters .atent 
except for the reference to foreig:. .ctents in Section IV (=) (2) 

(¢) Rell System .etents shel] near vatents owed 
or contrmlied uy eitber 0f the defendarte cr any of their sut- 
sidisries ard eatents :o ‘nvertiong made ii: the course of their 
em, loyment 5 em loyees of deferndarta and tiwir suveidiaries 
(other than am).cyees :f{ su aidiarics eaciusivel, engaged in 
tie -erfonmarnce of contracts wit: the -.sintifft) employed to do 
reeearcn. develoopment or: otner inventive work, BuL ect to 


any re easee of rights to sucn e& yees .Ficor to the date of 
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thie Fina: Judgement, and shall include patents of others under 
which and to the extent to which <ither of the deferdants or any 
of their sulsidiaries may have the right to -rant .icenses. 

(n) sqQuivment shail mean aoparetus. systems, 
meteriels Bu dilies. machines, toois end any ctmr . roduct 

cs) common carrier communications services shail 
mean commuricetions services and facilities ther than message 
telegram service, the chwrves for which are suvject to oulic 
reguiation urder the Cogmunicationg Act of 193+, or any amend 
ment thereof, or would ce suuject to such regu ation thereunder 
if such @ service or faci.ity were furnished i. interstate 
cOmmerce and shwii aleo :.nciuée any comaunicatiors service 
or faciility, -ther tnan meseage teiegrem service, the charyes 
for which are or L-ecome Bui ject to regusation urder existing 
or future jaws of any state, territory. or the District of 
Columia, tut only in the jurisdiction or jurisdictions in 
which the charges for such service or facility are su. ject to 
regu.atior.. 

(23) Associated companies shal) mear,, as to defend- 
ants, the Companies of the bell System and as to any Bpolicant, 
its sulsidiaries. 

(k) Person means any individual, pertrershiy ccor- 
oration, association, firm, trustee or other .ege.: entity. 

(1) Message telegram service sha)! mean the «lectrica 
tranagmission y @ common .arrier of 8 nessage Lresented to it at 
ane Of ite cullic offices in weittern form or if -resented >re.l, 
reduced to written form cy the carrier and de_iverec Vy the -arrier 
to the aGdressee i: written form or, if or@ily y ® reading of 
the written message vy the carrier 

(rm) 1 2@ agreements shell meen the icens© agree 
ments dated July i, igi2@. mede .» either or -otn ff the ¢eferad- 
ante with Genera] ‘lectric (omeny, ledio Cor>oretion of America 


and weatinghouse “Slectric Cormmoretion, or ary of them and si 
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agreements supp'ementary thereto, end other parties t< the 
B-2 agreements shall mean said companies, their subsidiaries, 


successors and assigns. 


rrr, 
The provisions of this Fina: Judgment, arp icab'e tc 
a Gefendant, shall be binding upon said defendant. its offi--ers, 
agents, servants, emp'cyees, and attorneys, and upon those per- 
gong in active concert or participation with said defendant who 
receive actua’ notice of this Pinal Judgment by persona! service 
or otherwise. 





Iv. 

(A) The defendants are each ordered and directed to 
grant or cauee to be granted, to eny appiicant who sha'! make 
written app'ication therefor at any time or from time to time, 
nen-eac usive icenses under a. c’aims of any, some or a'} 
existing and future Beil System patents to mae, have made, use, 

ease and se any Or @') equipment as desired by the app icant, 
such icenses (.) to be royalty-free, to nerscns other than the 
other parties t: the B-2 agreenents, under a) Be Syste pat- 
ents issved prior to ‘ne date cf this Pinal Judgment, under 
which icenses cr subilicensing rights were exchanzed between 
the defendanta and such o' her parties t- the E-> azreements, 
(7) to be at reasonabie roya!'ies to the cther parties tc the 
B-° agzreenentea under the aforesaid patents, except that such 
i:enses sha te royalty-free to any such other party during 
any pertod for which icenses zranted by it t. the defendants 
or either -f them, of the s:. pe and character which the defend- 
ante may rec-ire it tc grant to them pursuant to this Section 
Ty (4), sha be royalty-free under a. patents iasved prior t: 


the date -f this Pina’ Judwment under which, and to the extent 
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tc which, guch other party or tts associated > mpanies may 

have the right t- grant icenses. and (3) ts be at reasonat ie 
roya'ties to a) pers ns under al other existin: and future 

‘gt System patents: but upon cordition ‘hat the apr icant sha 
srant to defendants at reaponat e roya ties icenses t> make, 
have made, use, ease and se } auch equipment :sef: in Curnish- 
ing common carrier ccmmmications services and guch machines, 
too s and materia s usefu' in mamifacturing or operating any 
such equipment, as defendants may ther desi sznate in writin:, 
under & c. aims of any or a)1 existing and future catents under 
which, an& to ‘ne extent t> which, the app ican' or its associated 
compariies remy wave the rizht to grant ‘icensese. except with the 
consent of the grantor of ary license hereunde:, no such | l-ense 
sha’: be under patents on inventions made more than five (5) 
years after the effective date of the ‘icense, but the app‘ i- 
cant. may make successive app ications for ‘icenses. Lach grant 
of a icense hereunder sha!) te for the unexpired terms of the 
patents under which such ‘iocense is granted, or fr such ‘esser 
period as the grantee sha.: eect, and shail inc ude the right 
te sub icense the grantee's as ociated companies for so jong as 
they remain associated companies. 

The provisions of “his subsection (A) requiring the 
Gefendarntea t: crant royaity-free icenses under certain patents 
aha'l not be deemed to constitute a finding, determination or 
admission that such patents are withcut value or that the de- 
fendants are not entit ed tc fu:: damages and an in'tunction in 
the cage of infringement of any such patent ty any un) icensed 
person. 

(B) Upon receirt of a written remest fcr a ‘icense 
under the crevisions of this Section, the defendant t. whom 


such request is addressed sha’: advise the app icant in writing 
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of the reya'ty, if app'toeable, which it deems reasonabie there- 
for, and also of such !icenses as defendants may specify under 
subsection (A) above. If the parties are unable te agree 
within ninety (9°) days upon reasonab'e roya!ties or any other 
terms, the app icant or such defendant may app’ y to this Court 
for the determination of reasonab!e royalties and other terms, 
and the defendants sha!., upon fi-ing or reeeipt of notice of 
the filing of such app'ication to this court, promptly zive 
notice thereof to the p'aintiff. In any such proceeding the 
burden of proof shail be on the defendant tc establish the 
reasonationess of rv-ya!ties or other terms requested by it, 
and on the app'icant to estab'ish the reasonableness of 
royaities or other terme requested by the app'icant. Pending 
final determination of the foregoing, the app!i-:ant or said 
defendant may eppiy to this Court to fix interim rovaity rates 
and other interis terms and conditions. If this Court fizes 
such interim rates, terms and conditions, such defendant sha'! 
then tender and the applicant aay then accept an agreement 
under which ‘loenses sha!) be cranted, in accordance vith gueh 
interim determination, providing for the periodic payment of 
roya'‘ies, if app'icabie, at such interim rates for qny sanv- 
faeture, use, or sale under the patents inve'ved. If the 

app icant fais to accept such 'icense agreement or fai's to 
nay interim roya!ties in accordance therewith such action shall 
be grounds for the dismissa’ of his app' ication. 

(c) The defendants are each enjoined and reetrained 
from inc uding in any ‘lcense cranted by them any restriction 
or condition wha socever imitines the exercise of the rights 
granted thereby except that the tvcense say be personal and 
non-trensferad'e aud may be o nditioned on ( ) payment of a 
reagonah'e rcyaity, if app icab e, which shal. be non-discrinina- 


tory as between ‘licensees whcse icen:es are granted sutsequent 


2HOSB OD »s 
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to the date -f thie Pina! Judauent, other than defendants’ 
asescctated sommanies, but the royalty provisions of arsreements 
under which iocenees are exchanged and roye!‘ies are adjusted 
or @ iminated to refiect a bona fide eatimate of the va ues of 
such ‘teenses sha!] not be deemed t> discriminate between i- 
censees, nor sha!i the bona fide compromise of c'aims for ac- 
crued cya ty be @eemed to te discriminatory, (2) sut.‘ection, 
t- any crant of ‘icenses and rizhte by app icant to he defend- 
ante, of -atents cf any commany of which app icant is a eut- 
sidiary and subsidiaries of any e:ch company and of patents on 
inventions made in the course of their emp oyment, after the 
effecti.e date «f the ‘icenvce azreement, by er: oyees of any 
such company, applicant or any of its subsidiaries em ocyed tc 
do research, deve opment or other inventive, wor, and (3) such 
other terms as this court sha approve upon epp i-:ation by the 
defenda:its ard notice to the p aintiff. If the apn'icant sha!) 
so request, any agreement in which licenses are exchanged between 
app icant and defendants sha . fix a reasgonat'e roya:‘y for each 
license, where app icabie, rather than or-vidin: for the ad just- 
ment cr @ imination of roya: ties. 

(D) Each license agreement executed pursuant to this 
Section ITV sha’' contain, if the ‘licensor 8) requests, reasonat e 
provisions requiring the tiocensee to keep records, submit ryaiiy 
statements and give appropriate icense notices, and for periodic 
inepection of the books and records of the ‘icensee by an inde- 
pendent audit: r o: any person acceptab'e to the i> -ensee. 

(=) Each icense arreemen' executed pursuant t: this 
Section IV sha‘: provide: 

(.) Tat the tL:ensee upon giving writien notice t- the 

{censer may cance: any such icense for any specified equipment, 


but gub‘ect to vaying accrued roya!ttes. 
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(8) If any ‘1censes requests, that such -icensee may 
at enp time surrender its ‘icense under ary specified patent or 
patents identified by maber by written notice to ‘he ilcensor, 
wut subject to paying accrued royaities. If any ilcensee re- 
questa, the licensee agreement sha!) also provide that upon such 
surrender the royalty rates shal! be renegotiated if requested 
by the ifeensee in writing, and if there is « materia! difference 
between the reasgonabie valve of the ‘ieenses granted tc such ii- 
eenece, ineluding the patents affected by th Geewaatem, and the 
reasonable value ef sueh |icenses without such patents, then suenh 
rates shail be reduced ty en ascunt representing such éifference. 
Tn event of disagreement whether a reduction should be a) lowed or 
the amount thereof, the matter may be determined in the manner 
eet forth in eubssction (B) of this Section IV. 

(3) If any licensee requests, a royalty-free grent 
of immanity under a!) foreign patents omed er controlled by the 
l\Leenser er ite subsidiaries relating to the sale or use abread 
ef equipment mammufactured under the Jicen.e cranted pursuant to 
this Sectien Iv. 

(P) Meer licensee of either defendant under a )icense 
agreement in effect at the date of this Pinal Judgment may cance: 
amy ileenees grented to it and ite associated companies wer 
euch agreement by written notice te the ileeneor which shail 
terminate the obligation te pay royalty under the )icense agree- 
ment with respect te any equipment net manufactured, seid, leased 
or put inte use under euch ‘licenses pricr te such notice. Within 
sinzty (60) days from the date of this Pinal Judgment, defendants 





sha'!l mai! a copy of the provisions of this Section IV te al! 
eueh existing licen.ces. 

(G) Tre defendants are each enjoined and restrained, 
eneopt where this Ceurt upon app ication by a defendant and 
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Retiee to the plaintiff sha! find good cause therefor, from 
Gireetly or indirectiy: 

(:) aequiring any ileense, grant of immnity or 
similar right under patents uniesse sueh license, grent of 
immunity or simiiar right shall be nen-exelusive; 

(2) disposing of any patents, er rights thereunder, 
eo as to deprive defendenta of the power to grant or eause to be 
granted ‘icenves as required under this Seetion IV unless it be 
a condition of sueh disposition that the tremsferee ghal! ob- 
serve the provisions of this Section IV with reepect te the 
patents and rights sv acquired and ehall file with this Court, 
pricr to gush @ispositien, an undertaking te this effect; pre- 
vided, however, that this subdeeetion (@)(2) shall not be deemed 
to apply te (a) any tranafer cf patents or rights thereunder te 
the plaintiff or any agency therecef, or (») a disclaimer, or a 
coneession or other grent in interfarance proceedings; or 

(3) granting or receiving any right to grant sub- 
lieenses under patents except to the grantee's associated 
ecupaenies fer so icamg as they remain asgeciated companies. 


v. 

Vestern is ordered and directed, upen written reeuest 
of amy persen, to furnish to such person a list. prepared as of 
Jammary . of the year in which the request is mede. of unexpired 
patents omed by either Gefendant or its subsidiaries, identified 
with the classifieation of the United States Patent Office on 
the date ef iseue of such patents. 


VI. 
The G@efendants are each enjoined and restrained from 
acquiring, direetly or indireetiy, title te any patent omed or 
con; rolled by amy person ether than Companies of tre Bell Sytem 


9. 
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and emp ocyees thereof, except where this cour:, uron app ica- 
tion by either defendant and notice ‘o the p aintiff,. shai’ 

find that otherwise the defendant could not obtain rights under 
the patent or that the only terms upon which the defendant cou'd 
ottain non-exc usive toenses under said patent are unreasonab.e, 
provided that nothing in this Section VI shai te conetmed t: 
prohibit the acquisition of patents on inventions made by other 
persons pursuant to any research or deve cpment contract with any 


Campany of the Be!: System. 


VII. 

(A) The defendants are each orfered and directed, 
upon written app'ication at any time and from time to time, to 
furnish to any cerson domici ed in the United States and not 
contro led by foreign interests, ilcensed pursuant to Section 
TV of this Pina: J:dgment under any paterts f¢ either cf the 
defendants, technica’ information re'ating to equipment speci- 
fied in auch app'ication, to he extent and uron the terme 
hereinafter set forth. 

(B) ‘The technica information so to be furnisned 
sha be information re ating to equipment manufactured ty 
Western for ga.e or ease 'o Be | O: erating companies -r AT 4&T 
for whi bh the app fcoant {s licensed pursuant to Section IV of 
this Pina Judsnent, and sha coneist, to the extent that the 
Gefendants sha have, and have the ea’ right tc furnish, the 
same, of marmufacturing drawings and specifications of the 
meteria's and parts comrisint s ch equipment, and manufacturinz 
drawings and specifications coverins tne assent y. wiring and 
acceptance teet requirements f° such emipnment. 

(*) The deferdants are each en'sined and restrained 


from inc uding {n any agreement. onder which technisa information 


is furnished pursuant to this Fina Jidgment, any restriction or 
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‘ondition whatsoever !imiting the exercise of the righte 
thereby granted to use such information, exoept that the 

right to use such information may be persona) and non-t rans-~ 
feret'e and may be conditioned on (’) payment of a reasonable 
charge or charges which sha’! te non-discriminatory as tetween 
recipients of such information pursuant to appiication made 
hereunder, other than defendants' associated companics, (2) 
the furnishing by an app icant to Western, upon payment of a 
reasonal:ie charze or charges therefcr, of its own technica! 
information of the character and scope of that furnished by 
Weetern, but only reepecting equipments for which the app'i- 
cant has iicensed defendants pursuant to Section IV of this 
Pinal Judgment, and (3) such other restrictions and conditions 
as this Court shai’ approve upon app ication ty either defend- 
ant and notice to the plaintiff. 

Defendants’ obliga:ion to furnish technica! infor- 
mation in any case sha') be eubiect to such restrictions es 
may be imposed at any time by any department or agency of the 
piaintifr for reasons of national security. 

(D) ‘Tne reasonable charge cr charges permitted by 
gudsection (Cc) of this Section VII shail be designed tc re- 
imburse the defendants or the appiican: for the scoet of gather- 
ing end reproducing the information furnished and for that 
proportion, if any, of the deve opment expense that is reason- 
ebie ard is propery a'locabie to the oc ass of equipment with 
respect t which the information is being furnished. The 
amount by which euch charge —r charges collected by defendants 
sha’l exceed the cost of gatherinv and reorodéucing such infor- 
mation shai; be credited to the deve opment and re ated encineer- 
ing expense acccunts of Western. 

(E) Rach agreement under which technica’ information 
is furnished rursuant to this Finai Judgment sha’ contain, if 











CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4389 


the party furnishing such information shai: so request, reas-n- 
abie provisions requiring the reeipient of such information to 
keep records, submit statements respecting charges, keep such 
technica’ information ccnfidentia’, and use such technica. in- 
formation on y for manufacture pursuant to the icense granted 
to the recipient of such information under Section IV of this 
Pinal Judgment, and providing for periodie inspection of the 
tooks and reeords of mich recipient by an independent euditor 
or any perecn acceptab’e to such recipient. 

(PF) A party sha’! not be deemed, in connection with 
the furniehin:; of technica) information cursuant to this Pina: 
Judgaent, to have given any warranty against infringement of 
patents of others, or any warranty of success in connection 
with the use of such information by—-the-appteant. 

(@) In the event cf disagreement as to the amount 
of the charge or charges payab.e under this Section VII, ‘he 
matter may be determined in the manner set forth in subsection 
(B) of Section IV of this Pina! Judgment. 


viir. 

The defendants are each enjoined and restrained from 
acquiring, direct'y or tndirect'y. any person engazed in the 
mawifacture, distribution or sa'e of equipment usefu'’ in fur- 
nishing common carrier communications services. either by ac- 
quisition of sesurities therec:f or by acquisition of its 
assets. 

Wothing in this Section VIII sha!! te construed to 
prohibit: 

(a) acquisition ty either defendant of a'l or part 
of the seourtties or assete of its sutsidiaries; 

(o>) formation of subsidiaries by either defendant 
and the transfer thereto of assets of either or of other sub- 


eidiaries of either; 
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{c) app'ication to this court, upon notice to the 
plaintiff, for permission to acquire the securities or assets 
of @ person enzaged in such mamfacture, distribution or sae, 
which may be cranted upon a showing that the effect .f such 
acquisition wi... not be substantia: y to essen competition or 


to tend to create a monopo y. 


TX, 
(A) The defendants are each en'oined and restrained 
from c mmencing, and efter three (7%) years from the date of 
this Pina: Judgeent from continuing, direct y or indirect y, 
to warmfecture for sale or ease any equipment which is of a 
type not eo'd «cr eased or intended t- te sod or eased to 
Companies ef the Be: System, for use in furnishing common 
carrier communications services, except equipment used in the 
marnwfacture rr ineta! lation of equipment which is of @ type so 
e014 or ‘eased or intended to be so soid or ‘eased; provided, 
however, that this Section ehe) not arpiy to the artificia! 
jaryra, vy-products of rec amation of scrap, or equipment marn- 
factured for the paintiff, or for plaintiff's prime or sub- 
eontractors fo- the performance of contracts with > aintiff or 
aub-contracts thereunder. 
(B) ‘The defendant Western is enjoined and restrained 
from engaging, either direct y or indirectiy, after three (7) 
y years from the date of this Fina. Judgvent, in any business not 
: ihe pul Cllatts 
Fut . of a character or type encsaged in by “estern for comanties of the 
Be': System, other than businesses pormhtted or required under 
thie Pina Judgment and any business engaged tn for the p.aintiff 
or ary agency there f. 
(*) Wo aa'e of any subeidiary or assets made necessary 
by this “ection It need be made otherwise than at a fair price 


and cn reasonab'e terme nor sha.) it be made except to @ persen 
approved by this Tourt. Oefendante aay app y t> this -ourt 


Pp, 
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for an extension of the time estab ished by this Section IX, 
upon notice :o the p’aintiff, and such extension may be granted 


upon e@ showing cf good cause therefor. 


ei 

Weatern is ordered and directed to maintain cost 
accounting methods that conform with such accounting princip'es 
as may be genera:ly accepted and that afford a -a id basis, 
taxing into account the magnitide ard complexity of the maru- 
facturing orerations invo:ived, for determining the cost to 
vestern of equipaent so'd to A T & T and Be) Operating com 
ranies for uee by them itn furnishing common carrier commni- 


cations services. 


XI, 

Tne defendant A T * T is enioined and restrained 
from engaging, either direct'y, or indirect'y through ite subd- 
sidiaries other than western and estern's sutsidiaries, in 
any business «ther than the furnishing of c.mmon carrier com 
munteationsa services; rrovided, however, that this “ection XI 
sna! not arp y to (a) furmiahing services or factiities for 
the p airtiff or any agency thereof, (b) experiments fr the 
purpose of testing or deve'oping new common carrier c mmunica- 
tions se-vices. (c) Curnishing circuits to o'r c-mmunications 
sommon carciers, (4) for a rerind of five (°) years f~* the 
date o£ thts Fina, Judzment, easing and maintainin«s faci ities 
for rtvate communications systems, the charjes for which are 
not mt ect ‘0 pot ie reg ation, to persons who are essees 
from defentanta ~~ heir muibsicdiaries -f such systems forty- 
five (4°) darn after the date f thin Fine’ Judment, (e) direc- 
tory advertising. (f) advice or aseistance t: other communications 
somecn carriers, or (7) businesses <> services incidenta t- the 


furnishin. yy 4 T % Tor guch subsidiaries of carwon carrier 


> mmoricatione services. 














1392 CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 


XII. 

(A) The defendants are each en'oined and rest rained 
from mevinz, verfo-ming, enforcing or edhering to any contracts 
or asreements under which fie dea ¢f mam:facture, sate or di-- 
tritution of any equioment are divided with others, rr vided 
that. gubi‘ect to other previsions of this Pina. Judgrent, an 
exchange of non-exc usive .icenses and cizhts under petents., 
without more, between the defendants and others sha . mt te 
Geemed tc divide fie'ds of manufacture, sale cr distribution 
of equipment. 

(B) Tne defendants are each en‘oined and restrained 
from performing or enforcing any term or provision of any 
contract or agreement that ( ) males exc usive any icenses 
or other rights under patents, or (2) grants to one party the 
rignt to sue for infringement «of the patents -f another party. 

(Cc) The defendants are each en/oined ani restrained 
from enforcing any restriction or condition on any iicenses 
or other rights under patente granted by either of them, that 
()) imposes maximum quantity or dollar jimitationse, or (2) 
restricts ea'es to designated customers (except where sa.es 
are ‘imited to subsidiaries, under existing -icenses, or to 
the paintiff), or (2) restricte the price at which icensed 


equipment may be so.d. 


¥III. 

The defendants are each enjoined and restrained from 
making or performing, direet'y or indirect:y, any contract or 
agreement with any person whereby either defendant cr ite 
subsidiaries wii: have any right in any territory to act as 
distribut«=r of any equipment marwfactured or s01d by such 
person, or whereby euch person wi'l have any exc usive right 
in any territory to act as distributor ef any equipment sam- 
factured or soid by either defendant or ite e.bsidiaries; 
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rrovided, however, ‘hat this ection sha ot reevent the de- 
fendantse rr their aurelidtaries from tivins any ecvircmen § frr 
eae ease “¢, or suvt vin: any eminment '¢, the defenda ts’ 
ass. cla‘ed 2 mraniees or the aintiff. or pre.est “estrex and 
tte oibstdtacier from actin: as distritutor t- soon’) -ec Att- 
studina © * aside the Unite’ tates cor sha hin ‘ection te 
Aeened ft srevent the diam sition 'n anv enanse s ff trade  f 
any em.lement orlsina! yy acwvitred for sae t* defenra-ts' 


asa. c‘ated > rmantes or * the aintifrf, 


The defendants are ear en‘cined end rectralined from 
maxin:, cerf: rminz or erf reinc. direct y or indirect y, any 
ron’ ract or agreement with any tndependent te ephone cperating 


commany umler whith such c.smany te required t tuy ay equip- 





ment froa them (but this sha “¢ app y t anv a-ectfic purchase 


reer o: ‘oO ay srecific trast Por the purchase of creratin: 
San‘), or with any surchaser imit, fix o mfrmy the prices 
te be charced by mh orrchase i the resa e f any equipmen 
The defendant * im en 'olned and reetrained Cf-m 
secrel:* re m the defendant 6 ¢:7 @ cay me: ef -e:en 
a tr respect ¢ the nearfacvture ease sa e@ ff ecuinmernt 
t som? € t. the Re x ¥ orman tes 
Y 
Po the rose of serine mm farce with this Pina 
Jnda~me::t bir authortizet eenrenertativer -f the Yevartment of 
Jistice sha mon written wervest © the Attocrey Jenere 


the Assistant *‘torney feneva ' oharve ff the inttt mst 
“1i--tston. and om reas nat «© int! oe [4 the princina PT icWest 
either defendant. te remitted ( ) -easnab'e access durin: *e 


sffice ioe Of said defendart t a rooks edvera, accousts 
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correspondence, memoranda and other records and documents in 

the possession or under the contro! of said defendant re ating 

to any matters contained in this Final Judgment and (2) subject 
to the reasonable convenience of said defendant and without 
reetraint or interference from it, to interview officers or 

emp lcyees of said defendant, who may have counse’ present, re- 
garding such matters, and upon request eaid defendants sha) 
subait such written reports an might from time to time be rea- 
sonably necessary to the enfercement of this Fina) Jodement. 

Mo informetion obtained by the means provided in this “Section IvI 
sha'' be divulged by any representative of the Department of 
Justice to any person other than a du'y authorised representative 
of such Department, except in the course of leza’ nroceedings 

in which the United States is a party for the purpose of securing 
compiiance with this Pina! Judgment, or as otherwise required by 


law. 


XVII. 

Jurisdiction is retained for the purpose of enabd: ing 
any of the parties to this Pinal Judguent to app ’y to this 
Court et any time for such further orders and directions as 
may be necessary or appropriate for the construction or carry- 
ing out of this Final Judgment, or the medification or termina- 
tion ef any of the provisions thereof or for the enfcrosment 
of comp’ tanee therewith or for the punishment of vic!ations 
thereof. Upon any such app ication by the p’aintiff, the 
plaintiff shail be deemed t: have mate a sufficient showing of 
a change in circumstances warranting appropriate modification 
of this Final Judgment if it ehall show e’imination hereafter, 
in a substantia) maber of states, of pub'ic regu iation of 
eharges for common carrier commnications services. 

Jurisdiction is further retained for the purpose of 
enediing the piaintiff to app'y te this Court at any time, 
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without the necessity of showinz 


any chance in circumstances, 
for «wie s under this Fina Jvud2nent: 

(a) requiring sa es, at non-discriminatery prices, 
of any te e:hone equipment manufactured by Western or its sa.t- 
sidiaries to independent te ephone operating companies, or 
prehiti'ing or imiting sa es of such equipment to such ccn- 
panies: and 

(>) requiring that any equipment manufactured by 
Weaterm or its subsidiaries that is used by A 7 ¢& T or any 
Be Operating “Company in furmishihg a common oarrier cvamuni- 
cations service, other than te ephone equipment, sha:' te so.d 
at non-discriminatory prices to any person ‘tawfu..iy enzazed in 
furnishing such @ service in ccmpetition with them or in fur- 
nishins message te ezram service, for vse by such pers n in 
furnishing, any such service; and 

(c) requiring that 4 7 & T shal, and sha -ause 


its subsidiaries to, ccntime to ease, to ccmmon carriers 





engaged in the message te e ram business. on reasconal e terns. 
etreuits required ty such carriers for use tn their tusiness, 
to the extent that much circuite sha be reasconal yy aval at e 


without further ee nstruction. 
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APPENDIX A 


Bell Tele hone Company of Nevada 

Tilinois B-11 Teleohone Company 

Indiana Bell Telephone Company 

Michigan B 11 Telephone Company 

New England T lephone and Telegraph Company 
New Jersey Bil Telephone Company 

New York Telephone “ompany 

Northwestern Bell Telephone Company 

Southern Dell Telephone ané Telegraph Company 
Southwestern Bell Telephone Company 

Bell Telephone Company of Pennsy!vania 
Chesapeaxe and Potomsc Telephone Company 
Chesapeske and Potomac Telephone Company 
of Maryland 

Chesapeake and Potomac Telephone Company 
of Virginia 

Chesapeake ang Potomac Telephone Company 
of West Virginia 

Cincinnati & Suburven 3:11 Telephone Company 
Diagond State Telephone Company 

Mountain States Telephone and Telegraph Company 
Omio Bell Telephone 

Pacific Telephone and Telegraph Company 
Southern New Engiand Telephone Company 
iseonsin Telephone Company 


e222 2 2 22? 


x 
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(Copy of Judgment as submitted to Board of Directors on Tuesday, January 
LO, 1956. ) 


IN THE UNITED STATES DISTRICT COURT FOR THE DISTRICT OF NEW 
JERSEY 


Civil Action No. 17—49 


UNITED STATES OF AMERICA, PLAINTIFF, 0. WESTERN ELECTRIC COMPANY, INCOR 
PORATED, AND AMERICAN TELEPHONE AND TELEGRAPH COMPANY, DEFENDANTS 


FINAL JUDGMENT 


Plaintiff, United States of America, having filed its complaint herein on 
January 14, 1949; the defendants having appeared and filed their answer to such 
complaint denying the substantive allegations thereof; and the parties, by their 
attorneys, having severally consented to the entry of this Final Judgment with 
out trial or adjudication of any issues of fact or law herein and without this 
Final Judgment constituting any evidence or admission by any party in respect 
of any such issues: 

Now, THEREFORE, before any testimony has been taken herein, and without 
trial or adjudication of any issue of fact or law herein, and upon the consent 
of all parties hereto, it is hereby 

(ORDERED, ADJUDGED, AND DECREED AS FOLLOWS 





I 


This Court has jurisdiction of the subject matter herein and of all the parties 
hereto. The complaint states a claim upon which relief may be granted against 
each of the defendants under Sections 1, 2 and 3 of the Act of Congress of 
July 2, 1890, entitled “An act to protect trade and commerce against unlawful 
restraints and monopolies,” commonly known as the Sherman Act, as amended 


II 


For the purposes of this Final Judgment 

(a) “Western” shall mean the defendant Western Electric Company, Incor 
porated 

(b) “A T & T” shall mean the defendant American Telephone and Telegraph 
Company. 

(c) “Bell Operating Companies” shall mean the 22 corporations listed in Ap- 
pendix A attached to this Final Judgment, any other subsidiaries of the defend 
ants engaged in furnishing common carrier communications services and the 
respective subsidiaries of and successors to each of the foregoing. 

(d) “Companies of the Bell System” shall mean A T & T, Western, their 
subsidiaries and the Bell Operating Companies. 

(e) “Westrex” shall mean Westrex Corporation, a Delaware corporation 

(f) “Patents” shall mean United States letters patent except for the reference 
to foreign patents in Section IV (E) (3) 

(g) “Bell System patents” shall mean patents owned or controlled by either 
of the defendants or any of their subsidiaries, and patents on inventions made 
in the course of their employment by employees of defendants and their sub 
sidiaries (other than employees of subsidiaries exclusively engaged in the 
performance of contracts with the plaintiff) employed to do research, develop 
ment or other inventive work, subject to any releases of rights to such employees 
prior to the date of this Final Judgment, and shall include patents of others 
under which and to the extent to which either of the defendants or any of their 
subsidiaries may have the right to grant licenses 

(h) “Equipment” shall mean apparatus, systems, materials, supplies, ma- 
chines, tools and any other product. 

(i) “Common carrier communications services” shall mean communications 
services and facilities, other than message telegram service, the charges for 
Which are subject to public regulation under the Communication Act of 1934, 
Or any amendment thereof, or would be subject to such regulation thereunder 
if such a service or facility were furnished in interstate commerce; and shall 
also include any communications service or facility, other than message tele- 
grams service, the charges for which are or become subject to regulation under 


] 
M 
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existing or future laws of any state, territory, or the District of Columbia, but 
only in the jurisdiction or jurisdictions in which the charges for such service 
or facility are subject to regulation. 

(j) “Associated companies” shall mean, as to defendants, the Companies of 
the Bell System, and as to any applicant, its subsidiaries. 

(k) “Person” means any individual, partnership, corporation, association, 
firm, trustee or other legal entity. 

(1) “Message telegram service” shall mean the electrical transmission by a 
common carrier of a message presented to it at one of its public offices in written 
form or, if presented orally, reduced to written form by the carrier and deliv 
ered by the carrier to the addressee in written form or, if orally, by a reading 
of the written message by the carrier. 

(m) “B-2 agreements” shall mean the license agreements dated July 1, 1932, 
made by either or both of the defendants with General Electric Company, Radio 
Corporation of America, and Westinghouse Electric Corporation, or any of them, 
and all agreements supplementary thereto, and “other parties to the B-2 agree 
ments” shall mean said companies, their subsidiaries, successors and assigns. 


IIt 


The provisions of this Final Judgment, applicable to a defendant, shall be 
binding upon said defendant, its officers, agents, servants, employees, and attor 
neys, and upon those persons in active concert or participation with said 
defendant who receive actual notice of this Final Judgment by personal service 
or otherwise. 

1\ 


(A) The defendants are each ordered and directed to grant or cause to be 
granted, to any applicant who shall make written application therefor at any 
time or from time to time, non-exclusive licenses under all claims of any, some 
or all existing and future Bell System patents to make, have made, use, lease 
and sell any or all equipment as desired by the applicant, such licenses (1) to 
be royalty-free, to persons other than the other parties to the B-2 agreements, 
under all Bell System patents issued prior to the date of this Final Judgment, 
under which licenses or sublicensing rights were exchanged between the de 
fendants and such other parties to the B-—2 agreements, (2) to be at reasonable 
royalties to the other parties to the B-2 agreements under the aforesaid patents, 
except that such licenses shall be royalty-free to any such other party during 
any period for which licenses granted by it to the defendants or either of them 
of the scope and character which the defendants may require it to grant to 
them pursuant to this Section IV (A), shall be royalty-free under all patents 
issued prior to the date of this Final Judgment under which, and to the extent 
to which, such other party or its associated companies may have the right to 
grant licenses, and (3) to be at reasonable royalties to all persons under all 
other existing and future Bell System patents: but upon condition that the 
applicant shall grant to defendants at reasonable royalties licenses to make 
have made, use, lease and sell such equipment useful in furnishing common 
carrier communications services and such machines, tools and materials useful 
in manufacturing or operating any such equipment, as defendants may then 
designate in writing, under all claims of any or all existing and future patents 
under which, and to the extent to which, the applicant or its associated com 
panies may have the right to grant licenses. Except with the consent of the 
grantor of any license hereunder, no such license shall be under patents on in 
ventions made more than five (5) years after the effective date of the license 
but the applicant may make successive applications for licenses. Each grant of 
a license hereunder shall be for the unexpired terms of the patents under which 
such license is granted, or for such lesser period as the grantee shall elect, and 
shall include the right to sublicense the grantee’s associated companies for so 
long as they remain associated companies 

The provisions of this subsection (A) requiring the defendants to grant 
royalty-free licenses under certain patents shall not be deemed to constitute a 
finding, determination or admission that such patents are without value or that 
the defendants are not entitled to full damages and an injunction in the case 
of infringement of any such patents by any unlicensed person 

(B) Upon receipt of a written request for a license under the provisions 
of this Section, the defendant to whom such request is addressed shall advise 
the applicant in writing of the royalty, if applicable, which it deems reasona 
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ble therefor, and also of such licenses as defendants may specify under sub- 
section (A) above. If the parties are unable to agree within ninety (90) days 
upon reasonable royalties or any other terms, the applicant or such defendant 
may apply to this Court for the determination of reasonable royalties and other 
terms, and the defendants shall, upon filing or receipt of notice of the filing 
of such application to this Court, promptly give notice thereof to the plaintiff. 
In any such proceeding the burden of proof shall be on the defendant to es- 
tablish the reasonableness of royalties or other terms requested by it, and 
on the applicant to establish the reasonableness of royalties or other terms 
requested by the applicant. Pending final determination of the foregoing, the 
applicant or said defendant may apply to this Court to fix interim royalty rates 
and other interim terms and conditions. If this Court fixes such interim rates, 
terms and conditions, such defendant shall then tender and the applicant may 
then accept an agreement under which licenses shall be granted, in accordance 
With such interim determination, providing for the periodic payment of royalties, 
if applicable, at such interim rates for any manufacture, use, or sale under 
the patents involved. If the applicant fails to accept such license agreement 
or fails to pay interim royalties in accordance therewith such action shall be 
grounds for the dismissal of his application. 

(C) The defendants are each enjoined and restrained from including in 
any license granted by them any restriction or condition whatsoever limiting 
the exercise of the rights granted thereby except that the license may be per- 
sonal and non-transferable and may be conditioned on (1) payment of a reasona- 
ble royalty, if applicable, which shall be non-discriminatory as between licensees 
whose licenses are granted subsequent to the date of this Final Judgment, 
other than defendants’ associated companies, but the royalty provisions of 
agreements under which licenses are exchanged and royalties are adjusted or 
eliminated to reflect a bona fide estimate of the values of such licenses shall 
not be deemed to discriminate between licensees, nor shall the bona fide com- 
promise of claims for accrued royalty be deemed to be discriminatory, (2) 
subjection, to any grant of licenses and rights by applicant to the defendants, 
of patents of any company of which applicant is a subsidiary and subsidiaries 
of any such company and of patents on inventions made in the course of their 
employment, after the effective date of the license agreement, by employees 
of any such company, applicant or any of its subsidiaries employed to do re- 
search, development or other inventive work, and (3) such other terms as this 
Court shall approve upon application by the defendants and notice to the plain- 
tiff. If the applicant shall so request, any agreement in which licenses are 
exchanged between applicant and defendants shall fix a reasonable royalty for 
each license, where applicable, rather than providing for the adjustment or 
elimination of royalties. 

(I)) Each license agreement executed pursuant to this Section IV shall 
contain, if the licensor so requests, reasonable provisions requiring the licensee 
to keep records, submit royalty statements and give appropriate license notices, 
and for periodic inspection of the books and records of the licensee by an in 
dependent auditor or any person acceptable to the licensee. 

(Ef) Each license agreement executed pursuant to this Section IV shall 
provide : 

(1) That the licensee upon giving written notice to the licensor may cancel 
uny such license for any specified equipment, but subject to paying accrue’! 
royalties. 

(2) If any licensee requests, that such licensee may at any time surrender 
its license under any specified patent or patents identified by number by written 
notice to the licensor, but subject to paying accrued royalties. If any licensee 
requests, the license agreement shall also provide that upon such surrender the 
royalty rates shall be renegotiated if requested by the licensee in writing, and 
if there is a material difference between the reasonable value of the licenses 
granted to such licensee, including the patents affected by such surrender, and 
the reasonable value of such licenses without such patents, then such rates 
shall be reduced by an amount representing such difference. In event of dis 
agreement whether a reduction should be allowed or the amount thereof, the 
matter may be determined in the manner set forth in subsection (B) of this 
Section IV 

(3) If any licensee requests, a royalty-free grant of immunity under all for- 
eign patents owned or controlled by the licensor or its subsidiaries relating to 
the sale or use abroad of equipment manufactured under the license granted 
pursuant to this Section LV 
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(IF) Kach licensee of either defendant under a license agreement in effect 
at the date of this Final Judgment may cancel any licenses granted to it and 
its associated companies under such agreement by written notice to the licensor 
Which shall terminate the obligation to pay royalty under the license agreement 
with respect to any equipment not manufactured, sold, leased or put into use 
under such licenses prior to such notice. Within sixty (60) days from the dat 
of this Final Judgment, defendants shall mail a copy of the provisions of thi 
Section LV to all such existing licensees 

(G) The defendants are each enjoined and restrained, except where thi 
Court upon application by a defendant and notice to the plaintiff shall find 
good cause therefor, from directly or indirectly 

(1) aequiring any license, grant of immunity or similar right under putent 
unless such license, grant of immunity or similar right shall be non-exclusive 

(2) disposing of any patents, or rights thereunder, so as to deprive defendants 
of the power to grant or cause to be granted licenses as required under this 
Section IV unless it be a condition of such disposition that the transferee sha 
observe the provisions of this Section 1V with respect to the patents and rights 
so acquired and shall file with this Court, prior to such disposition, an unde 


takil to this effect; provided, however, that this subsection (G) (2) shall not 


be deemed to apply to (a) any transfer of patents or rights thereunder to the 
plaintiff or any agency thereof, or (b) a disclaimer, or a concession or othe 
grant in interference proceedings : 0 

(3) granting or receiving any right to grant sublicenses under patents except to 
the grantee’s associated companies for so long as they remain associated com 


panies. 


Western is ordered and directed, upon written request of any person, to fur 
nish to such person a list, prepared as of January 1 of the year in which the 
request is made, of unexpired patents owned by either defendant or its subsidiar 
es, identified with the classification of the United States Patent Office on the 
date of issue of such patents 

VI 


The defendants are each enjoined and restrained from acquiring, directly or 
indirectly, title to any patent owned or controlled by any person other than 
(Companies of the Bell System and employees thereof, except where this Court 
upon application by either defendant and notice to the plaintiff, shall find that 
otherwise the defendant could not obtain rights under the patent or that the 
only terms upon which the defendant could obtain non-exclusive licenses unde 
said patent are unreasonable, provided that nothing in this Section VI shall be 
construed to prohibit the acquisition of patents on inventions made by other per 
sons pursuant to any research or development contract with any Company of 
the Bell System 


VII 


\) The defendants are each ordered and directed, upon written applicatior 
at any time and from time to time, to furnish to any person domiciled in the 
United States and not controlled by foreign interests, licensed pursuant to Sectior 
IV of this Final Judgment under any patents of either of the defendants, techni 
cal information relating to equipment specified in such application, to the extent 
and upon the terms hereinafter set forth 
3) The technical information so to be furnished shall be information relat 
ing to equipment manufactured by Western for sale or lease to Bell Operating 
Companies or A T & T for which the applicant is licensed pursuant to Section I\ 
of this Final Judgment, and shall consist, to the extent that the defendant: 
shall have, and have the legal right to furnish, the same, of manufacturing draw 
ings and specifications of the materials and parts comprising such equipment, and 
manufacturing drawings and specifications covering the assembly, wiring a1 
acceptance test requirements of such equipment 

(() The defendants are each enjoined and restrained from including in any 
agreement, under which technical information is furnished pursuant to this Fina 
Judgment, any restriction or condition whatsoever limiting the exercise of th 
ights thereby granted to use such information, except that the right to use 
such information may be personal and non-transferable and may be conditioned 
on (1) payment of a reasonable charge or charges which shall be non-discrimina 
tory as between recipients of such information pursuant to application made 


{ 
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hereunder, other than defendants’ associated companies, (2) the furnishing by 
an applicant to Western, upon payment of a reasonable charge or charges there- 
for, of its own technical information of the character and scope of that furnished 
by Western, but only respecting equipments for which the applicant has licensed 
defendants pursuant to Section IV of this Final Judgment, and (3) such other 
restrictions and conditions as this Court shall approve upon application by 
either defendant and notice to the plaintiff. 

Defendants’ obligations to furnish technical information in any case shall be 
subject to such restrictions as may be imposed at any time by any department 
or agency of the plaintiff for reasons of national security. 

(LD) The reasonable charge or charges permitted by subsection (C) of this 
Section VII shall be designed to reimburse the defendants or the applicant 
for the cost of gathering and reproducing the information furnished and for that 
proportion, if any, of the development expense that is reasonable and is properly 
allocable to the class of equipment with respect to which the information is 
being furnished. The amount by which such charge or charges collected by 
defendants shall exceed the cost of gathering and reproducing such information 
shall be credited to the development and related engineering expense accounts 
of Western. 

(E) Each agreement under which technical information is furnished pursuant 
to this Final Judgment shall contain, if the party furnishing such information 
shall so request, reasonable provisions requiring the recipient of such informa 
tion to keep records, submit statements respecting charges, keep such technical 
information confidential, and use such technical information only for manu 
facture pursuant to the license granted to the recipient of such information 
under Section IV of this Final Judgment, and providing for periodic inspection 
of the books and records of such recipient by an independent auditor or any 
person acceptable to such recipient. 

(F) A party shall not be deemed, in connection with the furnishing of 
technical information pursuant to this Final Judgment, to have given any war 
ranty against infringement of patents of others, or any warranty of success 
in connection with the use of such information 

(G) In the event of disagreement as to the amount of the charge or charges 
payable under this Section VII, the matter may be determined in the manner 
set forth in subsection (B) of Section [IV of this Final Judgment. 


VIII 


The defendants are each enjoined and restrained from acquiring, directly 
or indirectly, any person engaged in the manufacture, distribution or sale of 
equipment useful in furnishing common carrier communications services, either 
by acquisition of securities thereof or by acquisition of its assets 

Nothing in this Section VIII shall be construed to prohibit : 

(a) acquisition by either defendant of all or part of the securities or assets 
of its subsidiaries ; 

(b) formation of subsidiaries by either defendant and the transfer thereto 
of assets of either or of other subsidiaries of either: 

(¢) application to this Court, upon notice to the plantiff. for permission 
to acquire the securities or assets of a person engaged in such manufacture, dis- 
tribution or sale, which may be granted upon a showing that the effect of such 
acquisition will not be substantially to lessen competition or to tend to create 
a monopoly. 

Ix 


(A) The defendants are each enjoined and restrained from commencing, 
and after three (3) years from the date of this Final Judgment from con 
tinuing, directly or indirectly, to manufacture for sale or lease any equipment 
Which is of a type not sold or leased or intended to be sold or leased to 
Companies of the Bell System, for use in furnishing common carrier com 
Inunications services, except equipment used in the manufacture or installation 
of equipment which is of a type so sold or leased or intended to be so sold or 
leased: provided, however, that this Section shall not apply to the artificial 
larynx, by-products of reclamation of scrap, or equipment manufactured for 
the plaintiff, or for plaintiffs prime or sub-contractors for the performance 
of contracts with plaintiff or sub-contracts thereunder 
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(B) The defendant Western is enjoined and restrained from engaging, either 
directiy or indirectly, after three (3) years from the date of this Final Judg- 
ment, in any business not of a character or type engaged in by Western or its 
subsidiaries for Companies of the Bell System, other than business permitted 
or required under this Final Judgment and any business engaged in for the 
plaintiff or any agency thereof 

(C) No sale of any subsidiary or assets made necessary by this Section IX 
need be made otherwise than at a fair price and on reasonable terms nor 
shall it be made except to a person approved by this Court Defendants may 
apply to this Court for an extension of the time established by this Section IX, 
upon notice to the plaintiff, and such extension may be granted upon a showing 
of good cause therefor 

x 


Western is ordered and directed to maintain cost accounting methods that 
conform with such accounting principles as may be generally accepted and that 
afford a valid basis, taking into account the magnitude and complexity of the 
manufacturing operations involved, for determining the cost to Western of 
equipment sold to A T & T and Bell Operating Companies for use by them in 
furnishing common carrier communications services 


xI 


The defendant A T & T is enjoined and restrained from engaging, either 
directly, or indirectly through its subsidiaries other than Western and Western's 
subsidiaries, in any business other than the furnishing of common carrier 
communications services; provided, however, that this Section XI shall not 
apply to (a) furnishing services or facilities for the plaintiff or any agency 
thereof, (b) experiments for the purpose of testing or developing new common 
carrier conimunications services, (¢) furnishing circuits to other communications 
common carriers, (d) for a period of five (5) years from the date of this Final 
Judgment, leasing and maintaining facilities for private communications systems, 
the charges for which are not subject to public regulation, to persons who are 
lessees from defendants or their subsidiaries of such systems forty-five (45) days 
after the date of this Final Judgment, (e) directory advertising, (f) advice 
or assistance to other communications common carriers, or (g) DUSiINeSSsSes O1 
services incidental to the furnishing by A T & T or such subsidiaries of com 
mon carrier communications services 


XII 


(A) The defendants are each enjoined and restrained from making, per 
forming, enforcing or adhering to any contracts or agreements under which 
fields of manufacture, sale or distribution of any equipment are divided with 
others, provided that, subject to other provisions of this Final Judgment, an 
exchange of non-exclusive licenses and rights under patents, without more, 
hetween the defendants and others shall not be deemed to divide fields of manu 
facture, sale or distribution of equipment. 

(B) The defendants are each enjoined and restrained from performing or 
enforcing any term or provision of any contract or agreement that (1) makes 
exclusive any licenses or other rights under patents, or (2) grants to one 
party the right to sue for infringment of the patents of another party 

(() The defendants are each enjoined and restrained from enforcing any 
restriction or condition on any licenses or other rights under patents granted by 
either of them, that (1) imposes maximum quantity or dollar limitations, or 
(2) restricts sales to designated customers (except where sales are limited to 
subsidiaries, under existing licenses, or to the plaintiff), or (3) restricts the 
price at which licensed equipment may be sold 


NIII 


The defendants are each enjoined and restrained from making or performing, 
directly or indirectly, any contract or agreement with any person whereby either 
defendant or its subsidiaries will have any right in any territory to act as distribu 
tor of any equipment manufactured or sold by such person, or whereby such 
person will have any exclusive right in any territory to act as distributor of 
any equipment manufactured or sold by either defendant or its subsidiaries ; pro 
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vided, however, that this Section shall not prevent the defendants or their sub- 
sidiaries from buying any equipment for sale or lease to, or supplying any 
equipment to, the defendants’ associated companies or the plaintiff, or prevent 
Westrex and its subsidiaries from acting as distributor to sound recording 
studios or outside the United States, nor shall this Section be deemed to pre 
vent the disposition in any channels of trade of any equipment originally ac 
quired for sale to defendants’ associated companies or to the plaintiff. 


\IXx 


The defendants are each enjoined and restrained from making, performing or 
enforcing, directly or indirectly, any contract or agreement with any independ- 
ent telephone operating company under which such company is required to buy 
any equipment from them (but this shall not apply to any specific purchase order 
or to any specific contract for the purchase of operating plant), or with any 
purchaser to limit, fix or control the prices to be charged by such purchaser on 
the resale of any equipment. 

XV 

The defendant A T & T is enjoined and restrained from receiving from the 
defendant Western any payment of patent royalty in respect of the manufacture, 
lease or sale of equipment by Western to the Bell Operating Companies 


XVI 


Kor the purpose of securing compliance with this Final Judgment, duly au 
thorized representatives of the Department of Justice shall, upon written request 
of the Attorney General, or the Assistant Attorney General in charge of the 
Antitrust Division, and on reasonable notice to the principal office of either 
defendant, be permitted (1) reasonable access during the office hours of said 
defendant to all books, ledgers, accounts, correspondence, memoranda and other 
records and documents in the possession or under the control of said defendant 
relating to any matters contained in this Final Judgment and (2) subject to 
the reasonable convenience of said defendant and without restraint or inter 
erence from it, to interview officers or employees of said defendant, who may 
ive counsel present, regarding such matters, and upon request said defendants 
hall submit such written reports as might from time to time be reasonably 
necessary to the enforcement of this Final Judgment. No information obtained 
by the means provided in this Section XVI shall be divulged by any representa- 
tive of the Department of Justice to any person other than a duly authorized 
representative of such Department, except in the course of legal proceedings in 
Which the United States is a party for the purpose of securing compliance with 
this Final Judgment, or as otherwise required by law. 





XVII 


Jurisdiction is retained for the purpose of enabling any of the parties to this 
Final Judgment to apply to this Court at any time for such further orders and 
directions a8 may be necessary or appropriate for the construction or carrying 
out of this Final Judgment, or the modification or termination of any of the provi 
sions thereof or for the enforcement of compliance therewith or for the punish 
ment of violations thereof. Upon any such application by the plaintiff, the plain 
tiff shall be deemed to have made a sufficient showing of a change in circum 
stances warranting appropriate modification of this Final Judgment if it shall 
show elgnination hereafter, in a substantial number of states, of public regu 
lation of tharges for Common carrier communications services 

Jurisdiction is further retained for the purpose of enabling the plaintiff to 
ipply to this Court at any time, without the necessity of showing any change 
in circumstances, for orders under this Final Judgment : 

(a) requiring sales, at non-discriminatory prices, or any telephone equip 
ment manufactured by Western or its subsidiaries to independent telephone 
operating Companies, or prohibiting or limiting sales of such equipment to such 
companies ; and 

b) requiring that any equipment manufactured by Western or its subsidi 
aries that is used by A T & T or any Bell Operating Company in furnishing a 
common carrier communications service, other than telephone equipment, shall 


be sold at non-discriminatory prices to any person lawfully engaged in furnish 
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ing such a service in competition with them or in furnishing message telegram 
service, for use by such person in furnishing any such service ; and 

(c) requiring that A T & T shall, and shall cause its subsidiaries to, continue 
to lease, to common carriers engaged in the message telegram business, on rea 
sonable terms, circuits required by such carriers for use in their business, to the 
extent that such circuits shall be reasonably available without further con 
struction 

Dated: January , 1956 


United States District Judge 


We hereby consent to the making and entry of the foregoing Final Judgment 
For the Plaintiff: 


Attorney General 


Assistant Attorney General 
Attorneys for Plaintiff 
For the Defendants: 
PITNEY, HARDIN & WARD, 
by 7 
Attorneys for the Defendants 


For the defendant AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


Its Vice President and General Counsel 


For the defendant WESTERN ELECTRIC COMPANY, INCORPORATED : 
Its Vice President and General Counsel 


APPENDIX A 


ell Telephone Company of Nevada 

Illinois Bell Telephone Company 

Indiana Bell Telephone Company 

Michigan Bell Telephone Company 

New England Telephone and Telegraph Company 

New Jersey Bell Telephone Company 

New York Telephone Company 

Northwestern Bell Telephone Company 

Southern Bell Telephone and Telegraph Company 
Southwestern Bell Telephone Company 

The Bell Telephone Company of Pennsylvania 

The Chesapeake and Potomac Telephone Company 

rhe Chesapeake and Potomac Telephone Company of Maryland 
The Chesapeake and Potomac Telephone Company of Virginia 
The Chesapeake and Potomac Telephone Company of West Virginia 
The Cincinnati & Suburban Bell Telephone Company 

The Diamond State Telephone Company 

The Mountain States Telephone and Telegraph Companys 

The Ohio Bell Telephone Company 

The Pacific Telephone and Telegraph Company 

Che Southern New England Telephone Company 

Wisconsin Telephone Company 


MINUTES, MEETING OF BOARD OF DIRECTORS, PAGE 3077 


Date TANUARY 10. 1956 


rhe President stated that, as a result of the extensive negotiations which have 


her carried on between representatives of this Company and of American 
Telephone and Telegraph Company and representatives of the Department of 
Justice looking toward a satisfactory disposition of the civil anti-trust suit 
pending against the companies, a proposed form of Final Judgment has beet 


drafted to be entered into upon the consent of the parties. The President then 
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submitted to the meeting a copy of the proposed Final Judgment and outlined 
ind explained its provisions in detail. He stated that in his opinion the best 
nterests of the Company would be served through a disposition of the suit 
aus provided for in the Final Judgment After extensive discussion, on motion, 
the following resolutions were thereupon adopted 

Resolved, That Pitney, Hardin & Ward, attorneys for this Company, and 
Walter L. Brown, Vice President and General Counsel of this Company, are 

ithorized to consent on behalf of this Company to a Final Judgment in the 

vil anti-trust suit instituted in January, 1949 by the United States against 
this Company and American Telephone and Telegraph Company in substantially 
the form submitted to this meeting, any changes therein being subject to ap 
roval by the President ; and 

Resolved, That the officers of this Company are authorized to take all action 
necessary or advisable to carry out the provisions of any Final Judgment entered 
ito pursuant to the foregoing resolution 
On motion, duly seconded, the meeting then adjourned 

Signed) NORMAN R. FRAME, Secretary 
he above is certified to be correct 


Secretary of the Meeting 


JANUARY 10, 1956. 
In conformity with the resolutions today adopted by our respective Boards of 
Iirectors, we hereby approve the following changes in the Final Judgment in 
United States v. Western Electric Company and American Telephone and Tele 
graph Company 
In the ninth line of Section IV (A), after the words “Bell System patents 


thea f 


ollowing (other than patents of Teletypesetter Corporation ) 
CLEO F. CRAIG, 
President of American Telephone and Telegraph Company 


F. R. Hoppe, 
Pre side ntof We stern Elk erric Company, Tl? ( orporated 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY 


I certify that the following are true and correct copies of resolutions adopted 
vy the Board of Directors of American Telephone and Telegraph Company at a 
meeting held January 10, 1956: 

The President stated that, as a result of the extensive negotiations which have 
been carried on between representatives of this Company and of Western Electric 
Company, Incorporated, and representatives of the Department of Justice looking 
toward a satisfactory disposition of the civil anti-trust suit pending against the 
ompanies, a proposed form of Final Judgment has been drafted to be entered 

»}upon the consent of the parties. The President then submitted to the meeting 
a copy of the proposed Final Judgment and outiined and explained its provisions 
in detail. He stated that in his opinion the best interests of the Company would 
be served through a disposition of the suit as provided for in the Final Judgment 
\fter extensive discussion, on motion, the following resolutions were thereupo) 
idopted 

Resolved, That Pitney, Hardin & Ward, attorneys for this Company, and Horace 
I’. Moulton, Vice President and General Counsel of this Company, are authorized 
to consent on behalf of this Company to a Final Judgment in the civil anti-trust 
suit instituted in January 1949 by the United States against this Company and 
Western Electric Company, Incorporated, in substantially the form submitted to 
lis meeting, any changes therein being subject to approval by the President ; and 
Resolved, That the officers of this Company are authorized to take ail actior 
iecessary or advisable to carry out the provisions of any Final Judgment entered 


nto pursuant to the foregoing resolution 


I). WHITNEY LANDON, Secretar) 
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Draf§ of December 3°, 1955 


IN THE UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF NEW JERSEY 


UNITED STATES OF AMERICA, 
Plaintiff, 
¥. : Civil Action 
No. 17-49 
WESTERN ELECTRIC COMPANY, 
INCORPORATED, and AMERICAN 
TELEPHONE AND TELEGRAPH 
COMPANY, 


Defendants. 


FINAL JUDGMENT 


Plaintiff, United Statee of America, having filed 
its complaint herein on January 14, 1949; the defendants 
having appeared and filed their answer to such complaint de- 
nying the substantive allegations thereof; and the parties, 
by their attorneys, having severally consented to the entry 
of this Final Judgment without trial or adjudication of any 
issues of fact or law herein and without this Final Judgment 
constituting any evidence or admission by any party in respect 
of any such issues; 

NOW, THEREPORE, before any testimony has been taken 
herein, and without trial or adjudication of any issue of fact 
or law herein, and upon the consent of all parties nereto, it 
is hereby 


ORDERED, ADJUDGED AND DECREED AS FOLLOWS: 


I. 
This Court has jurisdiction of the subject matter 
herein and of all the parties hereto. The complaint states 


a claim upon which relief may be granted against each of the 
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defendants under Sections 1, 2 and 3 of the Aat of Congress 
of July 2, 1890, entitled "An act to protect trade and com- 
merce against unlawful restraints and monopolies," commonly 


known as the Sherman Act, as amended. 


II. 

Por the purposes of this Pinal Judgment: 

(a) "Western" shall mean the defendant Western 
Electric Company, Incorporated. 

(db) “A T & TF" shall mean the defendant American 
Telephone and Telegraph Company. 

(c) "Bell Operating Companies” shall mean the 22 
corporations listed in Appendix A attached to this Final 
Judgment, any other subsidiaries of the defendants engaged 
in furnishing common carrier comaunications services and the 
respective subsidiaries of and successors to each of the fore- 
going. 

(4) “Companies of the Bell System" shall mean 
AT&T, Western, their subsidiaries and the Bell Operating 
Companies. 

(e) "“Westrex" shall mean Westrex Corporation, a 
Delaware corporation. 

(tf) “Patents” shall mean United States letters 
patent except for the reference to foreign patents in Section 
Iv (£)(3). 

(g) "Bell System patents’ shall mean patents owned 
or controlled by, either of the defendants or any of their sub- 
sidiaries, including patents on inventions made in the course 
of their ee ee of defendants and their sub- 
sidiaries (other than subsidiaries exclusively engaged in the 
performance of contracts with the plaintiff) employed to do 
research, development or ether inventive work, subject to 


any releases of rights to such employees prior to the date of 
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this Final Judgment, and shall nae, a of others 
under whieh and to the extent to whieh the @efendants or any 
ef their subsidiaries may have the right to grant licenses. 

(nh) "Equipment" shall mean apparatus, systems, 
materials, supplies, machines, tools and any other product. 

(1) “Common carrier communications services" shall 
mean communications services and fasilities, other than message 
telegram service, the charges for which are subject to public 
regulation under the Communications Act of 1934, or any amend- 
ment thereof, or would be subject to sueh regulation thereunder 
if such a service or facility were furnished in interstate 
commerce; and shall also include any communications service 
or facility, other than message telegram service, the charges 
for whieh are or became subject to regulation under existing 
or future laws of any state, territory, or the District of 
Columbia, brut only in the jurisdiction or jurisdictions in 
which the eharges for such service or facility are subject to 
regulation. 

(j) “Associated companies shall mean, as to defend- 
ants, the Companies of the Bell System, and as to any applicant, 
its subsidiaries, 

(xk) "Person" means any individual, partnership, cor- 
poration, association, firm, trustee or other legal entity. 

(1) “Message telegram service" shall mean the eleetrical 
trangmission by @ common carrier of 4 message presented to it at 
one of its public offices in written form or, if presented orally, 
redueed to written form by the carrier and delivered by the carrier 
to the addressee in written form or, if orally, by a reading of 
the written message by the carrier. 

(m) “B-2 agreements" shall mean the license agree- 
ments dated July 1, 1932, made by either or both of the defend- 
ants with General Electric Company, Radio Corporation of America, 
and Westinghouse Electric Corporation, or any of them, and all 





w 
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agreements supplementary therete, and "ether parties te the 
B-2 agreements" shall mean said companies, their subsidiaries, 
suecessers and assigns. 

Ir. 

The previsiens ef this Final Judgment, applieable 
te esther ‘éefendant, shall be binding upem said defendant, 
its officers, agents, servants, empleyees, and atterneys, 
and upen these persems in active concert or partisipation 
with said defendant who reeeive actual netice of this Final 
Judgment by personal service cor ctherwise. 

IV. 

(A) The defendants are cash ordered and directed to 
grent er cause to be granted, te any applicant who shall make 
written application therefor at any time er yee ne te time, 
non-exelusive licenses under all claims ef any or all existing 
and future Bell System patents te make, heave made, use, lease 
and sell any of all equipment as desired by the applicant, sueh 
lieenses (a) te be reyalty-free, te persons ether than the other 
parties te the B-2 agreements, under all Bell System patents 
issued prior te Jamary 1, 1955, under whieh licenses or sub- 
licensing rights were emshanged between the éefendants end such 
ether parties to the B-2 agreements, (»b) te be at reasonable 
reyalties te the ether parties te the B-2 agreements under the 
aforesaid patents, exeept that sueh lisenses shall be reyalty- 
cee eh PY ST SN NSE 
granted by it to the defendaits under al] patents issued pri Ye 
ontepadiinenett naiateaniles compliance with any Final “~~ ine z 


™~\ 
Judguent ef a court of scenpetent jurisdiction requiring that ~< * ene 
royalty-free licenses be granted te any applicant under sveh ==. 
patents, and (¢) te be at reasonable reyalties te all persons - a 
under all ether Bell System patents; but upon cenditien that “ee 


the applicant shall grant te defendants at reasonable reyalties 
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licenses to make, have made, use, lease and seil such equip- 
ment useful in furnishing common carrier communications ser- 
vices and such machines, tools and materials useful in manu- 
facturing or operating any such equipment, as defendants may 
then designate in writing, under all claims of any or all 
existing and future patents under which, and to the extent 
to which, the applicant or its associated companies azy have 
the right to grant licenses. Except with the consent of the 
grantor of any license hereunder, no such license shall be 
under patents on inventions made more than five (5) years after 
the effective date of the license, but the applicant may make 
successive applications for licenses. Bach grant of a license 
hereunder shall be for the unexpired terms of the patents under 
which such license is granted, or for such lesser period as the 
grantee shall elect, and shall include the right to sublicense 
the grantee's associated companies for so long as they remain 
associated companies. 

The provisions of this subsection (A) requiring the 
defendants to grant royalty-free licenses under certain patents 
shall not be deemed to constitute a finding, determination or 


Ad tigl tea ton 
that such patents are without value or that the de- 


zl a ps 
- bonaaive are not entitled to full damages and an injunction 





in the case of infringement of any such patent by any unlicensed 
person. 

(B) Upon receipt of a written request for a license 
under the provisions of this Section, the defendant to whom 
such request is addressed shall advise the applicant in writing 
of the royalty, if applicable, which it deems reasonable there- 
for, and aloo of such licenses as defendants may specify under 
subsection (A) above. If the parties are unable to agree 
within ninety (90) days upon reasonable royalties or any other 


terms, the applicant or such defendant may apply to this Court 
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for the determination of reasonable royalties and other terms, 
and the defendants shall, upon filing or receipt of notice of * 
the filing of such application to this Court, promptly give 
notice thereof to the plaintiff. In any such proceeding the 
burden of proof shall be on the defendant to establish the 
reasonableness of royalties or other terms requested by it, 
and on the applicant to establish the reasonableness of 
royalties or other terms requested by the applicant. Pending 
final determination of the foregoing, the applicant or said 
defendant may apply to this Court to fix interim royalty rates 
and other interim terms and conditions. If this Court fixes 
such interim rates, terms and conditions, such defendant shall 
then tender and the applicant may then accept an agreement 
under which licenses shall be granted, in accordance with such 
interim determination, providing for the periodic payment of 
royalties, if applicable, at such interim rates for any manu- 
facture, use, or sale under the patents involved. If the 
applicant fails to accept such license agreement or fails 

to pay interim royalties in accordance therewith such action 
shall be grounds for the dismissal of his application. 

(C) The defendants are each enjoined and restrained 
from including in any license granted by them any restriction 
or condition whatsoever limiting the exercise of the rights 
granted thereby except that the license may be personal and 
non-transferable and may be conditioned on (1) payment of a 
reasonable royalty, if applicable, which shall be non-discrimina- 
tory as between licensees whose licenses are granted subsequent 
to the date of this Pinal Judgment, other than defendants’ 
associated companies, but the royalty provisions of agreements 
under which licenses are exchanged and royalties are adjusted 
or eliminated to reflect a bona fide estimate of the values of 


such licenses shall not be deemed to discriminate between 
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lieensees, ner shall) the bene fide eompranise of elains for 
aecrued royalty be deemed to be discriminatery, (2) subjection, 
te any grent ef licenses and rights by applicant te the defend- 
ants, of patents of any company of which applicant is a subd- 
sidiary and subsidiaries of any such company and of patents on 
inventions made in the course of their employment, after the 
effective date of the license agreement, by employees of any 
sueh company, applicant or any of its subsidiaries employed 
to do research, development or other inventive work, end (3) 


Aleerben Av cA f 


>», fueh other terns ‘as this Court shall approve upon application 


by the defendants and notice to the plaintiff. If the appli- 
eant ghall so request, any agreement in whieh licenses are 
exehanged between applicant and defendants shall fix a rea- 
senable reyalty fer each license, where applicable, rather 
than providing for the adjustment or elimination of royalties. 

(D) Baeh license agreement executed pursuant te this 
Section IV shall contain, if the licensor so requests, reasonable 
previsions requiring the licensee to keep reeords, submit royalty 
statements and give appropriate license notices, and fer periodic 
inspection of the books and reeords of the licensee by an in- 
dependent auditor or any person aeceptable to the licensee. 

(B) Each license agreement executed pursuant to this 
Section IV shall provide: 

(1) That the licensee upon giving written notice to 
the licensor may caneel any sueh lieense for any specified 
equipment, but subject to paying accrued royalties. 

(2) If any licensee requests, that such licensee 
may at any time surrender its license under any specified 
patent or patents identified by mmber by written netice te 
the licensor, but subject to paying accrued royalties. If 
any lieenmee requests, the license agreement shall also provide 
that upon sueh surrender the reyalty rates shall be renegetiated 
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if requested by the licensee in writing, and if there is a 
material 4ifferenee between the reasonable value of the 1li- 
eenses granted te sueh licensee, insluding the patents affected 
by such surrender, and the reasonable value of such licenses 
without sueh patents, then sueh rates shall be reduced by an 
emount representing sueh df{fference. In event ef disagreement 
whether a reduction should be allowed or the amount thereof, 
the matter may be determined in the manner set forth in sub- 
seetion (B) of this Section IV. 

(3) If any licensee requests, a royalty-free grant 
of immunity under all fereign patents omed or controlled by 
the licensor or its subsidiaries relating to the sale or use WK 
avroed of equipment mamifastured under » license granted pur- Y 
guant to this Seetion IV, 

(¥) Baeh lieensee of either defendant under a license 
agreement in effeet at the date of this Pinal Judgment may eance)l 
emy licenses granted to it and ite ated companies under 
ouch eqrecnent ty wutteen eathen to ase on nan’ WK 
terminate the obligation to pay royalty under tie license 
agreement with respect to any equipment net manufactured, seld, 
leased or put into use under sueh licenses prior to such notice. 
Within sixty (60) days from the date of this Pinal Judgment, 
defendants shall mail a copy of the provisions of this Section 
IV to all sueh existing licensees. 

(G) ‘The defendants are eash enjoined and restrained, 
exeept where this Court upen applicatien by a defendant and 
notice te the plaintiff shall find goed eause therefor, from 
direetly or indirestly: 

(1) sequiring any license, grant of immunity or 
similar right under patents unless such license, grant of 
immunity or similar right shall be non-exelusive; 
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(2) SS ng,° ‘ cw patents, or rights eens ? 
so as to deprive FU déute- te Geet 00 Gane tee 
granted licenses as required under this Section IV unless it 
be a condition of such disposition that the transferee shall 
observe the previsions of this Section IV with respect to the 
patents and rights so acquired and shall file with this Court, 
prior to such disposition, an undertaking to this effect; 
provided, however, that this subsection (@)(2) shall not be 
deemed to apply to -, any transfer of patents or rights 
thereunder to the unived states-Government or any agency 
thereof, or (b) a disclaimer, or a concession or other grant 
in interference proceedings; or 

(3) grenting or receiving any right to grant sub- 
licenses under patents except to the grantee's associated 
companies for so long as they remain associated campanies. 


— . 
. 


v. 
Western is ordered and directed, upon written request 
of any person, to furnish to sueh person a list, prepared as 
of Sy 4.96, Soe, ree 2p Se Se et is made, of un- wk 
expired patents owned by defendant ¢ and their subsidiaries, “ 
identified with the elassifieation of the United States Patent 
Office on the date of issue of such patents. 


VI. 
The defendants are each enjoined and restrained from 
acquiring, directly or indirectly, title to any patent owned 
or controlled by any person other than Companies of the Bell 
System and emp)boyees thereof, except where this Court, upon 
application by either defendant and notice to the plaintiff, 
shall find that otherwise the defendant¢ could not obtain («., 


VAA 


rights Vo use the tnvention eft the patent or that the only 


v 
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AXA 
terms upon which defendanté could obtain non-exclusive li- (/ K v 


censes under said patent are unreasonable, provided that 
nothing in this Section VI shall be construed to prohibit 

the acquisition of patents on inventions made by other persons 
pursuant to any research or development contract with any 
Company of the Bell Systen. 





vil. 

(A) The defendants are each ordered and directed, 
upon written application at any time and from time to time, 
to furnish to any person domiciled in the United States and 
not controlled by foreign interests, licensed pursuant to 
Seetion IV of this Pinal Judgment under any patents of either 
of the defendants, technical information relating to equipment 
specified in such application, to the extent and upon the terms 
hereinafter set forth. 

(B) ‘The technical information so to be furnished 
shall be information relating to equipment manufactured by 
Western for sale or lease to Bell Operating Companies or AT&T 
for which the applicant is licensed pursuant to Section IV of 
this Final Judgment, and shall consist, to the extent that the 
defendants shall have, and have the legal right to furnish, the 
same, of manufacturing drawings and specifications of the 
materiale and parts comprising such equipment, and manufacturing 
drawings and specifications covering the assembly, wiring and 
acceptance test requirements of such equipment. 

(C) The defendants are each enjoined and restrained 


from including in any agreement, under which technical informa- 
tion is furnished pursuant to this Final Judgment, any restric- 
tion er condition whatscever limiting the exereise of the rights 
thereby granted to use such information, except that the right 
to use such information may be personal and non-transferable 
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and may be conditioned on (1) payment of a reasonable charge 
er eharges whieh shall be non-diseriminatory as between re- 
cipients of sueh information pursuant to application made 
hereunder, other than defendants' associated companies, (2) 
the furnishing by an applicant to Western, upon payment of a 
reasonable charge or charges therefor, of its own technical 
information of the character and scope of that furnished by 
Western respecting equipments for which the applicant has 
licensed defendants pursuant to Section IV of this Final 
Judgment, and (3) such other restrictions and. gengations as 
this Court shall approve upon application by tke defendant? 
and notice to the plaintiff. 

Defendants' obligation to furnish technical infor- 
mation in any case shall be subject to such restrictions as 
may be imposed at any time by any department or agensy of the 
plaintiff for reasons of national security. 

(D) The reasonable charge or charges permitted by 
subsection (C) of this Seetion VII shall be designed to re- 
imburse the defendants or the applicant for the cost of gather- 
ing and reproducing the information furnished and for that 
proportion, if any, of the development expense that is reason- 
able and is properly allocable to the class of equipment with 
respect to which the information is being furnished. The 
amount by which such charge or charges collected by defendants 
shall exceed the cost of gathering and reproducing such infor- 
mation shall be credited to the development and related engineer- 
ing expense accounts of Western. 

(EZ) Each agreement under which technical information 
ie furnished pursuant to this Final Judgment shall contain, if 
the party furnishing such information shall so request, reason- 
able previsions requiring the recipient of such information to 
keep records, submit statements respecting charges, keep such 


ll. 
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teehnieal information eenfidential, and use sueh teehnieal 
infeemation only fer manufacture pursuant te the license 
granted te the recipiont of such information under Section IV 
ef this Pinal Judgnent, and providing for periedic inspestion 
ef the becke and recerds ef gush recipient by an independent 
euditer er amy persen acceptable te such recipient. 

(7) A party shall net be deemed, in eennestion with 
the furnishing ef teehaiea) information pursuant te this Final 
Judgnent, te have given any warranty against infringement of 
patents ef others, or ary warranty of suceess in sonnestion 
with the use ef gueh infermation by the applicant. 

(6) Im the event of disagreement as te the ancunt 
of the charge er charges payable under this Section VII, the 
matter may be determined in the manner set forth in subsection 
(B) of Section IV ef this Final Judgnent. 


writ. 

The écofenderts are each enjeined and restrained fren 
eequiring, direstly er indirectly, any persen engaged in the 
memafacture, distribution er sale ef equipment useful in fur- 
Biehing eammeen carrier ecammmisetions serviese, either by 
eequisitien ef seeurities thereef er by acquisition ef its 
A Me 

Bothing in this Seetien VIII shall be censtrued to 
prehibit: 

(a) aequisitien by either defendant of all or part 
ef the securities or assets of its subsidiaries; 

(>) feametion ef subsidiaries by either defendant 
end the trenafer therete of assets ef either or ef other sud- 
sidiaries ef either; 

(ce) application te this Geurt, wen notice te the 
plaintiff, fer pemaisaien te sequire the sesuritics er assets 
of 8 perfen sugaged in uch eemfseture, Cistribution er sale, 
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waieh may be granted upen a chewing that the effeet ef sush 
asquisitien will net be substantially te lessen carpetition 
er te tend te create a menepely. 
xx. 

The defendants are each enjoined and restrained 
from cemmensing, and after three (3) years frem the date of 
this Final Judgment frem centiming, direstly er indirectly, ip’ 
te mamafasture fer sale er lease any equipment whieh is of a qe 
type met sold er leased or intended to be seld or leased ot 
te Companies ef the Bell System, fer use in furnishing ccomen 
carrier ccmmmications services, exeept equipment vsed in the —} 
manufacture er installation ef equipment whieh is ef a type 
se selé cor leased er intended te be se sold er leased; pre- 
vided, hewever, that this Seetien shall net apply te the 
artificial larynx, by-prodvets ef reclamation of serap, oF 
equipment mawafastured for the plaintiff, or fer plaintiff's 
prime cr sub-centresters fer the performance ef contrasts with 
plaintiff er sub-centrests thereunder. 

Me sale ef any subsidiary er assets made necessary 
by this Sectien IX need be made otherwise than at a fair price 
and en reasemable terus ner shall it be made execpt te a persen 
appreved by this Court. Defendents may apply te this Court 
fer an extension ef the peried established by this Seetion I, 
wpen neticse te the plaintiff, and such extexsicn shall be 
granted upen «a showing of geed cause therefer. 

x. 
Weatern is erdered and dirested te maintain cest 
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Qa ted tear tn treet certs faceey CF Forte htaea 
Ae Ne Eres Jarret. (ArT eis Sis wcslhesnaay wae aRail, 
Lui alt Line 4 @ Wr, Leal Ain: Chas ‘ile piu 
Me Lt A 4 4h, CUnrth mn : 


| tah ctrd a 
counting primtipies (te mammfasturing qqeveptens ef 
—— | tt~4 oete+ tee 


| fer determining the cent Si cquiguent seid to AT 8? 
vacate Cpevating Geupanies few use by them in furnishing con- 
7 pf mam eanrter services, 
: xt, 
The Gefendent AT &T is enjoined and restrained 
—) \; fram engaging, either éivestly er inéirestly ttweugh its sub- 
| eidiavies (ever than Western and Vestern's subsidiaries) in 
macy Desiness other than the furniaming of semmen carrisr own 
munications services; previded, however, taat this Section II 
shall met apply te (a) furnishing services or fasilities fer 
ef tevting or developing new oummee carview ccomumications - 
eerviees, (¢) furnishing cireuits te ether cemmnications 
comm carviers, (4) few a pevied of five ($) youre fren 
the éuse ef this Final Judgment, leasing and maintaining 
fesilities fer private cammmmicaticons syuteus, the charges 
few chish ave not subject te publis regulatien, te persens 
who ave lessecs from éefendeats or their subsidiaries of F 
gush syetens ferty-five (45) days after the date of this 
Pinal Ju@guent, (¢) direstery advertising, (f) afviee or 
assistemes te other cemmmmicaticns commen carriers, or (g) 
Wesinewses oF services insidental te the furnishing ty AT 
ot er Fem semi diak loe Gf seme Suh et Gomes Lam 
soe) ene 


Ce % aat) 





“te 


xr. 
{3.) Bink Geren ts Coe a eine ail aN PP Le 
Poe See Laer cy Omit STREAM OAR a, 
Sith any etzer peveen be allcsase ep divide territeries, fields 
oo unetete ter tes enesfecture, distribetien ar scale of any 
ee amet 
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(B) he defendants are each enjoined and re- 
strained from performing or enforcing any term or provision 
of amy contract or agreement that (1) makes exclusive any 
lieenses or other rights under patents, or (2) grants to one 
party the right to sue for infringement of the patents of 
another party. 

(C) The defendants are each enjoined and restrained 
from enforcing any restriction or condition on any lieenses 
or other rights under patents granted by either of them, that 
(1) imposes maximum quantity or dollar limitations, or (2) 
restricts sales to designated customers (except where sales 


are limited to subsidiaries or the plaintiff), or (3) restricts: 


the price at which licensed equipment may be sold. 


xIrl. 

The defendants are each enjoined and restrained fron 
making or performing, directly or indirectly, any eontrast or 
agreement with any person whereby either defendant or its 
subsidiaries will have any right in any territory to act as 
distributor of any equipment manufactured or sold by sueh 
person, or whereby such person will have any exclusive right 
in any territory to act as distributor of any equipment manu- 
factured or sold by either defendant or its subsidiaries; 
provided, however, that this Section shall not prevent the de- 
fendants or their subsidiaries from buying any equipment for 
sale or lease to, or supplying any equipment to, the defend- 
ants' associated companies or the plaintiff, or prevent Westrex 
and its subsidiaries from acting as distributor to sound re- 
eording studios or outside the United States, nor ahall this 
Section be deemed to prevent the disposition in any channels 
of trade of any equipment originally acquired for sale to de- 
fendants' associated companies or to the plaintiff. 


15. 


, 
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XIV. 

The defendants are each enjoined and restrained 
from making, performing or enforcing, directly er indirectly, 
any contract or agreement with any independent telephone opers- 
ting company under which such company is required to buy any 
equipment from them (but this eball not apply to any specific 
purchase order or to any coatrest for the purchase of opera- 
ting plant), or with ary purehaser to limit, fix or control 
the prices to be eharged by such purchaser on the resale of 
any equipment. 

Xv. 

The defendant AT & fT is enjoined and restrained fram 
reeeiving from the defendant Western any payment of patent 
royalty in respest of the mamfacture ong. sale of equipment by “ 
Western to the Bell Operating Companies. 


A 


xVI. 

Por the purpose ef securing compliance with this 
Final Judgment, duly authorised representatives of the De- 
partment ef Justice shall, upon written request of the 
Attorney General, or the Assistant Attorney General in charge 
of the Antitrust Division, and on reesonable notice to the 
principal office ef either defendant, be permitted (1) rea- 
senable access Guring the office hours of said defendant to 
all books, ledgers, accounts, correspondence, memoranda and 
other records and documents in the possession or under the 
control of said defendant relating to any matters contained 
in ¢Ais Final Judgement and (2) subject to the reasonable con- 
venienee of said defendant and without restraint or inter- 
ferenee from it, to interview officers or employees of said 
defendant, whe may have counsel present, regarding such 
matters, and upon request said defendants shall sulmit sueh 


16. 








| 
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written reports as might from time to time be reasonably 
necessary to the enforcement of this Pinal Judgment. lo 
information obtained by the means provided in this Seetion 
XVI shall be divulged by any representative of the Department 
of Justice to any person other than a duly authorised repre- 
sentative of such Department, exeept in the course of legal 
proceedings in which the United States is a party for the 
purpose of securing compliance with this Pinal Judgment, or 
as otherwise required by law. 


XVII. 

Jurisdiction is retained for the purpose of enabling 
any of the parties to this Pinal Judgment to apply to this 
Court at any time for such further orders and directions as 
may be necessary or appropriate for the construction or 
carrying out of this Pinal Judgment, or the modification or 
termination of any of the provisions thereof or for the en- 
forcement of compliance therewith or for the punishment of 
violations thereof. Upon any sueh application by the plaintiff, 
the plaintiff shall be deemed to have made a sufficient showing 
of a change in cireumstances warranting appropriate modifica- 
tion of this Pinal Judgment if it shall show substantial 
elimination of public regulation of charges for common carrier 
ccammunications services. 

Jurisdiction is further retained for the purpose of 
enabling the plaintiff to apply to this Court at any time, 
without the neceasity of showing amy change in circumstances, 
for Judgnent : 

(a) requiring sales, at non-discriminatory prices, 


| AAA Fra. g¢ \ 


of any telephone equipment manufactured by Western or its sub- 
sidiaries to independent telephone operating companies, or 
prohibiting or limiting sales of such equipment to such com- 
panies; er - 

(>) requiring that any equipment manufactured by 


17. 





CONSENT DECREE PROGRAM—DEPARTMENT OF JUSTICE 4423 


Western or its subsidiaries that is used by Af & T or any 
Bell Operating Company in furnishing a common carrier 
ecumunieations service, other than telephone equipment, 
@hall be sold at non-discriminatory prices to any person 
lawfully engaged in furnishing such a serviee in caspetition 
with them or in furnishing message telegram service, for use 
by such person in furnishing any such service; ar @* cw. & 
(ce) requiring that AT & fT shall, and shall cause 
ite subsidiaries to, contime to lease, to common carriers 
engaged in the message telegram business, on reasonable terus, 
eireuits required by such carriers for use in their business, 
to the extent that such circuits shall be reasonably available 
without further construction. 


18. 
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Chesapeake 

The Chesapeake and Petomae Telephone Company 
ef Maryland 

The Ghesapeake and Potomac Telephone Company 


ef Virginia 
The Chesapeake and Potemac Telephone Cempany 

of Vest inia 
The Cineinnati & Suburban Bell Telephene Company 
The Diamond State Telephone Company 
The Mountain States Telephone and Telegraph Company 
The Ghio Bell Telephone 
The Pacifie Telephone and Telegraph Company 
The Southern New England Telephene Company 
Wiseonsin Telephene Company 
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(bas p4 ne 


IN THE 


Anited States District Court 
For tHe District or New JERSEY. 


Unrrep Strats or AMERICA, 
Plaintiff, 
v. 


- Civil Action No. 17-49. 
Western Exectric Company, Incor- 


PORATED, and AMERICAN TELEPHONE 
and TeLecrapH Company, 


Defendants. 


FINAL JUDGMENT, 


Plaintiff, United States of America, having filed its 
complaint herein on January 14, 1949; the defendants 
having appeared and filed their answer to such complaint 
denying the substantive allegations thereof; and the parties, 
by their attorneys, having severally consented to the entry 
of this Final Judgment without trial or adjudication of any 
issues of fact or law herein and without this Final Judg- 
ment constituting any evidence or admission by any party 
in respect of any such issues; 


Now, THEREFORE, before any testimony has been taken 
herein, and without trial or adjudication of any issue of 
fact or law herein, and upon the consent of all parties 
hereto, it is hereby 


ORDERED, ADJUDGED AND DECREED AS FOLLOWS: 


Bt 


This Court has jurisdiction of the subject matter herein 
and of all the parties hereto. The complaint states a claim 
upon which relief may be granted against each of the 
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defendants under Sections 1, 2 and 3 of the Act of Congress 
of Jnly 2, 1890, entitled ‘‘An act to protect trade and com- 
merce against unlawful restraints and monopolies,’’ com- 
monly known as the Sherman Act, as amended. 


des 


For the purposes of this Final Judgment: 


(a) ‘‘Western’’ shall mean the defendant Western 
Electric Company, Incorporated. 


(b) ‘‘A T & T’’ shall mean the defendant American 
Telephone and Telegraph Company. 


(c) ‘*Bell Operating Companies’’ shall mean the 22 
corporations listed in Appendix A attached to this Final 
Judgment, any other subsidiaries of the defendants 
engaged in furnishing common carrier communications ser- 
vices and the respective subsidiaries of and successors to 
each of the foregoing. 


(d) ‘‘Companies of the Bell System’’ shall mean 
A T & T, Western, their subsidiaries and the Bell Operat- 
ing Companies. 


(e) ‘‘Westrex’’ shall mean Westrex Corporation, a 
Delaware corporation. 


(f) ‘*Patents’’ shall mean United States letters patent 
except for the reference to foreign patents in Section IV 


(E) (3). 


(g) ‘‘Bell System patents’’ shall mean patents owned 
or controlled by either of the defendants or any of their 
subsidiaries, and patents on inventions made in the course 
of their employment by employees of defendants and their 
subsidiaries (other than employees of subsidiaries exclu- 
sively engaged in the performance of contracts with the 
plaintiff) employed to do research, development or other 
inventive work, subject to any releases of rights to such 
employees prior to the date of this Final Judgment, and 
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shall include patents of others under which and to the 
extent to which either of the defendants or any of their 
subsidiaries may have the right to grant licenses. 


(h) ‘‘Equipment’’ shall mean apparatus, systems, 
materials, supplies, machines, tools and any other product. 


(i) ‘‘Common carrier communications services’’ shall 
mean communications services and facilities, other than 
message telegram service, the charges for which are sub- 
ject to public regulation under the Communications Act of 
1934, or any amendment thereof, or would be subject to such 
regulation thereunder if such a service or facility were 
furnished in interstate commerce; and shall also include 
any communications service or facility, other than message 
telegram service, the charges for which are or become sub- 
ject to regulation under existing or future laws of any state, 
territory, or the District of Columbia, but only in the juris- 
diction or jurisdictions in which the charges for such ser- 
vice or facility are subject to regulation. 


(j) ‘‘ Associated companies’’ shall mean, as to defend- 
ants, the Companies of the Bell System, and as to any 
applicant, its subsidiaries. 


(k) ‘‘Person’’ means any individual, partnership, cor- 
poration, association, firm, trustee or other legal entity. 


(1) ‘‘Message telegram service’’ shall mean the elec- 
trical transmission by a common carrier of a message pre- 
sented to it at one of its public offices in written form or, if 
presented orally, reduced to written form by the carrier 
and delivered by the carrier to the addressee in written 
form or, if orally, by a reading of the written message by 
the carrier. 


(m) ‘‘B-2 agreements’’ shall mean the license agree- 
ments dated July 1, 1932, made by either or both of the 
defendants with General Electric Company, Radio Corpo- 
ration of America, and Westinghouse Electric Corporation, 
or any of them, and all agreements supplementary thereto, 
and ‘‘other parties to the B-2 agreements’’ shall mean said 
companies, their subsidiaries, successors and assigns. 
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The provisions of this Final Judgment, applicable to 
a defendant, shall be binding upon said defendant, its 
officers, agents, servants, employees, and attorneys, and 
upon those persons in active concert or participation with 
said defendant who receive actual notice of this Final 
Judgment by personal service or otherwise. 


zx Xx 


(A) The defendants are each ordered and directed to 
grant or cause to be granted, to any applicant who shall 
make written application therefor at any time or from time 
to time, non-exclusive licenses under all claims of any, some 
or all existing and future Bell System patents to make, 
have made, use, lease and sell any or all equipment as 
desired by the applicant, such licenses (1) to be royalty- 
free, to persons other than the other parties to the B-2 
agreements, under all Bell System patents (other than 
patents of Teletypesctter Corporation) issued prior to 
the date of this Final Judgment, under which licenses or 
sublicensing rights were exchanged between the defendants 
and such other parties to the B-2 agreements, (2) to be at 
reasonable royalties to the other parties to the B-2 agree- 
ments under the aforesaid patents, except that such licenses 
shall be royalty-free to any such other party during any 
period for which licenses granted by it to the defendants 
or either of them, of the scope and character which the 
defendants may require it to grant to them pursuant to 
this Section IV (A), shall be royalty-free under all patents 
issued prior to the date of this Final Judgment under 
which, and to the extent to which, such other party or its 
associated companies may have the right to grant licenses, 
and (3) to be at reasonable royalties to all persons under 
all other existing and future Bell System patents; but upon 
condition that the applicant shall grant to defendants at 
reasonable royalties licenses to make, have made, use, lease 
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and sell such equipment useful in furnishing common car- 
rier communications services and such machines, tools and 
materials useful in manufacturing or operating any such 
equipment, as defendants may then designate in writing, 
under all claims of any or all existing and future patents 
under which, and to the extent to which, the applicant or 
its associated companies may have the right to grant 
licenses. Except with the consent of the grantor of any 
license hereunder, no such license shall be under patents 
on inventions made more than five (5) years after the 
effective date of the license, but the applicant may make 
successive applications for licenses. Each grant of a 
license hereunder shall be for the unexpired terms of the 
patents under which such license is granted, or for such 
lesser period as the grantee shall elect, and shall include 
the right to sublicense the grantee’s associated companies 
for so long as they remain associated companies. 

The provisions of this subsection (A) requiring the 
defendants to grant royalty-free licenses under certain 
patents shall not be deemed to constitute a finding, deter- 
mipation or admission that such patents are without value 
or that the defendants are not entitled to full damages and 


an injunction in the case of infringement of any such 
patent by any unlicensed person. 


(B) Upon receipt of a written request for a license 
under the provisions of this Section, the defendant to whom 
such request is addressed shall advise the applicant in writ- 
ing of the royalty, if applicable, which it deems reasonable 
therefor, and also of such licenses as defendants may 
specify under subsection (A) above. If the parties are 
unable to agree within ninety (90) days upon reasonable 
royalties or any other terms, the applicant or such defend- 
ant may apply to this Court for the determination of reason- 
able royalties and other terms, and the defendanis shall, 
upon filing or receipt of notice of the filing of such appli- 
eation to this Court, promptly give notice thereof to 
the plaintiff. In any such proceeding the burden of 
proof shall be on the defendant to establish the reason- 
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ableness of royalties or other terms requested by it, 
and on the applicant to establish the reasonableness 
of royalties or other terms requested by the applicant. 
Pending final determination of the foregoing, the appli- 
cant or said defendant may apply to this Court to fix 
interim royalty rates and other interim terms and con- 
ditions. If this Court fixes such interim rates, terms and 
conditions, such defendant shall then tender and the appli- 
cant may then accept an agreement under which licenses 
shall be granted, in accordance with such interim determi- 
nation, providing for the periodic payment of royalties, if 
applicable, at such interim rates for any manufacture, use, 
or sale under the patents involved. If the applicant fails 
to accept such license agreement or fails to pay interim 
royalties in accordance therewith such action shall be 
grounds for the dismissal of his application. 


(C) The defendants are each enjoined and restrained 
from including in any license granted by them any restric- 
tion or condition whatsoever limiting the exercise of the 
rights granted thereby except that the license may be 
personal and non-transferable and may be conditioned on 
(1) payment of a reasonable royalty, if applicable, which 
shall be non-discriminatory as between licensees whose 
licenses are granted subsequent to the date of this Final 
Judgment, other than defendants’ associated companies, 
but the royalty provisions of agreements under which 
licenses are exchanged and royalties are adjusted or 
eliminated to reflect a bona fide estimate of the values of 
such licenses shall not be deemed to discriminate between 
licensees, nor shall the bona fide compromise of claims for 
accrued royalty be deemed to be discriminatory, (2) sub- 
jection, to any grant of licenses and rights by applicant to 
the defendants, of patents of any company of which appli- 
cant is a subsidiary and subsidiaries of any such company 
and of patents on inventions made in the course of their 
employment, after the effective date of the license agree- 
ment, by employees of any such company, applicant or any 
of its subsidiaries employed to do research, development or 
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other inventive work, and (3) such other terms as this 
Court shall approve upon application by the defendants 
and notice to the plaintiff. If the applicant shall so request, 
any agreement in which licenses are exchanged between 
applicant and defendants shall fix a reasonable royalty for 
each license, where applicable, rather than providing for 
the adjustment or elimination of royalties. 


(D) Each license agreement executed pursuant to this 
Section IV shall contain, if the licensor so requests, reason- 
able provisions requiring the licensee to keep records, sub- 
mit royalty statements and give appropriate license notices, 
and for periodic inspection of the books and records of the 
licensee by an independent auditor or any person accept- 
able to the licensee. 


(E) Each license agreement executed pursuant to this 
Section IV shall provide: 


(1) That the licensee upon giving written notice to the 
licensor may cancel any such license for any specified equip- 
ment, but subject to paying accrued royalties. 


(2) If any licensee requests, that such licensee may at 
any time surrender its license under any specified patent 
or patents identified by number by written notice to the 
licensor, but subject to paying accrued royalties. If any 
licensee requests, the license agreement shall also provide 
that upon such surrender the royalty rates shall be rene- 
gotiated if requested by the licensee in writing, and if there 
is a material difference between the reasonable value of 
the licenses granted to such licensee, including the patents 
affected by such surrender, and the reasonable value of 
such licenses without such patents, then such rates shall 
be reduced by an amount representing such difference. In 
event of disagreement whether a reduction should be 
allowed or the amount thereof, the matter may be deter- 
mined in the manner set forth in subsection (B) of this 
Section IV. 
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(3) If any’ licensee requests, a royalty-free grant of 
immunity under all foreign patents owned or controlled by 
the licensor or its subsidiaries relating to the sale or use 
abroad of equipment manufactured under the license 
granted pursuant to this Section IV. 


(F') Each licensee of either defendant under a license 
agreement in effect at the date of this Final Judgment may 
cancel any licenses granted to it and its associated com- 
panies under such agreement by written notice to the 
licensor which shall terminate the obligation to pay royalty 
under the license agreement with respect to any equipment 
not manufactured, sold, leased or put into use under such 
licenses prior to such notice. Within sixty (60) days from 
the date of this Final Judgment, defendants shall mail a 
copy of the provisions of this Section IV to all such existing 
licensees. 


(G) The defendants are each enjoined and restrained, 
except where this Court upon application by a defendant 
and notice to the plaintiff shall find good cause therefor, 
from directly or indirectly: 


(1) acquiring any license, grant of immunity or similar 
right under patents unless such license, grant of immunity 
or similar right shall be non-exclusive; 


(2) disposing of any patents, or rights thereunder, so 
as to deprive defendants of the power to grant or cause to 
be granted licenses as required under this Section IV unless 
it be a condition of such disposition that the transferee 
shall observe the provisions of this Section IV with respect 
to the patents and rights so acquired and shall file with this 
Court, prior to such disposition, an undertaking to this 
effect ; provided, however, that this subsection (G)(2) shall 
not be deemed to apply to (a) any transfer of patents or 
rights thereunder to the plaintiff or any agency thereof, 
or (b) a disclaimer, or a concession or other grant in inter- 
ference proceedings; or 
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(3) granting or receiving any right to grant sub- 
licenses under patents except to the grantee’s associated 
companies for so long as they remain associated companies. 


se 
a. 


Western is ordered and directed, upon written request 
of any person, to furnish to such person a list, prepared as 
of January 1 of the year in which the request is made, of 
unexpired patents owned by either defendant or its sub- 
sidiaries, identified with the classification of the United 
States Patent Office on the date of issue of such patents. 


wi. 


The defendants are each enjoined and restrained from 
acquiring, directly or indirectly, title to any patent owned 
or controlled by any person other than Companies of the 
Bell System and employees thereof, except where this 
Court, upon application by either defendant and notice to 
the plaintiff, shall find that otherwise the defendant could 
not obtain rights under the patent or that the only terms 
upon which the defendant could obtain non-exclusive 
licenses under said patent are unreasonable, provided that 
nothing in this Section VI shall be construed to prohibit 
the acquisition of patents on inventions made by other per- 
sons pursuant to any research or development contract with 
any Company of the Bell System. J 

Se Xi 

(A) The defendants are each ordered and directed, 
upon written application at any time and from time to time, 
to furnish to any person domiciled in the United States and 
not controlled by foreign interests, licensed pursuant to 
Section IV of this Final Judgment under any patents of 
either of the defendants, technical information relating to 
equipment specified in such application, to the extent and 
upon the terms hereinafter set forth. 
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(B) The technical information so to be furnished shall 
be information relating to equipment manufactured by 
Western for sale or lease to Bell Operating Companies or 
A T & T for which the applicant is licensed pursuant to 
Section IV of this Final Judgment, and shall consist, to the 
extent that the defendants shall have, and have the legal 
right to furnish, the same, of manufacturing drawings and 
specifications of the materials and parts comprising such 
equipment, and manufacturing drawings and specifications 
covering the assembly, wiring and acceptance test require- 
ments of such equipment. 


(C) The defendants are each enjoined and restrained 
from including in any agreement, under which technical 
information is furnished pursuant to this Final Judgment, 
any restriction or condition whatsoever limiting the exer- 
cise of the rights thereby granted to use such information, 
except that the right to use such information may be per- 
sonal and non-transferable and may be conditioned on (1) 
payment of a reasonable charge or charges which shall be 
non-discriminatory as between recipients of such informa- 
tion pursuant to application made hereunder, other than 
defendants’ associated companies, (2) the furnishing by an 
applicant to Western, upon payment of a reasonable charge 
or charges therefor, of its own technical information of the 
character and scope of that furnished by Western, but only 
respecting equipments for which the applicant has licensed 
defendants pursuant to Section IV of this Final Judgment, 
and (3) such other restrictions and conditions as this Court 
shall approve upon application by either defendant and 
notice to the plaintiff. 

Defendants’ obligation to furnish technical information 
in any case shall be subject to such restrictions as may be 
imposed at any time by any department or agency of the 
plaintiff for reasons of national security. 


(D) The reasonable charge or charges permitted by 
subsection (C) of this Section VII shall be designed to 
reimburse the defendants or the applicant for the cost of 
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gathering and reproducing the information furnished and 
for that proportion, if any, of the development expense 
that is reasonable and is properly allocable to the class of 
equipment with respect to which the information is being 
furnished. The amount by which such charge or charges 
collected by defendants shall exceed the cost of gathering 
and reproducing such information shall be credited to the 
development and related engineering expense accounts of 
Western. 


(EK) Each agreement under which technical information 
is furnished pursuant to this Final Judgment shall con- 
tain, if the party furnishing such information shall so 
request, reasonable provisions requiring the recipient of 
such information to keep records, submit statements 
respecting charges, keep such technical information confi- 
dential, and use such technical information only for manu- 
facture pursuant to the license granted to the recipient of 
such information under Section IV of this Final Judgment, 
and providing for periodic inspection of the books and 
records of such recipient by an independent auditor or any 
person acceptable to such recipient. 


(F) A party shall not be deemed, in connection with 
the furnishing of technical information pursuant to this 
Final Judgment, to have given any warranty against 
infringement of patents of others, or any warranty of suc- 
cess in connection with the use of such information. 


(G) In the event of disagreement as to the amount of 
the charge or charges payable under this Section VII, the 
matter may be determined in the manner set forth in sub- 
section (B) of Section IV of this Final Judgment. 


ae 


ee 
The defendants are each enjoined and restrained from 
acquiring, directly or indirectly, any person engaged in 
the manufacture, distribution or sale of equipment useful 
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in furnishing common carrier communications services, 
either by acquisition of securities thereof or by acquisition 
of its assets. 

Nothing in this Section VIII shall be construed to 
prohibit : 


(a) acquisition by either defendant of all or part of the 
securities or assets of its subsidiaries; 


(b) formation of subsidiaries by either defendant and 
the transfer thereto of assets of either or of other sub- 
sidiaries of either; 


(c) application to this Court, upon notice to the plain- 
tiff, for permission to acquire the securities or assets of a 
person engaged in such manufacture, distribution or sale, 
which may be granted upon a showing that the effect of 
such acquisition will not be substantially to lessen compe- 
tition or to tend to create a monopoly. 


iw 
ART 


(A) The defendants are each enjoined and restrained 
from commencing, and after three (3) years from the date 
of this Final Judgment from continuing, directly or indi- 
rectly, to manufacture for sale or lease any equipment 
which is of a type not sold or leased or intended to be sold 
or leased to Companies of the Bell System, for use in fur- 
nishing common carrier communications services, except 
equipment used in the manufacture or installation of equip- 
ment which is of a type so sold or leased or intended to 
be so sold or leased; provided, however, that this Section 
shall not apply to the artificial larynx, by-products of 
reclamation of scrap, or equipment manufactured for the 
plaintiff, or for plaintiff’s prime or sub-contractors for the 
performance of contracts with plaintiff or sub-contracts 
thereunder. 


(B) The defendant Western is enjoined and restrained 
from engaging, either directly or indirectly, after three 
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(3) years from the date of this Final Judgment, in any 
business not of a character or type engaged in by Western 
or its subsidiaries for Companies of the Bell System, other 
than businesses permitted or required under this Final 
Judgment and any business engaged in for the plaintiff 
or any agency thereof. 
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(C) No sale of any subsidiary or assets made neces- 
sary by this Section IX need be made otherwise than at a 
fair price and on reasonable terms nor shall it be made 
except to a person approved by this Court. Defendants 
may apply to this Court for an extension of the time estab- 
lished by this Section LX, upon notice to the plaintiff, 
and such extension may be granted upon a showing of 


good cause therefor. 
we 
ae ES 


Western is ordered and directed to maintain cost 
accounting methods that conform with such accounting 
principles as may be generally accepted and that afford a 
valid basis, taking into account the magnitude and com- 
plexity of the manufacturing operations involved, for deter- 
mining the cost to Western of equipment sold to A T & T 
and Bell Operating Companies for use by them in fur- 
nishing common carrier communications services. 


-. 


xt 


The defendant A T & T is enjoined and restrained from 
engaging, either directly, or indirectly through its subsidi- 
aries other than Western and Western’s subsidiaries, in 
any business other than the furnishing of common carrier 
communications services; provided, however, that this Sec- 
tion XI shall not apply to (a) furnishing services or facili- 
ties for the plaintiff or any agency thereof, (b) experiments 
for the purpose of testing or developing new common 
carrier communications services, (c) furnishing circuits to 
other communications common carriers, (d) for a period 
of five (5) years from the date of this Final Judgment, 
leasing and maintaining facilities for private communica- 
tions systems, the charges for which are not subject to 
public regulation, to persons who are lessees from defend- 
ants or their subsidiaries of such systems forty-five (45) 
days after the date of this Final Judgment, (e) directory 
advertising, ({) advice or assistance to other communica- 
tions common carriers, or (g) businesses or services inci- 
dental to the furnishing by A T & T or such subsidiaries 
of common carrier communications services. 
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(A) The defendants are each enjoined and restrained 
from making, performing, enforcing or adhering to any 
contracts or agreements under which fields of manufacture, 
sale or distribution of any equipment are divided with 
others, provided that, subject to other provisions of this 
Final Judgment, an exchange of non-exclusive licenses and 
rights under patents, without more, between the defendants 
and others shall not be deemed to divide fields of manu- 
facture, sale or distribution of equipment. 


(B) The defendants are each enjoined and restrained 
from performing or enforcing any term or provision of 
any contract or agreement that (1) makes exclusive any 
licenses or other rights under patents, or (2) grants to one 
party the right to sue for infringement of the patents of 
another party. 


(C) The defendants are each enjoined and restrained 
from enforcing any restriction or condition on any licenses 
or other rights under patents granted by either of them, 
that (1) imposes maximum quantity or dollar limitations, 
or (2) restricts sales to designated customers (except where 
sales are limited to subsidiaries, under existing licenses, 
or to the plaintiff), or (3) restricts the price at which 
licensed equipment may be sold. 


TL 


x4T- 


The defendants are each enjoined and restrained from 
making or performing, directly or indirectly, any contract 
or agreement with any person whereby either defendant 
or its subsidiaries will have any right in any territory to 
act as distributor of any equipment manufactured or sold 
by such person, or whereby such person will have any 
exclusive right in any territory to act as distributor of any 
equipment manufactured or sold by either defendant or its 
subsidiaries; provided, however, that this Section shall not 
prevent the defendants or their subsidiaries from buying 
any equipment for sale or lease to, or supplying any equip- 
ment to, the defendants’ associated companies or the plain- 
tiff, or prevent Westrex and its subsidiaries from acting 
as distributor to sound recording studios or outside the 
United States, nor shall this Section be deemed to prevent 
the disposition in any channels of trade of any equipment 
originally acquired for sale to defendants’ associated com- 
panies or to the plaintiff. 
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xy. 


The defendants are each enjoined and restrained from 
making, performing or enforcing, directly or indirectly, any 
contract or agreement with any independent telephone 
operating company under which such company is required 
to buy any equipment from them (but this shall not apply 
to any specific purchase order or to any specific contract 
for the purchase of operating plant), or with any purchaser 
to limit, fix or control the prices to be charged by such pur- 


chaser on the resale of any ee 


eV. 


The defendant A T & T is enjoined and restrained from 
receiving from the defendant Western any payment of 
patent royalty in respect of the manufacture, lease or sale 
of equipment by Western to the Bell Operating Companies. 

XVI. 


For the purpose of securing compliance with this Final 
Judgment, duly authorized representatives of the Depart- 
ment of Justice shall, upon written request of the Attorney 
General, or the Assistant Attorney General in charge of the 
Antitrust Division, and on reasonable notice to the prin- 
cipal office of either defendant, be permitted (1) reasonable 
access during the office hours of said defendant to all books, 
ledgers, accounts, correspondence, memoranda and other 
records and documents in the possession or under the con- 
trol of said defendant relating to any matters contained in 
this Final Judgment and (2) subject to the reasonable 
convenience of said defendant and without restraint or 
interference from it, to interview officers or employees of 
said defendant, who may have counsel present, regarding 
such matters, and upon request said defendants shall sub- 
mit such written reports as might from time to time be 
reasonably necessary to the enforcement of this Final 
Judgment. No information obtained by the means pro- 
vided in this Section XVI shall be divulged by any rep- 
resentative of the Department of Justice to any person 
other than a duly authorized representative of such Depart- 
ment, except in the course of legal proceedings in which the 
United States is a party for the purpose of securing com- 
pliance with this Final Judgment, or as otherwise required 
by law. 
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XVII. 


Jurisdiction is retained for the purpose of enabling any 
of the parties to this Final Judgment to apply to this Court 
at anv time for such further orders and directions as may 
be necessary or appropriate for the construction or carry- 
ing out of this Final Judgment, or the modification or 
termination of any of the provisions thereof or for the 
enforcement of compliance therewith or for the punishment 
of violations thereof. Upon any such application by the 








plaintiff, the plaintiff shall be deemed to have made a 
sufficient showing of a change in circumstances warranting 
appropriate modification of this Final Judgment if it shall 
show elimination hereafter, in a substantial number of 
states, of public regulation of charges for common carrier 
communications services. 

Jurisdiction is further retained for the purpose of 
enabling the plaintiff to apply to this Court at any time, 
without the necessity of showing any change in circum- 
stances, for orders under this Final Judgment: 


(a) requiring sales, at non-discriminatory prices, of 
any telephone equipment manufactured by Western or its 
subsidiaries to independent telephone operating companies, 
or prohibiting or limiting sales of such equipment to such 
companies; and 


(b) requiring that any equipment manufactured by 
Western or its subsidiaries that is used by A T & T or any 
Bell Operating Company in furnishing a common carrier 
communications service, other than telephone equipment, 
shall be sold at non-discriminatory prices to any person law- 
fully engaged in furnishing such a service in competition 
with them or in furnishing message telegram service, for 
use by such person in furnishing any such service; and 


(c) requiring that A T & T shall, and shall cause its 
subsidiaries to, continue to lease, to common carriers 
engaged in the message telegram business, on reasonable 
terms, circuits required by such carriers for use in their 
business, to the extent that such circuits shall be reasonably 
available without further construction. 


Dated: January ,, 1956 


United States District Judge, 
O 
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We hereby consent to the making and entry of the 
foregoing Final Judgment: 


For the Plaintiff: 


Attorneys for Plaintiff 


For the Defendants: 


7 HARDIN & Warp 
minrtAVund tite i 
Attorneys for the Defendants 





For the defendant AMERIcAN TELEPHONE AND TELEGRAPH 
COMPANY 


Its Vice President and General Counsel 


For the defendant Western Eectric Company, 
INCORPORATED 





Its Vies Preaident and General Counsel 
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APPENDIX A. 


Bell Telephone Company of Nevada 

lllinois Bell Telephone Company 

Indiana Bell Telephone Company 

Michigan Bell Telephone Company 

New England Telephone and Telegraph Company 
New Jersey Bell Telephone Company 

New York Telephone Company 

Northwestern Bell Telephone Company 
Southern Bell Telephone and Telegraph Company 
Southwestern Bell Telephone Company 

The Bell Telephone Company of Pennsylvania 
The Chesapeake and Potomac Telephone Company 


The Chesapeake and Potomac Telephone Company of 
Maryland 


The Chesapeake and Potomac Telephone Company of 
Virginia 

The Chesapeake and Potomac Telephone Company of 
West Virginia 

The Cincinnati & Suburban Bell Telephone Company 

The Diamond State Telephone Company 

The Mountain States Telephone and Telegraph Company 

The Ohio Bell Telephone Company 

The Pacific Telephone and Telegraph Company 

The Southern New England Telephone Company 


Wisconsin Telephone Company 


Paundick Press, Inc., 22 Thames St., New York 6. N. Y., U.S. A. 
(9237) 
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January 11, 1956 


As provided in the resolutions adopted by the 
Boards of Directors of our respective companies on Jamuary 
10, 1956, we hereby approve the following changes in the 
Final Judgment to be entered in United States v. Western 
Electric Company and American Telephone and Telegraph Company: 


First: In the ninth line of Section IV(A), after the 
words "Bell System patents" add the following: 


"(other than patents of Teletypesetter 
Corporation)". 


Second: Section IX(B) shall read as follows: 


"(B) After three (3) years from the date 
of this Pinal Judgment, the defendant 
Western is enjoined and restrained from 
engaging, either directly or indirectly, 
in any business not of a character or 

type engaged in by Western or its sub- 
sidiaries Companies of the Bell Systen, 
other than (1) businesses in which defend- 
ant AT & T may engage under Section XI 
hereof, (2) businesses in which Western is 
required te engage under this Pinal Judg- 
ment, and (3) any business engaged in for 
the plaintiff or any agency thereof." 


Third: The mumbering and order of the following 
sections of the Judgment shall be changed so that 
Section IX shall become Section IV 


Section XI " " _ Seetion V 
Section XIII " - Section VI 
Section XIv "* “Section VII 
Section X 5 " Seetion Ix 
Section Iv "* " Seetion Xx 
Section V . " _ Seetion XI 
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Section VI shall become Section XII 


Section XV ? - Section XIII 
Section VII % p Section XIV 
Section XII ” “i Section XV 


and all references to those sections shall be changed 


to correspond to the new mumbering. 


(ie ¥ Greece 


President of American Telephone 





and Telegraph Company. — 


FR Knpp . 


President of Western Electric 
Company, Incorporated. 
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JANUARY 11, 1956. 


United States of America vy. Western Electric Company, Inc., and American 

Telephone and Telegraph Company—Civil Action 17—49 
Honorable STANLEY N. BARNES, 

issistant Attorney General, 
Department of Justice, Antitrust Division, 
Washington, D.C. 

DEAR JUDGE BARNES: We transmit herewith a Final Judgment in the above- 
entitled case, contended to for the defendants by their duly authorized represen- 
tatives. 

The making and entering of this Final Judgment is proposed by the defendants 
following extensive discussions with representatives of the Antitrust Division. 

Yours very truly, 


Vice President and General Counsel 
tmerican Telephone and Telegraph Company. 
Vice President and General Counsel 

Western Electric Company, Incorporated. 


JANUARY 11, 1956. 
Mr. Mouttron: I hand you the following: 
(1) Six copies of the Judgment signed by Mr. Ward and me. 
(2) Three copies of instrument authorizing changes, signed by Mr. Craig. 
(3) Covering letter from you to Foote, for use if you wish to have a covering 
letter 
(4) Three unsigned copies of the Judgment, for you, Mr. Craig and Mr 
Kappel 
Mr. Munson of our office will take a plane to Washington tonight and deliver 
the signed copies of the Judgment to Mr. Foote’s office at nine o’cloock tomorrow 
morning 
Water L. Brown. 


JANUARY 12, 1956. 

Mr. LANDON: Attached is a copy of the Final Judgment in the form delivered 
to the Department of Justice this morning. It is changed slightly from the 
form of Judgment which was submitted to the Board of Directors on Tuesday. 
These changes were approved by Mr. Craig in accordance with the provisions 
of the resolution submitted to the Directors, and I attach this approval. You will 
also note that Mr. Kappel approved the changes for Western Electric Company, 
Incorporated. 


HPM 


Note for files: Copy of Final Judgment as delivered 1/12 (described above) 
tlso sent to Messrs. Craig and Best 


JANUARY 12, 1956. 
Copies of Final Judgment providing for exclusion of Teletypesetter patents 
from royalty-free provisions of Section IV, together with approval of Messrs 
Craig and Kappel for this change. This change was subsequently incorporated 
in the form of Final Judgment delivered to Mr. Foote on January 12, 1956 and 
another approval was signed by Messrs. Craig and Kappel covering this and 
the other changes made therein, 





HPM 


JANUARY 12, 1956. 

As a result of conferences with Messrs. Kilgour, Foote and Murphy on Janu- 
ary 11, it was agreed to change the order of the Judgment and to change the 
language of old Section IX(B) It was also agreed to exclude Teletypesetter 
patents from the royalty-free provisions of old Section IV. In the course of these 
discussions I furnished the Department with one copy of the printed Judgment 
Which had the exclusion of the Teletypesetter patents from the royalty-free 
provisions. Mr. Foote changed the numbers of the varagraph in accordance | 


2HORGB O ns pt. 2. Vol. 3 66 
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with our agreement on the copies so supplied and attached thereto the changed 
old Section IX(B) I conformed another copy of the Judgment to his, as 
changed, and this conformed copy is attached. Also attached are my _ pencil 
notes concerning the order of the Judgment 

These changees were approved by Messrs. Craig and Kappel and a copy of 
this approval is likewise attached hereto. Copies of the Judgment as so changed 
were printed and sent to Washington last evening for delivery to Mr. Foote’s 
secretary this morning 

BPS eM. 
APPENDIX VI 


[Publie Utilities Fortnightly, Vol. XXI, No. 13, June 23, 1938] 
THAT Two-YEAR PHONE PRost 
REVIEW OF THE PROPOSED REPORT ON THE FCC INVESTIGATION OF THE BELL SYSTEM 


In the opinion of the author, regulatory commissions must stand 
as “arbiters” between the rights and interests of utilities, their 
patrons and investors. This, he declares, imposes serious obligations 
Facts must be selected and weighed judicially. They must be cor 
rectly interpreted. They should not be distorted. Conditions and 
circumstances must be recognized and appraised; conclusions must 
be based upon supporting evidence and informed judgment. Propos 
als that will weaken and endanger regulation, rather than strengthen 
it, should be avoided. Irresponsible and indiscriminate charges 
coming from high authority, will contribute to no useful purpose 
If allowed to stand, they will tend to be destructive of both public 
and private rights and interests 


$y John H. Bickley 


Following two years of careful comprehensive, and searching inquiry, and 
the expenditure of substantially one and one-half million dollars of specially 
appropriated funds, the Federal Communications Commission has transmitted 
to two congressional committees a “Proposed Report” on an investigation of the 
Bell System. The report is not one which the commission has approved, or 
adopted Instead, it is a report prepared under the direction of Commissioner 
Paul A. Walker, of Oklahoma, for the consideration of the commission and the 
Congress. 

Covering 1,065 typed pages, including 50 pages of conclusions and recommen 
dations, the report sets forth the findings by Commissioner Walker of an inves 
tigation of American Telephone and Telegraph Company, the parent corporation 
in the Bell System: Western Electric Company, Incorporated, the manufacturing 
and supply department: Bell Telephone Laboratories, Incorporated, the research 
department; Electric Research Products, Inc.. a distributor of sound picture 
equipment ; and, to a very limited extent, certain operations of a few of the Asso 
ciated Telephone Companies. The findings, conclusions, and recommendations 
are based primarily upon 61 reports, prepared by the investigational staff. These 
staff reports were introduced in the record of public hearings 

Unfortunately, a shadow is cast upon the entire investigation by a policy of 
the commission. This was its refusal to grant the interested companies certain 
privileges. They should have had the opportunity to cross-examine those mem 
bers of the commission staff who presented the reports. They should have been 
permitted to introduce rebuttal reports and testimony. And they should have 
heen encouraged to recite their version of the business, operations, practices, and 
policies of the Bell System and its constituent members.” 

Nothing would have been lost by a more liberal course. <All phases of the 


investigation would have been more enlightening Greater confidence in its 
integrity, purposes, and results would have been engendered. A better under 
standing of the problems of telephone communications would have been gained 
{ sound policy for meeting the problems would have been more likely. For 
surely, the Bell System, with its almost threescore years of experience in tele 

Federal Communications Commission, Proposed Report on Telephone Investigation 
Pursuant to Public Resolution N 8, 74th Congress 


Such a procedure was recommended by the writer of this review 
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phone communications, could have contributed materially to this study. The 
commission would have been aided in the preparation of a final report. Its 
findings, conclusions, and recommendations could have been received with a 
larger measure of confidence that they were founded upon a complete, accurate, 
and impartial review of the facts and the interpretations expressed by both 
company and commission representatives. Congress could have felt greater 
assurance in adopting such legislative measures as might be essential for the 
common good. 

An opportunity for the Bell System to tell its own story and to examine the 
commission's staff need not have been unrestrained. This, as all phases of the 
inquiry, could have been under the fair, discriminating, and judcious control 
of the commission. <A procedure conducive to orderly and expeditious hearings 
could have been adopted 

Such a procedure may have consumed more time and entailed additional 
cost. But the results would have justified the relatively slight delay and ex- 
pense. Even though few material changes had been made in the staff reports; 
even though the Bell System had contributed little more to the inquiry, which 
is improbable; increased confidence in the numerous studies would have been 
inspired. This is a worthy end. 

The time may have passed for the commission to change its course. A record 
and a report are before it. The transmittal of this report to Congress has been 
countenanced, whether wisely or unwisely. Attention must now be directed 
toward its substance and merits. 

The Walker Report is, in many respects, an interesting and informative docu- 
ment. It offers some constructive suggestions. Space will not permit a review 
of all matters, but the more important subjects which bear on telephone rates 
and service will be considered. 

The investigation has placed in the hands of governmental agencies a great 
mass of useful information. This should be maintained currently. The report 
properly recommends that the Federal Communications Commission be supplied 
with funds adequate to continue and extend its research into the complex prob- 
lems of telephone regulation. 

A central research and service organization for this purpose should prove to 
be an economical and useful instrumentality. It would be helpful to all state 
commissions, as well as tv the Federal government. At the same time, it would 
spare such companies as American Telephone and Telegraph Company, Western 
Electric Company, and Bell Telephone Laboratories, from a multiplicity of 
individual investigations, and their attendant expense. Congress should re- 
spond to the commission’s appeal for funds. State commissions should lend 
their support 

The need for effective regulation of the telephone industry in the public 
interest is emphasized, and rightfully so. Regulation must be coextensive with 
the industry and its control. Surveillance must be constant. Close cooperation 
should obtain between state and Federal regulatory agencies. They must be 
sufficiently informed and equipped to perform their duties in a thorough and 
efficient manner. Authority must be extended when it becomes necessary, but 
should not go beyond its proper sphere. Statutes will not reach and serve all 
objectives. They are effective only when supplemented by sound and fair 
administration 

Frequent examination and eternal vigilance are essential. But, these must 
he intelligently conceived and directed. They should not be destructive of 
initiative and enterprise. Neither should commission discretion be substituted 
for that of management in those matters for which management should and 
must bear ultimate responsibility. Commissions are not utility operators and 
should net attempt to assume this role 

While regulatory commissions must be defenders of the public interest, the 
nature of that interest must be clearly understood. A sacrifice or impairment 
of the rights of one party will not serve the end desired. Mutual rights must be 
respected. Duties are reciprocal. Commissions must, indeed, stand as “arbiters” 
hetween the rights and interests of utilities, their patrons and investors.“ This 
imposes serious obligations. Facts must be selected and weighed judiciously. 
They must be complete and accurate. They must be correctly interpreted 
They should not be distorted. Conditions and circumstances must be recognized 
and appraised. Conclusions must be based upon supporting evidence and in 
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formed judgment. Proposals that will weaken and endanger regulation, rather 
than strengthen it, should be avoided. Irresponsible and indiscriminate charges, 
coming from high authority, will contribute to no useful purpose. If allowed 
to stand, they will tend to be destructive of both public and private rights and 
interests 

The Walker Report must be judged ultimately by such standards. The discus 
sion of depreciation is a point at instance. The main thesis is opportune and, in 
general, fairly presented. Briefly, the report says that depreciation for valua 
tion purposes should be consistent with depreciation for operating expense pur 
poses. One concept should prevail. To this extent, the position is reasonable 
and sustained 

But, when the depreciation accruals of Bell Telephone Companies are charac 
terized as “excessive,” and the statement is made that there is “an excess of 20 
percent in the annual depreciation charges,’ * the report steps beyond its factual 
support, insofar as the record before the commission is concerned. The commis 
sion did not make a sufficient examination of Bell Telephone Companies to war 
rant the conclusion. The record will be searched in vain for the evidence 
Moreover, the assertion is indiscriminate. It is not limited to a particular com 
pany. It embraces all, even though the depreciation requirements of the various 
companies were not studied. 

Bell Telephone Companies have benefited in rate cases by reason of the fact 
that their depreciation reserves have almost invariably been in excess of the 
accrued depreciation deducted for valuation purposes. Many people may honestly 
disagree with this practice. It is conceivable that there are people in the Bell 
System who oppose it. Nevertheless, is must be remembered that commissions 
and courts have sustained this disparity. Perhaps the Bell System has not acted 
with foresight and wisdom in the position it has taken But it has certainly 
acted within its rights. Final responsibility in this matter rests, first, with the 
regulatory commissions for having the issues and the facts thoroughly, accurately 
and completely presented; and. second with the courts for understanding the 
facts and the equities involved. 

The conclusion on depreciation, however, shrinks to the innocuous in contrast 
with the public announcement now quoted : 

“* * * » reduction of approximately 25 percent may be made in telephone rates 
throughout the entire Bell System without interrupting the existing net earn 
ings.” ‘ 

Let us assume, for the present, that telephone rates should be reduced 25 per 
cent. We shall assume, further, that the investigation bears out this conclusion 
But, where in the thousands of pages of reports and testimony is there the 
slightest support for the assertion that such a reduction could be made “without 
interrupting the existing net earnings’? The answer is that it cannot be found 

Simple arithmetic and a commonsense knowledge of the telephone industry will 
help us wetgh the merits of the public announcement. In 1937, the operating 
revenues of the Bell Telephone System were $1,051,379,3438, the operating expenses, 
including taxes, were $844,396,641, and net operating income was $206,982,702 

We may pose the three following questions 

1. If telephone rates generally had been 25 percent less in 1987, would 
telephone revenues have been equal to those realized? 

2. If telephone revenues, after the 25 percent rate reduction, had been 
only 20 percent less (an assumption), could operating expenses have been 
reduced 25 percent without impairment of service? (Since operating ex 
penses are 80 percent of revenues, a reduction of 20 percent in revenues 
would require a 25 percent reduction in expenses in order to maintain the 
same net earnings. The proposition advanced in the public announcement 
assumes no change in net earnings. ) 

3. If such a saving could have been effected in the operating expenses 
where would it have been? 

Attention will be directed immediately to the last question 

Operating expenses are comprised preponderantly of labor, materials, depre 
ciation, insurance, rentals, and taxes. They will be considered in reverse order 

Taxes, for the most part, consist of those on income, on property on gross 
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receipts, and on pay rolls. To sustain the proposition, income taxes could not 
have been reduced, and they represent about 4 per cent of total expenses. Prop- 
erty taxes would doubtless have been the same. Gross receipts taxes would have 
been reduced only in proportion to the revenue reduction. Social security taxes 
could have been reduced only be reduction in pay rolls. The answer is not 
found here. 

No criticism is made of rentals and insurance. 

Depreciation expense in 1937 was 19 per cent of total expenses. The report 
avers, without substantiation, that depreciation charges could be reduced 20 
per cent. We will assume that this is correct. The reduction in expenses on 
this item would have been 3.8 per cent. 

The report says that material prices should have been less. This will be re- 
viewed later. But, even though prices had been less, some increase in the amount 
used would have occurred, because of an assumed increase in volume of business. 

What remains? Labor. Would labor costs have been reduced? If so, how? 
Would it have been in labor rates, or would the saving have been effected by 
higher labor performance, that is, by employees doing more work? Since it is 
assumed that there would have been a larger volume of business would there 
not have been more labor hours? Or, would the increase in labor hours have 
been offset by a reduction in wage and salary scales made to effect the big saving 
in total expenses’ Here is where the solution would have to be found. But, 
there is no support in the record for it. 

The Proposed Report, in its discussion of this subject, does not claim that a 
large reduction can be made generally in Bell System rates without affecting 
net earnings. The language there is somewhat more cautious. It says: “* * * 
it appears that adjustments of telephone rates in the order of 20 to 25 per cent 
are involved.” ” But, even this more moderate conclusion must be tested by 
the same standards of informed inquiry. 

The matters offered in support of the 20 to 25 percent rate adjustment are 
not substantiated by the evidence. Considerable reliance is placed upon an 
inquiry into the costs and prices of Western Electric Company. When the 
attack on these matters is clearly analyzed and understood, it raises a strong 
presumption that Western Electric is criticized because of the liberality with 
which it treats its employees in wages, salaries, and various forms of benefits. 
Hence, the Walker Report carries the serious implication that telephone rates 
should be reduced by reductions in wages and by the reduction or elimination 
of other benefits accorded labor. At least, the report must be scrutinized closely 
to see if this is the proposed method of effecting telephone rate reductions. 
Moreover, when to the implications concerning Western Electric Company, there 
are added those as to how the operating expenses of Bell Telephone Companies 
may be drastically cut, the view that labor is to pay for the reductions gain 
force. 

A large section of the report is devoted to a discussion of the profits of the 
Bell System. This is as it should be. The subject is important. Part III. 
Effect of Bell System Policies and Practices upon Telephone Service and Rates, 
contains 131 pages. Of these, 100 pages relate to earnings and profits of Ameri- 
can Telephone and Telegraph Company, the Associated Bell Telephone Com- 
panies, and Western Electric Company. 

The report asks this question: “Have the profits of various Bell System 
Companies been excessive?’ No answer is stated, but the implications are that 
they have been, as to both individual companies and the System as a whole. The 
following quotations are indicative of this view : 

“In order to give an answer to the question whether the profits of the System 
have been excessive, the greater part of the following analysis is in terms of 
such relevant ratios.” * 

“The conclusion is inescapable that the Bell System has been an exceptionally 
profitable enterprise since its inception sixty years ago.’ 

“* * * the earning record of the American Company for a long number of 
years appears to have been unusually high for a system engaged in rendering 
public service.” ” 
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In spite of the inferences, the investigation has not demonstrated that, on the 
whole, the earnings and profits of the Bell System have been unreasonable. No 
comparisons were made of other companies, even of public utilities, and no other 
studies were undertaken, upon which to base a conclusion. 

True, the Bell System has been a successful and profitable enterprise. This is 
well known. It may have been unusually so. But, there is a long way from this 
to the conclusion that its earnings have been excessive. Instances can doubtless 
be found when at certain times a Bell Company has realized more than fair 
earnings. Nevertheless, in order to base a general conclusion, or even an infer- 
ence, on such conditions, they must be shown to be representative of the System. 
This has not been done 

What may be said with assurance concerning the level of earnings and profits 
of the Bell System? When viewed from the standpoint of results, one thing is 
apparent. It has been able to finance, substantially without interruption, an 
enormous and rapid expansion in telephone communication and a constant im 
provement in the quality of service. This country, with a small fraction of the 
world’s population, has one-half of its telephones. And, the financing has been 
accomplished along sound and conservative lines. <A brief review of the financial 
structure of the Bell Telephone System will show this. With $4,389,548,887 of 
investment in telephone plant, it has only $1,011,008,637, or 23 per cent, of funded 
and other long-term debt, and $65,140,450, or 1.5 per cent, of preferred stock. The 
balance has been financed by depreciation and amortization reserves, reinvested 
earnings, and common stock, the latter amounting to $2,224,453,281, or over 67 
per cent of total capital obligations that is, long-term debt and stock."’ Hence, 
of each dollar raised from investors, 67 cents has come from those who pur 
chased the common stock. 

A significant point in the report’s discussion of Bell System profits may not be 
passed unnoticed. It says: “In the telephone business the subscriber is ulti 
mately the contributor of those profits.” "* This assumes that profits are synony 
mous with sales. Moreover, it implies that management makes no contribution 
to profits 

If the statement has any meaning, it might as well be said that “the subscriber 
is ultimately the contributor of wages and taxes.” This adds nothing to an 
understanding of Bell System profits. Moreover, subscribers pay for service 
The service is produced by management, labor, and capital. These are the 
factors, together with the use of natural resources, that contribute to the pro 
duction of goods and services. They create the product out of which each con 
tributing element receives its compensation and reward. More concretely, if 
anything remains after labor has been compensated, materials and taxes paid, 
and provision made for the consumption of capital, capital receives its compen 
sation Sut, it is the last to be served. And, of all the sources of invested 
funds, stockholders come last in their reward. This is as true of a regulated 
industry as of an unregulated. The telephone industry is no exception. 

The report denies credit to management for profits. Yet, the same capital 
goods might be employed profitably or unprofitably. The direction of labor can 
be efficient or inefficient. The product may be of high or low quality When 
favorable results flow from the combination of labor and capital, it is only fair, 
and right, to give management some credit And again the Bell System is no 
exception 

When the data on earnings and profits are reviewed, there is observed a failure 
to select and present what is most important for an understanding of the subject 
As an example, there are data showing, with respect to American Telephone and 
Telegraph Company, the earnings on paid-in capital, that is, the amount paid to 
the corporation for its capital stock. But the percentage of earnings to common 
stock equity, the book value, is omitted. This is a more significant indication of 
profits than the earnings on paid-in capital When 100 pages were devoted to 
earnings and profits, some space should have been available for more enlighten 
ing information 

One of the most important phases of the investigation of the Bell System was 
an inquiry into the profits, prices, and costs of Western Electric Company, the 
manufacturing and supply department A large portion of the report relates 
to Western's costs and prices And one of the recommendations is that the 
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Federal Communications Commission be given jurisdiction and authority by 
Congress to regulate the costs and prices of telephone apparatus and equipment.” 

Bell Telephone Companies purchase practically all of their apparatus, equip- 
ment, cable, and supplies from Western Electric Company. These purchases 
enter the rate base of the operating companies and have a material effect on 
their operating expenses. Thereby, rates for telephone service are influenced in 
substantial measure by the prices paid to Western for materials and services. If 
these prices were reduced, telephone rates would tend to decline. If the costs 
experienced by Western were reduced, its prices could be lowered and the same 
profit realized A major element in Western's costs is wages and salaries. If 
these were reduced, there would be an appreciable reduction in total costs, and 
prices could be less in relation to the profit margin. 

The Walker Report charges that Western's prices and costs are excessive. 
This is based upon studies which are represented to show (1) that Western’s 
prices are higher than those charged by independent manufacturers of telephone 
apparatus and equipment: (2) that Western’s costs are in excess of what they 
would be with the “exercise of prudent and effective management” “; and (3) 
that the costs are higher than those of independent manufacturers. 

The studies and data offered in substantiation of these conclusions are pre- 
sented in two sections, described as follows: 

1. Comparison of Western Electric Prices with Those of Independent 
Manufacturers for Comparable Items 
2. Cost of Manufacture of Western Electric Telephone Products.” 

Regulatory bodies have ample reason and authority for calling upon Western 
to justify its costs, prices, and profits. These matters may be challenged. But 
the challenge must be founded upon more reliable and pertinent methods and 
data than those explained in these sections of the report and the exhibits from 
which they were taken 

However, if the various studies, upon which the comparisons of costs are 
predicated, and from which the conclusions are drawn, have any significance 
and validity, the report says that Western should reduce wages and salaries, 
and eliminate or reduce various benefits accorded labor, such as in vacation 
allowances, sick leave and benefits, service pensions, and disability and death 
benefits. This, presumably, would be the exercise of “prudent and effective 
inanagement.” At the same time, the report itself proves that Western's labor 
is highly productive. 

The first section, on price comparisons, expresses its conclusion in these words: 

“The results of studies conducted under the Special Investigation, comparing 
the total bid and sale prices of actual complete switchboard installations, show 
that Western’s prices to Associated Companies in many instances materially 
exceed the prices charged by independent suppliers for comparable complete 
assemblies.” ° 

Even if one assumes the accuracy and propriety of these comparisons, it must 
be remembered (1) that the assertion is made that Western’s costs are high, 
and (2) that the report finds that Western has a higher wage scale, and treats 
its employees more liberally, than independent manufacturers. Moreover, it is 
concluded “that the only sound measure of the reasonableness of Western prices, 
in the absence of any true competition, is the average, reasonable cost of manu- 
facture over a period of years.’ Consequently, the commission, in its analysis 
of the problem at this point, is compelled to rely mainly upon an examination 
of costs. 

The section devoted to the “Cost of Manufacture of Western Electric Tele 
phone Products” is in four parts: 

1. Manufacturing Costs As Shown by Western’s Records and Cost A¢ 
counting System.” 
2. Comparison of Western’s Costs of Record for Typical Items with the 
Costs of Independent Telephone Manufacturers for Comparable and Iden 
tical Items.” 
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3. Maximum Permissible Costs of Telephone Apparatus and Equipment 
and Lead-covered Cable Items Manufactured by Western Electric Company.” 

4. Justifiable Costs of Telephone Apparatus and Equipment Manufactured 
by the Western Electric Company.” 

Part 1, on Western’s recorded costs, is an exposition and criticism of the 
company’s cost system. It throws no light on the reasonableness of costs 
Whether or not the explanation is accurate, and the criticism warranted, need 
not be considered at this time. 

Part 2, in which Western’s costs for certain selected items are compared 
with independent manufacturers, states this conclusion : 

“Western's costs of record were, on the average, approximately 20 per cent 
higher than the costs of the independent manufacturers.” 

No substantiating evidence is offered. But reference is made to a staff 
report entitled, ““Western Electric Company, Incorporated, Costs of Record and 
Their Relation to Selling Prices of Telephone Apparatus and Equipment, Com 
parisons with Independent Manufacturers.” “* The comparisons there pre 
sented are not convincing. They are predicated upon erroneous premises, 
theories, and methods, as demonstrated by the following: 

1. It is not said that Western's prices are higher than those of independents 
on the items compared from the sandpoint of cost. On the contrary, the report 
finds that on station apparatus the prices of independent manufacturers were 
higher Suvers are concerned with prices. 

2. A comparison was made of Western’s current complete costs and the costs 
of independents for operations during three years, 19383-1935. Such a study has 
little significance. During two of the three years, Western sold its products at 
losses totaling $18,070,000, and in the third year, 1935, its profit was only 
$2,664,000. This indicates beyond all doubt that Western did not fix prices 
sufficient to cover its costs. So, even though its costs were higher than inde 
pendents, it did not recover these costs. 

3. Years of subnormal operations were selected for the comparison. If any 
thing is to be accomplished by comparisons of Western’s costs with those of 
independents, years of reasonably normal production should have been selected 
Or, else, the reasons for variations from normal should have been noted, ex 
plained, and evaluated. These are cardinal principles in studies of this nature 

4. Western’s current complete costs, including abnormal overhead charges, 
were compared, in some instances, with normal costs of independents. Such a 
comparison is wholly without meaning 
5. Western’s costs, used in the comparison, were furnished by the company 
The costs of independents were constructed by the commission's engineers. Dif 
ferences in costing methods, such as in the determination of overheads and the 
amounts to be allocated to various products, could readily account for differences 
in the costs compared. 

6. Although the conclusions are represented to be founded upon a comparison 
of Western's costs with those of certain independents, a different method was 
employed in important instances. Instead, the procedure followed by the com- 
mission staff in some cases was to combine “the minimum cost elements of any 
manufacturer.” “” That is, there was selected from the costs of several manu 
facturers the minimum of each component-of cost. Such minimum costs of 
various manufacturers were combined for the purpose of stating an overall cost 
to be compared with Western’s. 

This should, indeed, yield a minimum but entirely hypothetical cost. 

No manufacturer could be guided by it. If used for establishment of prices, 
one result would be almost inevitable—bankruptcy. If a manufacturer of an 
automobile fixed his prices on the basis of the minimum cost elements of vari 
ous processes and assemblies of his own operations and those of his competitors, 
he could quote a low price. Many cars might be sold, but not for long. He 
would soon learn that even though he enjoved a large sales volume, money was 
being lost. This should occasion no surprise. It would merely evidence the 
folly of an unrealistic price basis. 
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The staff report explains that ‘The study was undertaken with the objective 
of exploring the possibilities of minimum costs under certain definite conditions 
rather than for the purpose of making direct comparisons.”™ Yet, the study 
was used for precisely this purpose, as attested by the next sentence in which 
it is concluded that it indicates that hand telephone sets, when produced in cer- 
tain volume, could be manufactured “at a cost materially lower than that of 
the Western Electric or any of the independent manufacturers.” And, Western’s 
costs alone are then compared with this hypothetical cost.” Furthermore, the 
study does not explore the “possibilities of minimum costs” because the “definite 
conditions” are based upon unreal and inaccurate assumptions. 

Part 3 of the analysis of “Cost of Manufacture of Western Electric Telephone 
Products” relates to what is referred to as “Maximum Permissible Costs.” This 
subject is discussed at considerable length in a staff report of over 700 pages.” 

In this study, prepared by the commission's engineers, certain items of out- 
put were selected for analysis and comparison. A “maxnorm” or “maximum per- 
missible” cost was estimated for each item. ‘The cost sought was one that could 
properly be employed for current (1936-1937) price making and, by the appli- 
cation of suitable labor and material indices, could also be employed for price 
making during the 9-year period from 1927-1935, inclusive.” ” 

Again, “This is a cost which would be possible of attainment under current 
operating conditions (1986-1937), with the exercise of prudent and effective 
management. Such a cost can properly be compared with Western’s standard 
complete costs and current complete costs, and can be used as a basis for deter- 
mining fair and reasonable current prices.” These were the declared objec- 
tives. The maximum permissible costs were compared with Western’s “costs 
of record” and the latter were said to “average approximately 20.8 per cent 
higher than the maximum permissible costs.” ™ 

If the accuracy of the computations of maximum permissible costs is assumed, 
what is revealed by this lengthy investigation and discussion? Two things: 
(1) that Western's estimates of its normal costs are, “in the main,” lower than 
“maxnorm” costs prepared by the commission’s engineers; and (2) that West- 
ern’s current costs in 1986, not its normal costs, were higher than the estimates 
by the commission's staff of maximum permissible costs. The significance of 
these two findings may now be examined. 

Normal costs are those which would prevail under normal, but not abnormal, 
conditions. Consequently, to the extent that costs experienced under normal 
conditions are a criterion for price-fixing purposes, the findings by the commis- 
sion’s staff would warrant higher prices than those supported by Western’s esti- 
mates. Yet, until the vear 1932, Western operated at a profit: it regained 
profitable operations in 1935, and continued them in 1936 and 1937. 

The estimates by the commission's staff were not estimates of actual current 
or normal costs. They were not normal costs because they were not based on 
normal conditions. (Even if they were, it must be remembered that they exceed 
Western's estimates.) They were not current costs, because they were not 
based on current conditions. They were not actual costs, because they were not 
based on actual conditions. 

Then, what were they? Merely this: estimates by certain individuals of 
what, in their opinion, would be a cost “possible of attainment * * * with the 
exercise of prudent and effective management.” But nowhere in the hundreds 
of pages of reports is it shown that Western has been either imprudent or in- 
effective in management. Western's accounting methods are criticized; but, 
even if this were justified, it does not prove that Western was inefficient in 
the manufacture and distribution of its products. 

An attack on costs must be based fundamentally upon an attack on (1) the 
elements of cost, such as labor, materials, depreciation, taxes, etc.; (2) the 
accuracy with which costs are stated; and (3) the efficiency of operations, that 
is, the effectiveness with which labor, materials, and equipment are organized 
and directed in the production of goods and services. 
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When consideration is given to a determination of the cost of certain of 
thousands of different items of output, there is room for difference of opinion 
Methods may vary, with varying results. When conflicting methods are pre 
sented, each must be tested and appraised in the light of its underlying prin 
ciples and assumptions, and its application. It has not been demonstrated that 
Western’s results are lacking in reasonable accuracy. This does not mean that 
its estimates of current costs are perfect. Western does not claim that they 
are. But those by the commission staff are no more so. 

Western’s accounting system is based upon standard costs, with estimates 
of the causes of variations between current and standards. And these causes 
are many. ‘They are estimated in minute detail. They are approximated for 
certain selected items considered to be representative. There might be dis 
agreement with certain results, but, if so, attention should be focused first on 
the principles. They are clearly evident. If Western's principles are sound 
and reasonable, the second step should be to examine the accuracy with which 
they were applied. Instead of adhering to such a course, Western's records 
were cast aside, because in the opinion of the investigators (but not all): 

“Western's cost accounting system is not well adopted to the determination of 
even approximately correct costs of individual types of products. It does not 
give the true cost of any individual items or class of product, and gives un 
reliable results for production as a whole. The accounting system is too com 
plicated, is too expensive to operate, is obsolete, and does not conform to modern 
accounting practices.” ™ 

Such a sweeping indictment has not been and cannot be sustained. It does un 
justifiable violence to Western’s accounting methods. They may not be perfect 
efforts are made constantly to improve them, but they manifestly do not warrant 
this severe condemnation. The resulting information is far more useful to the 
purposes of regulation than was seen. 

So fur, it has been shown that the price comparisons are admittedly inconclu 
sive; that the comparisons of recorded cost are invalidated by erroneous prem 
ises, theories, and methods; and that the estimates of maximum permissible 
costs are distinctly favorable to Western Electric Company Certainly, they 
would not substantiate a reduction in telephone rates through reduction in 
Western's prices 

Part 4 of the discussion of Western's costs relates to what is termed ‘Justifiable 


Costs.” The estimates by the commission’s engineering staff of these “costs” are 
further removed, in principle, from normal, current, or actual costs than those 
of “maximum permissible costs.” They are entirely hypothetical. They are 
not Western’s costs or what its costs should be. They are merely estimates of 


what the staff thinks the costs should be. Of course, such estimates are permis 
sible if they are based upon accurate and reasonable principles and methods 
The principle that was employed is explained in these words : 

“In order to approach the subject from a different viewpoint for purposes of 
comparison, an additional study was made showing the potential effect upon West- 
ern’s costs of operating with an overhead expense no higher in proportion thar 
the average of the overhead expenses of the principal independent telephone 
manufacturing companies.” * 

This assumes that Western should have the same conditions, including the 
same combination of labor and mechanical facilities, as certain independent 
manufacturers 

Western's costs may be too high. But, it has not been demonstrated that 
they are. Moreover, studies based upon such a hypothesis will not prove the 


fact Differences in overheads can and do result from many conditions. These 
must be recognized. The independents might produce certain of the same things 
manufactured by Western, but methods and processes vary Such variation 
will cause differences in oveheads. The study failed to allow for them. West 


erns’ processes are highly mechanized. This alone may cause a substantia 
difference in the relative amount of overheads If Western's overheads are te 
be cut because it endeavors to effe 
it must be shown that it has failed in its objective This has not been done 
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economies through the use of machinery 
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In the development of “justifiable costs,” purported comparisons were made 
with independents and Western’s costs were adjusted to those of the latter. 
The adjustments are introduced with these words : 

“In order to place Western's costs on a comparable basis with those of the 
independents for the period used, certain adjustments were made as outlined 
in the following paragraphs.” * 

Here are the most significant implications of the entire review of Western's 
costs” and prices. If the adjustments have validity, Western is to reduce its 

functional costs” to the level of independents. We shall see what this implies. 

Beginning at page 574, the Walker Report compares Western's labor costs 
with those of certain independent manufacturers. It is stated that during the 

year 1936, for example, Western’s labor costs on apparatus and equipment were 
25.21 per cent of the total shop cost of manufacture, as Compared with a com- 
posite of 21.48 per cent for the independents. Next, productive labor rates 
were compared. Western's average on apparatus and equipment during 1936 
was 75 cents, while the composite for independents was reported at only 58 
cents, a difference of 29.4 per cent. The report says, “The higher wage scales 
of Western over the eight years studied (71 cents v 62 cents) would alone more 
than compensate for the corresopnding difference in labor percentages in the 
tabulation above entitled ‘Percentages of Labor Cost to Total Shop Cost of 
Manufacture.” ™ 


The report continues: “This, however, only partially explains the superior 
advantages enjoyed by Western’s productive laborers.” ”“ That is, the relative 


benefits accorded labor are expressed in another way. This is in the “extra 
benefits to labor beyond their normal pay (vacations, minimum earnings allow- 
ances, overtime, pensions, unemployment insurance).’* There are others such 
as disability and death benefits. Comparison of these benefits showed that, at 
normal rates On apparatus and equipment, at Hawthorne Works (Chicago), 
Western had an added labor cost of 13.0 per cent, in 1936, whereas the inde- 
pendents’ additional cost composited to 4.1 per cent, a difference of 8.9 per cent. 

If the foregoing comparisons of labor costs are accurate, they demonstrate 
only this: that Western is more generous and liberal in the treatment of its em- 
plovees ; or that its employees have a higher average level of skill. But, it is on 
the basis of the former that Western’s costs are attacked. 

In order to develop a maximum justifiable cost, the report adjusts Western's 
labor costs to the level of the independents. The logical conclusion to be drawn 
from this procedure, if the results are to have any force, is that Western should 
scale down its labor rates and benefits 

Having gone this far, the report follows with a “functional comparison of 
costs” (page SSO): 

“In a previous section of this report, the independents’ product costs, in the 
main, appeared rather consistently lower than Western’s as indicated by its 
Costs of Record In the current study, a functional comparison of costs indi- 
cates that: 

“(1) In the 16.74 per cent of total complete Apparatus and Equipment Costs, 
constituting materials, Western enjoys a slight advantage because of quantity 
purchase of raw materials, but suffers a compensating disadvantage in depres- 
sion years in its apparent inability to take advantage of available outside 
commercial bargains in processed piece parts or assemblies. Net total material 
cost differences between Western and independents appear, therefore, to have 
inconsequential effect in final completed product costs 

“(2) In the 21.64 per cent of total complete Apparatus and Equipment Costs 
constituting labor, Western not only pays a 14 per cent higher average wage 
scale, but in addition gives some 9 per cent of direct labor costs as greater 
contingent benefits to its labor. The advantage of labor costs appears distinctly 
to favor the competitive independents 

(3) In the 61.62 per cent of total complete Apparatus and Equipment Costs 
constituting total overhead, the independents enjoy an advantage equivalent 


7 
| 


approximately to 21.3 per cent of the total average product cost.” 
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Hence, Western has an advantage in material costs, but a disadvantage, 
inferentially, in labor, as well as in overheads. But, the requirements of a 
comparison of overheads, and how differences can occur, without evidence of 
inefficiency or excesses, have been dwelt upon. 

Moreover, the passages quoted do not tell the entire story concerning labor 
costs. Of the 61.62 per cent of total complete apparatus and equipment costs 
represented by total overheads, in which independents are alleged to have an 
advanage, a large portion is comprised of wages to labor, and the same differ- 
ences may be found in wage scales and benefits. The overheads consist of non 
productive labor, including operating and distribution; repairs of plant, con- 
sisting largely of labor; depreciation: supplies: power, in which labor is like- 
wise present; development expense; and taxes. Taxes are uncontrollable. 
It has not been shown that Western's expenditures on research and develop- 
ment are excessive. Supplies must be purchased or made. And, power must 
be used. No charge is made that Western is wasteful in its purchase and use 
of supplies, or that its power costs are excessive. Depreciation is a function of 
plant. The plant must be maintained in efficient operating condition. These 
are not the answers in the report to the alleged higher costs of Western. One 
element remains—labor. But, there is no proof that Western’s labor—basic, 
nonbasic, or nonproductive—is inefficient or excessive. The answer is in labor 
rates and the liberal treatment of employees. 

We now have the substance of the implied solution to Western’s contribution 
to a telephone rate reduction. This will be effected if Western will eliminate 
the differentials between its labor rates and other benefits, as compared with 
independents, even though its labor is admittedly of relatively high efficiency 
and productivity. Is there any reason to believe that wage reductions would 
stop with Western Electric’s employees, if such a regulatory view prevailed? 
This is problematical. 

The report implies that Western could lower its costs and prices if it had 
more “prudent and effective management.” But nowhere is it shown that 
Western is remiss in this respect, unless ‘it be in the fact that it has relatively 
high wage scales and is generous in other ways with its employees. Does the 
public want rate reductions through wage cutting and cancellation of pensions, 
vacations, sick and death benefits? Will any regulatory body seek to reduce 
telephone rates through such measures? There can be no doubt about the 
answer to these questions. 

We come again, finally, to the recommendation in the Walker Report that 
the Federal Communications Commission should have “Authority to Regulate 
the Costs and Prices of Telephone Apparatus and Equipment.” But the im- 
plications of the criticisms of Western's costs and prices are such as to occasion 
alarm as to what form this regulation would take. The report says: “Super 
vision over the cost of manufacture of telephone apparatus and equipment is 
essential to achieve adequate regulation of the Bell System.” Would this 
supervision be expressed by wage cutting? Would the discretion of the com- 
mission in such matters be substituted for that of management? Without quali- 
fication, it may be said that regulation which seeks to go this far is inimical 
to regulation. 

What is the power to supervise costs? It implies power to control and direct. 
Costs are comprised of|labor, materials, taxes, and investment costs. Would 
the commission attempt to control the prices that Western pays for materials? 
This would be a large and dangerous undertaking for any regulatory body. 
Would it seek to control taxes? This is beyond its power, as it is beyond the 
power of management. Would it pass judgment on depreciation rates? This is 
proper if Western is regarded as a public utility. What remains to be con- 
trolled and directed? Labor performance, labor rates, and benefits to labor. 
These are the most controllable elements in production. Would the commission 
desire authority to control them? 


“Pp. 1043-1047 
“Pp 1048 
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APPENDIX VII 
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COMPARISON OF WESTERN ELECTRIC PRICE TO BELL TELEPHONE COMPANIES } 
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| 1937 ‘38 39 40 41 42 43 44 «(45 46 47 48 49 «|'SO 


COMPARISON WITH WESTERN ELECTRIC 


TYPE 300 TYPE 500 
WESTERN ELECTRIC LOWEST PRICE WESTERN ELECTRIC LOWEST PRICE 
PRICE TO IN GENERAL PRICE TO IN GENERAL 
DATE BELL COMPANIES TRADE DATE BELL COMPANIES TRADE 
5-1-3? $13.81 $ 24.20 4-1-52 $ 16.20 $ 25.64 
5-14-37 23.45 5-1-52 15.20 
1-1-3868 13.76 6-1-52 13.07 
} 3-15-38 20.52 6-1-53 24.53 
11-77-38 19.20 9-30-54 23.30 
1-20-39 18.77 4-1-55 10.84 
6-1-39 12.28 7-11-55 10.64 
4-1-40 9.90 4-1-56 10.44 
2-1-4) 688 1-1-57 10.64 23.68 
9-1-4! 9.90 
12-22-41 10.85 
1-26-42 9.90 
1-11-45 186.00 
5-11-46 1.38 21.45 
12-1-46 12.01 21.75 
1-11-47 21.80 
1-15-47 23.20 
6-1-47 12.48 
10-11-47 13.19 
1-1-48 12.53 
4-1-4868 11.16 
6-1-48 10.45 
1-1-49 22.35 
4-1-49 11.06 
3-1-50 "47 
8-1-S0 23.13 
12-11-50 13.20 
-7-50 





23.63 


| 
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APPENDIX VIII 
STATION APPARATUS AND MATERIAI 
1955 GENERAL PRICE STUDY 


Comparison of Western Electric Company Prices to the Bell Telephone Com 
panies with Prices of General Trade Suppliers to Their Customers for Similar 
Material 


This study compares Western Electric Company 1955 prices to the Bell Tele 
phone Companies for apparatus and material used on or about the subscribers’ 
premises with the 1955 prices of general trade suppliers to their customers for 
corresponding material. 

The study is based on the quantities and types of station material items 
sold to the Bell Companies in 1955. All items in this category which were 
stocked by Western Electric and sold to the Bell Companies were studied to 
determine (1) if corresponding items could be found among the products of 
suppliers of telephone apparatus to the general trade, and (2) if adequate price 
information was available. These were the sole tests for determining the in 
clusion of an item in this study. In designating corresponding items, the 
Western Electric product is required to be at least the equal of the general trade 
in every significant respect although the reverse is not necessarily true. There 
fore, in many instances, the compared Western item, manufactured to meet Bell 
System requirements, includes some significant design or quality feature which 
is not provided in the general trade item 

The general trade suppliers whose prices were used in the study are 

Alphaduct Wire and Cable Company 
Automatic Electric Sales Corporation 
Cook Electric Company 

General Cable Corporation 

Graybar Electric Company 

Kellogg Switchboard and Supply Company 
Leich Sales Corporation 

North Electric Company 

Reliable Electric Company 

Runzel Cord and Wire Company 
Stromberg-Carlson Company 
Whitney Blake Company 

Graybar Electric Company is included only as a distributor of Western Elec 
tric products. Its prices for these products were used only for those items for 
which a corresponding item of at least one other supplier was included in the 
study 

For each item compared, the price used was an average of the prices for the 
year 1955 weighted for time in effect 

Western Electric prices are its published prices to the Bell Companies and are 
uniform whether small or large quantities are ordered. These prices include 
prepaid transportation to Western's 29 distributing houses or to destination 
and also warehousing in the territories of the Bell Companies and dispensing 
the bulk of the items in relatively small quantities 

General trade prices are list prices less maximum discounts and substantially 
higher prices would apply on many items if ordered in smaller quantities. These 
prices do not include transportation in many cases nor warehousing and distri 
bution to the extent provided by Vestern 

For each of the items included in the study, Western's price was compared 
with the average of the prices of the general trade suppliers who listed a cor 
responding item and with the price of the lowest general trade supplier. 
Sheet 2 of this study summarizes the results of these individual comparisons 
and shows that the average of the general trade prices for all items compared 
was 250% of Western's prices It also shows that the lowest general trade 
prices for these same items were 210% of Western’s prices; this relationship 
was developed by comparing Western's price with the lowest general trade price 
for each item, even though the products of the various general trade manufac 
turers would not necessarily function together 

(No. 1517, March 8, 1958.) 
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Station apparatus and material, 1955 general price study—Western Electric 
prices to Bell Telephone companies versus general trade prices less maximum 
discounts Prices from published price lists, averaged for time in effect. 
weighted by 1955 Western Electric shipments to Bell companies 


Western Electric shipments to Bell « 


ompanies 














‘ he 
differ A verage general trade | Lowest general trade 
Apparatu ( pare r tern pI prices 
compared) Weste 
Bell price 
A mount Percent A mount Percent 
{B f Bell 
} y 
Apparatus blanks 7 $21, 794 $43, 762 201 $26, 450 121 
Back board 2 83, 025 12 l 15 122, 748 148 
Battery boxes l 12, 15¢ ), 869 s 9, 705 sO) 
Bell 2 31, 22 40, SYS 131 29, 478 4 
Binding post chamber f 87, 136 225, 383 259 175, 917 202 
Brackets 19, 164 35, 769 187 31, 601 165 
Bridging connectors 326, 3 74, 893 176 549, 611 168 
Buzzers { 163, 091 g OF 14 81 5AR 111 
Cable ead-covered  textile-in 

lated f 19, 26 186, 823 18S 167, 956 169 
Cable, inside wiring 6, 936, 9S2 2, 402, O91 1S8O 11, 981, 173 
Cable terminals 2, 746, 44 85, 43 196 5, 339, 397 194 
Capacitors 144, 090 445, 453 309 406, 291 282 
Card holders 2 45, 910 61, 44¢ 134 60, 326 131 
in collector 4,014, 404 tot 4 241 1, 490, 401 236 
oin receptack 47, 794 63, 507 133 62, 35¢ 13 
onnecting block 65, 512 140, 271 202 1, 093, 478 43 
onnectors 2 +4 4 6. ORS 4 
i 162 . 219 23 165, 672 207 
( j I 14 2 ) 11, 020 7x 
be ) 264.8 2 7, 161, 893 254 
Dial mounting 2 61. 675 309. 749 02 162. 649 264 
Jrop wire ree 40, 708 217, 034 154 208, 313 148 
Fanning strip 182 8O2 i7 698 145 
I ers 238 4 19 582 24 
Foot vitche 2 2 SH2 119 672 Y 
Fu 2 15¢ ~ 42. ARR Rg} 
12 9, 112 (2 68 22, 141 243 
landse ubscriber 22 1,83 s +s 2 145, 184 289 
Handsets (test) 42 1, 42 240 1, 367 231 
Handset handles f 122, 322 69, 04 465 417, 641 341 
Hand telephone set f 7.106 1. 504. 621 2] 496, 755 959 
Indicator 15, SO 186, 84 1Y 62, 249 ) 
/ { 81. 069 $43, 874 124 “id 

: { 86, 25 609, 23 274 
Key 314 43, 218 7 154 
Lea wedg 7 353 108, 261 154 154 
XN he 2 289. 503 182 { 408 257 
Plug 2 297, 01 HAL 2 17 
Protector ) 065, 997 6, 964, 73 227 6. 193, 101 202 
Prote ck 7 307, 81 RO. 940) 24 633, 707 206 
Rece init 4 649. 99 22, O4F 287 1,711,914 256 
Ringer 4 5R1. 110 23, 554 79 l 334 209 
Subscriber sets 2 462, 668 1, 169, 305 253 1, 000, 227 216 
relephone sets (combined typ. 2s 31, 520, 094 73, 237, 647 232 66, 670, O78 212 
relephone sets (outdoor type 9 203, 699 362. 667 17 297, 383 146 
I'r 2 305 99 1% 480) 157 
{ 334,953 | 1, 163,11 347 134, 683 279 
; 62. 708 QRR, 636 160) 283, 378 452 
2 20. 71 102, 449 154 393, 709 151 
l 67, 427 73, 042 108 73, 042 108 
4 63, 312 894, 949 117 872, 431 114 
386 64, 603, 027 | 148, 426, 731 23 135. 719. 093 210 


STATION APPARATUS AND MATERIAI 
TANUARY 1, 1957, PRELIMINARY PRICE STUDY 


This is a preliminary study comparing Western Electric prices to the Bell 
Telephone Companies with general trade prices less iximum discounts Prices 
as of January 1, 1957. from published price lists are weighted by Wester 


Elect ric shipments to the Bell Companies during 195 
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The method used is the same as for the 1955 General Price Study except that 


the comparisons are limited to important and representative items. 


are shown below: 


Apparatus compared 


Cable, inside wiring 
Cable terminals 
Coin collectors 
Connecting blocks 
Cords 

Dials 

Handsets (subscriber 

Hand telephone sets 

Jacks 

Protectors 

Receiver units 

Ringers 

Subscriber sets 

Telephone sets (combined type 
Transmitter units 

Wire, station 


Tota 


No. 1518, Mar. 3, 1958 


Station apparatus and material, summary of general price 


Comparison 
discounts 


based on published list’ prices less maximum 


The results 


Western Electric shipments to Beli companies at 


Number 
of differ- A verage general trade | Lowest general trade 
ent items prices prices 
compared| Western's 

Bell prices 
Amount Percent 


Amount Percent 


of Bell of Bell 

b (¢ d e)=d+¢ f g {+< 
2 | $4,446,531 | $6, 508, 130 146 | $6,111,874 137 
4 1, 414, O81 2, 801, 743 198 2, 582, 305 183 
l 3, 065, 272 7, 219, 689 236 7, O88, 055 231 
l 312, 796 674, 000 215 650, 168 208 
$ 2, 312, 179 5, 330, 868 231 4, 394, 370 190 
1 2, 051, 862 6, 012, 004 293 5 800, 512 ORT 
2 1, 207, 057 4,515, 357 374 3, 627, 329 301 
l 394, 423 1, 256, 663 319 1, 256, 663 319 
2 388, 121 1,011, 150 261 762. 466 106 
3 2, 366, 331 5, 185, 683 219 4, 801, 027 207 
l 568, ORG 1, 605, 726 2R2 1.495. 011 23 
2 512, 996 1, 480, 905 289 1, 067, 408 208 
l 445, 529 1, 034, 191 232 832, 197 187 
1 16, 543, 026 42, 452, 639 257 $6, 920, 737 223 
l 311, 057 Ys6, 222 417 G05. 520 201 
2 680, 760 789, O59 ile 770, 330 113 
28 | 37,021,007 88, 864, 029 240) 79, 245, 972 214 


studies, 1929-57 


general trade 


Western Electric shipments to Bell companies at 


Number 





of differ- Average general trade Lowest general trade 
Ye ent items prices prices 
compared) Western 
Bell prices 
Amount Percent Amount Percent 
of Bell of Bell 
i b ( | f x 
1929 258 $19, 239,359 $27, 675, 866 144 $25, 517, 347 133 
1930 312 | 20,733, 388 | 29, 881, 622 144 27, 247, 238 131 
1931 291 | 24,956,147 31, YRO, 798 128 29, 197, 885 117 
1932 286 7, 998, 534 9, 792, USO 122 8, 966, 805 112 
1933 308 8, 036, 227 ¥, O84, 320 124 9, 415, 936 117 
1934 297 | 12,245,417 | 14, 982, 275 122 | 14, 440, 364 Lis 
1935 315 18, 705, 151 22, 711, 866 21 22, 320, 186 11¥ 
1936 302 | 24,073,510 | 34, 402, 324 143. 33, 857, 520 141 
1937 287 | 27,955, 175 49, 456, O18 177 48, 141, 672 172 
1938 309 | 21,879. 5€7 35, 919, 142 164 34, 554, 193 158 
1939 57 19, 729.139 31, SOS, 938 161 30, 025, 353 152 
1940 275 | 23,174,172 | 43, 537, 844 188 = 41, 740, 582 180 
1941 278 | 23, 288,421 | 46, 888, 862 201 | 45, 541, 537 19¢ 
1942 to 1945 307 | 24,433,383 47, 163, 134 193 | 45, 659, O19 18; 
1946 344 40,976,710 | 79, 392, 912 194 73, 611, 992 180) 
¥47 346 45, 462, 481 85, 521, 320 18S 79, 967, 531 176 
1948 353 | 59,410,657 |104, 477, 768 176 | 97, 728, 696 164 
1949 331 | 68,497,723 125, 479. 320 183116, 579, 688 170 
195 305 . 62, 285,104 113, 662, 025 182 (106, 185, 431 171 
1951 330 49,987,075 86, 738, 462 174 | 78,019,075 15) 
1952 31! 45,718, 504 | 86, 832, 007 190 | 78, 560, 630 172 
1953 321 | 54,897,945 114, 482. 786 200 |105, 951, 519 193 
1954 357 | 55,921,815 |114, 152, 508 204 |105, 331, 747 188 
1955 386 | 64, 603,027 (148, 426, 731 230 |135, 719, 093 210 
Jar 195 28 37.021. 007 | 88, 864, 029 240 | 79, 245, 972 214 
During this period prices were controlled by OPA regulatior ind were generally held at Oct. 1, 1941 
evels Results shown are based on these Oct. 1, 1941, price 


Preliminary study 
No. 1519, Mar. 3, 1958 
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APPENDIX IX 
CENTRAL OFFICE AND PRIVATE BRANCH EXCHANGE APPARATUS 
1955 GENERAL PRICE STUDY 


Comparison of Western Electric Company Prices to the Bell Telephone Companies 
with Prices of General Trade Supplies to Their Customers for Similar Material 


This study compares Western Electric Company 1955 prices to the Bell Tele- 
phone Companies for central office and private branch exchange apparatus with 
the 1955 prices of general trade suppliers to their customers for corresponding 
material. It covers apparatus purchased by code number, for maintenance or for 
minor plant additions. It does not include apparatus purchased as part of a new 
central office or private branch exchange or of an addition involving switchboard 
sections or other shop-wired units of equipment. 

The study is based on the quantities and types of central office and private 
branch exchange apparatus items sold to the Bell Companies in 1955. All items 
in this category which were stocked by Western Electric and sold to the Bell 
Companies were studied to determine (1) if corresponding items could be found 
among the products of suppliers of telephone apparatus to the general trade, 
and (2) if adequate price information was available. These were the sole tests 
for determining the inclusion of an item in this study. In designating corres- 
ponding items, the Western Electric product is required to be at least the equal 
of the general trade in every significant respect although the reverse is not 
necessarily true. Therefore, in many instances, the compared Western item, 
manufactured to meet Bell System requirements, includes some significant design 
or quality feature which is not provided in the general trade item. 

The general trade suppliers whose prices were used in the study are: 

Automatic Electric Sales Corporation 
Cook Electric Company 

Graybar Electric Company 

Kellogg Switchboard and Supply Company 
Leich Sales Corporation 

Reliable Electric Company 

Runzel Cord and Wire Company 
Stromberg-Carlson Company 

Whitney Blake Company 

Graybar Electric Company is included only as a distributor of Western Electric 
products. Its prices for these products were used only for those items for which 
a corresponding item of at least one other supplier was included in the study. 

For each item compared, the price used was an average of the prices for 
the year 1955 weighted for time in effect. 

Western Electric prices are its published prices to the Bell Companies and are 
uniform whether small or large quantities are ordered. These prices include pre- 
paid transportation to Western’s 29 distributing houses or to destination and 
also Warehousing in the territories of the Bell Companies and dispensing the 
bulk of the items in relatively small quantities. 

General trade prices are list prices less maximum discounts and substantially 
higher prices would apply on many items if ordered in smaller quantities. These 
prices do not include transportation in many cases nor warehousing and distribu- 
tion to the extent provided by Western. 

For each of the items included in the study, Western’s price was compared 
with the average of the prices of the general trade suppliers who listed a cor- 
responding item and with the price of the lowest general trade supplier. Sheet 
2 of this study summarizes the results of these individual comparisons and shows 
that the average of the general trade prices for all items compared was 264% 
of Western's prices. It also shows that the lowest general trade prices for these 
same items were 211% of Western's prices; this relationship was developed by 
comparing Western's price with the lowest general trade price for each item, even 
though the products of the various general trade manufacturers would not neces- 
sarily function together. 

(No. 1520, March 3, 1958 
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Central office and private branch exchange apparatus, 1955 general price study 


Western Electric prices to Bell Telephone 
discounts. 
in effect, weighted by 1955 


prices less marimum 
for time 


pantes 





comp ired 


compantes 


versus general 
Prices from published price 
Western Electric shipments to Bell com 


trade 


lists, averaged 


Western Electric shipments to Bell companies at 


Num ber 
of differ 
ent items 


rage general trade 
prices 


A ve 


Western's 
sell prices 
Percent 


of Bell 


Amount 








( (d é 
14 $19, 735 $38, 993 108 
2t 462, 454 845, 364 1S 
43 48, 074 291), BOF $51 
l 576 5 xO 
3 052, 426 l 281 
1, 249 
8 390 1,2 
2 24, 485 191 
e 1,418 253 
$4 8, O09 37 
l 81, 679 257 
83, 874 239 
: 1,774 3, 502 Ij 
4 74 811 f 
18, 027 49. SRS 2 
l 910 SN7 ) 
4 1, 529 1, 922 126 
$35. 261 963, 049 IR7 
254 2, 922 233 
t 16, 49 353 
f 4 180 872. 368 84 
2, 062 6, 685 $24 
‘ 1, 514 7, 023 4f4 
4 m4 49, 31 sll 
95 288, 201 172 
22 4, 008 4 2 12% 
, i}, 247 6, 423 14¢ 
t 4, 488 348, 604 104 
91 3, SYD 15, 784 $27 
2 274, 730 233 
é 3, 365 7 
lt i 10, 718 229 
f 2, 45: » OOF 67 
e 41 1.950 619 
2. G28 16, 900 577 
el 414, 344 42 f $75 
467 878 ata! 
5 1, 184, 434 3. 495, 507 $12 
2 7. 362 465, 644 34 
2 1, 787 3, 323 LN 
18. LU 46. QOS 258 
4] 30, SRS 1. 628, 621 42 
4, 804 21, GOS $57 
49, GOK 100, 518 1 
3. 448 10. 800 31 
$31 695 $14, 486 545 
25, B32 0), 939 1Y 
j 128, 517 HH, 106 MS 
] 9,479 132, 348 223 
24 38, 353 53, 708 14 
1, 010 1, 907 18 
t 4, 83Y 15, 269 lt 
3, 631, 554 & 530, 442 3 
2, 769 9, 441,15 24, 951, 458 64 





Lowest general trade 


prices 





Amount Percent 
of Bell 
$20, S68 10¢ 
751, 44 162 
147, 419 44 
512 &O 

1, 283, 947 232 
5, O14 241 
4,518 1, 158 
43, 579 
3, 494 
24, 066 

210, 263 
187, 511 
3, 322 
811 f 
43, 578 242 
Vi ty 
1, 922 re 
S32 875 4s 
2, 922 5 
16, 49. $ 
91. 764 f 
4,178 é 
7, 023 164 
4s, 4] 4 
228, 783 3 
4, 800 | 
92, 154 44 
$12, 962 ‘ 
233, 54€ f 
219, 252 we 
2,916 4 
4,114 
+ (en 
1, 950 f 
13, 442 4 
2. 219, 881 243 
R52 ~ 

2, 614, 251 ; 
16, 584 2 
3, 280 “4 
45, 655 , 

1, 496, 18 2 
12, 54 ( 
RY. O45 17s 
7,477 2 
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CENTRAL OFFICE AND PRIVATE BRANCH EXCHANGE APPARATUS 


JANUARY 1, 1957, PRELIMINARY PRICE STUDY 


This is a preliminary study comparing Western Electric prices to the Bell 
Telephone Companies with general trade prices less maximum discounts. Prices 
as of January 1, 1957, from published price lists are weighted by Western Elec- 
tric shipments to the Bell Companies during 1955. 

The method used is the same as for the 1955 General Price Study except that 
the comparisons are limited to important and representative items. The results 
are shown below 


Western Electric shipments to Bell companies at 


Number 


of differ 


A verage general trade 





Lowest general trade 





Apparatus compared ent items prices prices 
compared Western’s 
Bell prices 
Amount Percent Amount Percent 
of Bell of Bell 

; (b ( i e)=d+c f (g) ={+e 

Cable (switchboard 3 $323, 819 $603, 342 186 159 
Capacitors 5 28, 767 143, 451 499 279 
Cord 2 $4, 253 1, 126, 222 309 228 
Dials 1 75, 270 227, 125 302 302 
Dial mountings l 71, 310 183, 300 257 243 
Heat coil 1 307, 960 1, 042, 738 339 225 
Jack 3 252, 972 443, 488 175 14 
Keys 5 84, 453 162, 070 192 131 
Key units 1 33, 249 53, 020 159 159 
Lamps 2 1846, 409 330, 941 178 129 
Lamp caps 4 33, 853 160, 042 473 263 
Lamp sockets 4 77, O87 202, 241 262 204 
Plugs I 493, 732 1, 952, 545 395 210 
Protector I 613, 211 1, 932, 119 315 221 
Relays $8 290, 927 832, 072 286 2A2 
Repeating coils 3 28, 332 58, 078 205 50, 405 178 
Resistors 26 27, 343 172, O87 629 131, 925 4X2 
lerminal strips 4 78, 026 220, 892 283 171, 615 220 
Chermistors l 58, 303 143, 815 247 143, 815 247 
Wire, distributing frame 1 2.097. 661 5, 042, 253 240 4, 020, 517 192 
Potal LO¢ », 526, 967 15, 031, 841 272 | 11, 258, 088 204 
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Central office and private branch exchange apparatus, summary of general price 
studies, Comparison based on published list prices less maximum 


general trade discounts 


1990 
930 


931 


932 
1933 


934 


935 
936 
1937 
1938 
939 
1940 


941 


1942 
1946 
947 
O48 
1949 
950 





1951 


1952 
1953 
1954 


1955 


Jan 


levels 


PRN NAH AOWNHaH ANN hk 


Num ber 
of differ- 
ent items 
compared 


499 


YE) 
421 
ORT 
159 


, 038 


7O8 
737 
199 
334 
439 
995 

7 


410 
417 
145 
070 
014 
856 
686 
676 


2, 769 


106 


on these Oct 


— hoe =) 
. - ae ne 





“1-1 es BO NO Ohh 


A331 s3 


, 1941, prices 


Average general trade 
prices 


Amount 


“ce 


noe Go NO oS on 


woo oO 


857, 
936, 
, 131 
, 353, 
2, 774, 
, 791, 
16, 


G2 


590, 
, 241, 
840, 
, 090, 

951, 
031, 


984 


623 
654 
593 
203 
548 
671 
O18 
995 
458 
841 


During this period prices were controlled by OPA regulations and were gen¢ 
Results shown are hase¢ 
2 Preliminary study 

No 


Western Electric shipments to Bell companies 


Lowest general trade 
prices 


Amount 





15, 
16, ¢ 
17, 
19, 950, 204 
11, 258, O88 
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Drawing A-725767- 1 to 5 
covers mechanical and electrical 


requirements 


 Feee.4 (8.28) PRINTED In UB A 





A-725767-1-0 
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LS S0b 4 
WHEN THE RELAY 1S EQUIPPED Wi TH A BIASING SPRING 
SPRING STUD FRAME * UPPORE SjiA EXERT SUFFICIENT © 
THE SIASING SPRING STUD TO HOL, 17 SECURELY INA 


THE NT 


WESTERN ELECTRIC CO 
CNGINEER OF MANUFACTURE 


A-725767-1A- 





FOR NUMBER OF sHEETs PER SET, ofE 
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on a = \ PRINTED ww UA 
MECHANICAL REQUIREMENTS (CONT'D) 


s THE TOTAL CONTACT TRAVEL MEASURED AT THE CONTACTS SAL 
MAX. .OO6" AND MIN. .Q00" WITH THE RELAY IN ADJUSTMENT AND 
PROVIDED wiT OR wiTHOUT A BIASING SPRING. 


U. ALL LEADS WHEN SOLDERED TO THE TERMINALS IN THE TERMINA 
Pill SHALL MAVE MIN, 1/2 iN, OF SLACK TO PERM) T REMOVAL 
OF THE TERMINAL PILEUPS. ALL SLACKMESS SHALL BE TAKEN UF 
BY LOOPING THE LEADS AT THE TERMINALS. 


¥. ON RELAYS HAVING & BIASING SPRING, THERE SHALL BE * FAR 


ANCE OF APPROXIMATELY 1/64 IN,, SAUGEO VISUALLY, 85 Tw 

THE ARMATURE AND THE COILE RTION OF THE BIASING SPRING. 
W. THE COVER CAP ASSEMBLY SHALL BE CAPABLE 4G EASILY 

REMOVED AND REPLACED BY HAND AND THE TWO SPRING CLIPS SHAI 


ENGAGE THE EMBOSSINGS I THE SHi di Tw rf ENT TENS 
TO HOt THE COVER CaP CLOSE AGAINST THE END OF THE SHELL, 
wiTH TE SIDE EOG Ww THE vé X TEN 1G PROX | ma TE 
NCES OVER THE SIDES % THE SHE 


KR. THE SOLDERING LUGS, INCLUDING THE WIRE AM LOER OF THE 
CONTACT BRACKET TERMINALS, SHALL HAVE & a 
O12 IN. FROM THE FRAME SURFACE AND FROM THE ADJACENT 
SMELL SURFACE WHEN ASSEMBLE AM. wi 





Y. AFTER THE RELAY (S COMPLETELY ASSEMBLE, KCOPT FOR THE 
SHELL AND COVER CAP ASSEMBLY, AND 4FTE E Pit 
ADJUSTING SCREWS ARE SCREWED AWAY FROM THE 4RMATURE 
FAR AS POSSIBLE, THE PERMANENT MAGNET Sri 3— MAGNET [ 
wiTH A MAGNETIZING FORC T SATURATE T TO 15,000 GAUSSES 
THE MAGNET SHALL THEN BE STABILIZE Y PARTIAL DEMAGNET 
TION WHT A DEMAGNETIZING FORCE f * ERSTEDS ¢ 5 OFRSTED 


IMMEDIATELY THEREAFTER, THE SHELL AND COVER AP ASSEMG 
SHALL BE ASSEMBLED TO THE RELAY 


Z. THE LEFT END OF THE PERMANENT MAGNET, WHEN VIEWED FROM THE 
FRONT END OF THE RELAY, 5+ ATTRACT THE SOUTMSEEKING 
OF a COMPASS NEEOLE 


280 TYPE 


RELAY 
REQUIREMENTS 


AB, THE REAR EDGES OF THE SHELL, (TEM 9 SHALL NOT PROJECT 
BEYOND THE MOUNTING SURFACE OF THE FRAME, (TEM Sé 


AC. A’ SPALL AMOUNT OF GR Caw}! EAD 
SHALL Ge APPLILD T 4 TUR § t T SCREW 


RoSS “ ‘ 


it € 


FOR NO. OF SHEETS SEE SHEET | 
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-. reeeae (eee, » o ‘ ’ PRieTEO wf U B.A 
ELECTRICAL REQUIREMENTS Po ee 


1, THE FOLLOWING REQUIREMENTS APPLY TO ALL 280 TYPE RELAYS, 
EXCEPT WHERE OTHERWISE INDICATED ON THIS ORAWING, 


1,01 THESE REQUIREMENTS SHALL APPLY WITH THE RELAY MOUNTED IN 
A HORIZONTAL POSITION WITH THE CUTOUT PORTION OF THE 
SHELL AT THE TOP. 


2. DEFINITIONS 


2.01 OPERATE (OPR. 
OPERATE MEANS THAT WHEN THE LRATE RRENT APPLIED, 


THE ARMATURE SHALL MOVE TO BREAK THE LEFT CONTACT AND 
MAKE THE RIGHT CONTACT OR @REAK THE RIGHT WTACT AND 
MAKE THE LEFT CONTACT, AS VIEWED FROM THE FRONT END OF 
THE RELAY, WITH SUFFICIENT NTACT PRESSURE TO PRODUCE 
A-STEADY LIGHT FROM A WA AMP IN A RCUIT THROUGH 
THE CONTACT THROUGH WHICH RRENT iS FLOWING, 


2.02 WON-OPERATE (NON-OPR. 
NON-OPERATE ME\NS TMAT WHEN THE NON-OPERATE CURRENT |S 
APPLIED, THE ARMATURE SHALL NOT MOVE FROM THE UNOPERATED 
OS ITION SUFFICIENTLY TO REDUCE THE WIACT PRESSURE SO 
AS TO CAUSE A /SLINKING LIGHT FROM A SIGNAL LAMP IN A 
CIRCUIT THROUGH THE CONTACT THROUGH WHICH CURRENT 
FLOWING 


2.03 RELEASE (RLS. 
RELEASE MEANS THAT WHEN THE CURRENT 1S REDUCED FROM THE 
OPERATE OR HOLD VALUE TO THE RELEASE VALUE, THE ARMATURE 
SHALL MOVE FROM THE OPERATED POSITION TO BREAK FROM THE 





CONTACT SCREW WITH WHICH IT wAS MADE AND MAKE wITH THE c . 
THER CONTACT SCREW, WITH SuUFF ENT WTACT PRESSURE TO 
PRODUCE A STEADY LIGHT FROM NAL LAMP IN A CIRCUIT 
THROUGH THE CONTACT THROUGH WHICH CURRENT FLOWING. ROTM . 
2.031 oo" OENOTES THAT THE RELA 4A ar. fraae ™ OPEN ! 
CirrcurTy, - | 
7. HOU 280 TYPE 
HAD MEANS 1 WAENT 1S REDUCED ABRUPTLY FROM RELAY . 
TME OPERANT v &, THE ARMATURE SHA NOT REQUIREMENTS 4 
mW ; c v7 . t NTACT SCREW WITH 4 
Weick } : NRIMG 9 : 'GHT FROM A NA ake ' 
iN A CIP Mh f COP WHICH IS MADE AM cnawe =| » LAMaROVERI ' 
THROYOH nwiic WE iS FLOn » INOICATES A BROKEN aapees F “yy f 
CONTACT. Sle tt 
wesreen t.ndraic od me ¢ 


2.0 SOAK ONG NRER CF MANUFACTURE 
WHEN A SOAK GR SATURATING CURRENT IS SPECIFIED, +T SHALL 
BE APPLIED BEFORE EACH OF THE OPERATE, NON-OPERATE AM 
RELEASE REQUIREMENTS. 





rqR MO. OF OWEHETG QkE srEey. ) 
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~ » o --t-B, ie i - PRINTED IN U B.A 


ELECTRICAL REQUIREMENTS (CONT'D) ' 


2.051 THE POSITIVE SIGN BEFORE THE SOAK CURRENT INDICATES 
THAT THE SOAK 18 APPLIED IN THE SAME DIRECTION AS THE 
SUCCEEDING OPERATE, NON-OPERATE OR RELEASE REQUIREMENTS, 


2.052 THE NEGATIVE SIGN BEFORE THE SOAK CURRENT INDICATES 
THAT THE SOAK 1S APPLIED IN THE OPPOSITE DIRECTION T 
THE SUCCEEDING OPERATE, NON-OPERATE OR RELEASE REQUIRE- 
MENTS. 


3. ALL VALUES ARE MILLIAMPERES UNLESS OTHERWISE SPECIFIED, 


M. ALL RELAYS SMALL MEET THE "ADJUSTMENT REQUIREMENTS” SPEC IF IED 
IN THE TABLE AT THE TIME OF ADJUSTMENT. FOR ANY INSPECTION 
SUBSEQUENT TO THE ABOVE, THE “SUBSEQUENT INSPECTIONS” 
REQUIREMENTS SHALL APPLY. 


5S. THE BALANCE REQUIREMENTS SHALL BE MET WITH THE ARMATURE ON 
EACH CONTACT IN TURN, 


6. AFTER THE APPLICATION OF THE BALANCE ADJUSTMENT REQU!REMENTS, 
THE RELAY SHALL MEET THE FOLLOWING CONTACT MAKE REQUIREMENT, 


6,01 WITH A .003 IN, GAUGE INSERTED BETKEEN EACH POLE PIECE 
AND THE ARMATURE STOP O1SC IN TURN AND WITH THE SOAK 
CURRENT FLOWING IN THE OPERATE DIRECTION, EACH CONTACT 
GHALL MAKE. 


7. oe a ee VBRT ICAL AND/HOR I ZONTALY/ ALIGNMENT /OF 
E POCE PJECE POJUSJING S@REWS SHALL/NOT PXCEEDY 1/32/1N., 
ASOREO AT THE POLE FACES ADJACENT JO THE ARMATURE / 


8. THE ARMATURE SHALL MOVE TOWARD THE LEFT CONTACT SCREW WHEN 
A VALUE OF CURRENT APPROXIMATELY EQUAL TO THE OPERATING 
CURRENT 18 APPLIED, WITH THE POSITIVE (+) AND NEGATIVE (-) 
POLES CONMECTED AS SHORN ON ASSEMBLY, 


S. THE RESIGTANCE SHALL BE MEASURED AT 68° F. WOWEVER, IF IT 
1S NECESSARY TO MEASURE THE RESISTANCE AT ANY OTHER 
TEMPERATURE, A TEMPERATURE CORRECTION VALUE SHALL BE APPLIED RELAY 
JO COMPENSATE FOR THE DIFFERENCE. REQUIREMENTS 





10. THE INSULAT ius 8. TWEEN ALL METAL PARTS, EXCEPT PARALLEL 


WINDINGS, GHALL BE (AFAP.F Cf W!THBTANDING 500 VOLTS AC ey, 
omer? ed. aN {4 


10.03 A SHEET OF MICs .OO' IN [HICK SMALL BE INSERTED a | weevenn euntrnce Gh ip. 
BETWEEN FACH PAIR OF CONTRACTED DURING THM TEST) emo ustitn oF easur Ac rue” 


A-72876%4- 


” 
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ELECTRICAL REQUIREMENTS CONT'D) 


11, PARALLEL WINDINGS SHALL GE CAPABLE OF » I TMSTANDING “OO 
VOLTS AC, 
OR $00 VOLTS OC, 
WHICHEVER 1S THE MORE DESIRABLE FROM A MANUFAC- 
TURING STANDPOINT. 


11.01 A SHEET OF MICA .OO1 IW. THICK SHALL BE INSERTED 6E- 
TWEEN EACH PAIR OF CONTACTS DURING THIS TEST. 


12. THE INDUCTANCE SHALL BE MEASURED 
wiTH THE VOLTAGE SPECIFIED 
FOR THE INDIVIDUAL RELAY ACROSS THE COIL AT 900 CYCLES. 


13. THE BALANCE REQUIREMENTS SMALL BE MET WITH A RESISTANCE OF 
500 OMS t 1°/, CONNECTED IN PARALLEL WITH THE RELAY WIND- 
ING. 


1M. BIASING SPRING RELAYS : 


18.01 RELAYS EQUIPPED WiTH A BIASING SPRING SHALL. BE ADJUSTED 
TO MEET THE BIAS SPRING ADJUSTMENT REQUIREMENTS WELT 
THE BIASING SPRING TENSIONED IN A CLOCKWISE DIRECTION 
AGAINST THE ARMATURE. 


'#Q2 oT wh RELAY *ets OREN ADJUSTED TO MEET ITS REQUIRE- 
fais THe FRICHT PORTION OF THE BIASING SPRING SHALL 
pest prpRttentiy FAT AGAINST THE ARMATURE. THIS 
SWRLL Bé OCONEIOERE 2 4S HAVING BEEN MET IF THE TOP END 
°F Sa SRR) OT PORTION RESTS AGAINST THE ARMATURE AND 
Wk “Lt ARhp F, ANY, BETWEEN THE ARMATURE AND THE 
BAISIME FEAINE, AT CINE R POINTS, OOES NOT EXCEZD .020 

WY Ps AOSED Arl rs 










A-725767-52 


On MO. OF SHEETS ect enceT | 


26086 O—58—pt. 2, vol. 3 68 








4480 CONSENT DECREE PROGRAM——DEPARTMENT OF JUSTICE 
Covers soldering methods, miscellaneous 


material and wires 


ML 7004.4 (8.98) PRINTED IN U.S.A 


WESTERN ELECTRIC CO. INC 


ENGINEER OF MANUFACTURE 
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WL 7004-m (9-30) PRINTED IN U.G.A. 





WESTERN ELECTRIC CO.. INC. 
ChGINEER OF MANUFACTURE 


MISCELLANEOUS 


INSULATION 
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7004-4 (0-88) PRINTED IN U.B.A. 


5% Nickel - 5 


- Resistance Wire - 
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WESTERN ELECTRIC CO.. INC. 
ENGINEER OF MANUFACTURE 
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“A 7OR4-4 (®-38) PRINTED IM UGA 





weve: 12 ]e2 3-57 


CHECKED 


WESTERN ELECTRIC CO.. INC 
EMGINEER OF MANUFACTURE 


ENAMELED 
MAGNET 
WIRE 
Material - Copper Wire 
Dimensions in Inches 
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ML 7084-6 (9.88) PRINTED IN U.S.A. 


WESTERN ELECTRIC CO.. INC. 
ENGINEER OF MANUFACTURE 
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A, 7084-4 (8-28) PRINTED IN U.G.A. 


WESTERN ELECTRIC CO., INC 
ENGINEER OF MANUFACTURE 
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Drawing A 753173-D covers die cast 








ey + 


ene 








6s# 








JUSTICE 


OF 


PROGRAM——DEPARTMENT 


DECREE 


4488 CONSENT 


-1632! 


5-D 


A 
nm 


or 
© 


Drawing 


150016 


A- 


Al 


cover coil assembly 


ee as 


eau) Wee Guns of 


AV ISSY Qiy Gin tele ws 
GPOC2Ge0) S2KDH! Zi OHI ONT9OR: Om « 








eu 





aomemmanenansnenasaneniiieh 





A-169325 


JUSTICE 4489 


OF 


PROGRAM——DEPARTMENT 


DECREE 


CONSENT 


are 





AwasSsyY 
109 


| Gmupenan | 





ee ee aa. aT 


£98 oe CLTONS 40 pe 








4490 CONSENT DECREE PROGRAM-——DEPARTMENT OF JUSTICE 
P-462774-D covers bracket 


-483696-D covers magnet 


P-462774-p 
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Drawing A-753172-D covers 


master assembly of relay 
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